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issues in the Pakistani context. I have not seen any postgraduate level text book on 

economic and social issues in Pakistan like this book. The author has not only 
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PREFACE 

 

Macroeconomic management has remained a major challenge through out the planning 

and development process of Pakistan. The economy of Pakistan performed exceptionally 

well in the early development plans (1955-70’s). These growth plans were upshots of 

world-wide renowned economists which were backed up by strong growth oriented 

commitments of the then government, political stability and international flow of aid (Debt). 

Domestic resource mobilization remained a dilemma. As a result, twin deficits continued to 

grow and reached up to as high as 7 % of GDP. Thereafter, except very few, hardly 

competent economists were made a part of the policy making and implementation process. 

Similar to countries who had failed to develop on the sole reliance on foreign aid, Pakistan’s 

reliance on dependent growth model also went in vain. Therefore, debt dependency and 

domestic resource mobilization’s catastrophe was one of the destructive constituent of 

sustainable growth. Dismally, the disinclination of merit based selections of executives, 

experts and economic advisers’ is a major bottleneck and setback in effective formulation 

and implementation of development policies. Failure to adopt merit, as a principle, is 

another aspect of economic mismanagement. Besides, in spite of chalking out good 

strategies and policies in collaboration with internationally renowned national distinguished 

economists failed to deliver fruitful results. The divorce between policy planning and their 

implementations is a wretched fetes of the development process in Pakistan. It is painful 

to know that R&D was forgotten theme of public policies.  Although, HRD and Human 

Capital Formulation were enveloped in official policies, yet on factual grounds, these were 

never the main focus of any late governments. Domes were built for elite, which served 

only their self-interests; ignoring increasing, poor quality of health, illiteracy and inadequate 

education facilities, poverty and unemployment. On the face of above, masses remained 

deprived of basic needs such as basic health, education, food and shelter. Withstanding 

the above, the rent seeking behaviour and corruption reached to its peak level, which 

significantly affected development in the country. The “Vision plans and Growth strategies” 

kept on changing without achieving much of their targets. The devoid between the 

international development policies and those practiced in Pakistan has epochs of follow-
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up differences. A case in point is of Inclusive growth and institutional quality, which were 

international cry of 1990s and came to Pakistan in late 2010s. Even today hardly any of 

the above has been improved. The world today is focused on behavioural economic policy 

(Nudges), which is hardly known and touched by the policy makers. Development priorities 

found hardly their roots in actual problems faced by the masses. Moreover, globalization & 

liberalization of trade, penetration of foreign capital, transfers through expatriate profit, 

burden of debt servicing, transfer pricing, twin deficits  and mismanagement of the 

economy are few among many  crucial  issues, which still need to be addressed. These 

are major, among many, economic issues addressed in this book. 

This book is principally an outcome of our research and years of experience working in the 

public sector, being a part of development plans, years of research in the subject area and 

supervision of over seventy M. Phil. and Ph. D. theses, as well as, publication of  around 

one hundred research papers; including  three research books. Chapters are heavily based 

upon above cited research work and contributions by fellows; notably the research work 

pertaining to Inclusive growth, Behavioral insights to future policy making (nudges), 

demographic issues and poverty (Aribah A.), tax morale and role of fiscal policy (Dr. G. R. 

Madni), debt, deficit and inflation (Dr. Navid A. & Dr.  Sabahat A.)  Unemployment and 

management of human resources (Dr. Hameed A. and Kulsoom Z.) and a chapter on 

monetary policy (Dr. Munir A. S. Ch., late); all above are duly acknowledged. The above 

scholars have kept our aims high to continue our efforts and kept us engaged in research 

to complete this outcome as a book. This book provides a blend of traditional approach, as 

well as, application of modern techniques to dig out the pertinent issues and in providing a 

practical approach to address them too. The Book is written to achieve the following 

objectives. 

i. To address major contemporary economic issues, independent analysis, and 

relevant to cross country comparisons. 

ii. To enlighten the students and researchers in investigating the roots of economic 

issues, application of appropriate techniques for analysis and then addressing 

policy solutions.  
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ii. To stimulate readers to analyse and address data as per relevant economic 

theories, in order to formulate the quantitative models for estimation and providing 

empirical evidences for convincing solutions of the issues. 

iii. To highlight needs for new reforms like building inclusive institutional structures, 

strengthening the foundations of policy formulation, inclusive growth and the dire 

need of nudges as a paradigm shifter of policy making. It also reviews the 

interdependence of global economies; globalization and liberalization. 

iv. To emphasize on the economic, social, institutional and structural changes; 

which are closely interlinked for adopting holistic approach, to not only solving 

economic problems but also day to day management of  the economy. 

v. Last but not the least, to equip the students and researchers with knowledge, 

application of economic theories and modern techniques to carry out research, 

which could contribute to develop the country and help humanity through the key 

of socio-economic and cultural changes.  

We are indebted to following scholars, students and colleagues, for whom we owe an 

instinctual debt, to complete this task. Special thanks for my teacher and friend late Dr. 

Muhammad Aslam (Professor LSE, Lahore), who not only taught me the first book on 

Economics but also encouraged throughout this journey of research & academic 

contributions. May GOD bless him and his soul may rest in peace.  Prof. Dr. Jay R. 

Mandle. Prof. Dr. Katz and Prof. Dr. George M. Lady & Dr. Ghulam Shabbir (our Ph. D. 

advisers) strengthened our foundation in Economics. Professor Dr. Rafiq Ahmed my 

mentor (Aslam’s) created my interest in higher education in Economics. Apart from 

above, we are grateful to, Prof. Dr. Asad Zaman (V.C., PIDE),  Dr. Nadeem-ul-Haq ( Ex. 

Dy. Chairman P & D, GoP), Dr. Eitzaz Ahmed (Professor; FCCU, Ex. V.C., QAU), Dr. 

Aliya H. Khan (QAU), Dr.  Naveed Hamid, Prof. Dr. M. Azam Chaudhry & Dr. Rashid 

Amjad (LSE), Dr. Shahid Amjad Ch. (Rector, LSE), Dr. Hafiz A. Pasha (Ex. Finance 

Minister), Prof. Dr. Mumtaz A. Ch. ( PU), Dr. Azmat H. (PU)., and Dr. Salman Rizvi (PU), 

Dr. Shabib Haider S. (FCCU University), Dr. Ghulam Shabbir, Dr. Tanveer A., Dr. Uzma 

Hanif & Dr. Rizwan A. (FCCU  University), Dr. S. M. Younis Jaffri, Dr. Naeem R. (IIOU & 

UoL), Dr. Ashfaq H. Khan (Dean, NUST), Prof. Dr. Akmal Hussain (ITU), Dr. Imran Sahrif, 

Prof. Dr. Shah Nawaz  Malik & Dr. Afridi (BZU), Prof. Dr. Karamat Ali (Ex. V.C, BZU), 
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Prof Dr. Mushtaq A. and Prof. Dr. Abid A. Burki (LUMS), Prof. Dr. A. R. Chaudhry 
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CHAPTER: 1 

 

THE AGRICULTURAL DEVELOPMENT: 

MANAGEMENT, POLICIES AND EMERGING ISSUES 

1. The Management of Agricultural Land Resources 

The management of agricultural land appears to be a major issue in agricultural sector of 

Pakistan. The total land in Pakistan is almost about 80 million hectares, of which about 60 

million hectares are reported area. The forests consist of 4.2 million hectares, which are 

far low for sustaining environment and economic needs. Almost 24.5 million hectares of 

land remained unavailable for cultivation. Adding to the miseries of agricultural land, the 

cultivable waste is as much as 8.8 million hectares. Thus, hardly 21 million hectares are 

cultivated. As far as current fallow land is concerned, it is around 5 million hectares which 

is extremely low in this area of modern technology. However, the story doesn’t end here. 

Further from this cultivatable land, the net area sown is only 16.2 million hectares and the 

area sown more than once is five million hectares. Together, they both add up to 21.2 

million hectares, which produces agricultural output and thus the growth of agricultural 

sector is confined to this area. 

 First prominent issue which emerges from agriculture land utilization is that the area 

available for cultivation is only 27% of the total area. Thus, a large potential farmland goes 

unexploited; either due to mountains or infertility for cultivation. It is a dismal that in this 

modern era of technology, this area may have been brought under cultivation if proper 

planning and investment had been done. Importantly, there remains more than two million 

hectares of virgin land, alone in Baluchistan, waiting to be exploited for cultivation. There 

was hardly any integrated planning in the previous era to bring this land under cultivation1. 

Investing in agriculture by bringing new land under cultivation can not only provide jobs to 

                                                           
 

1Such integration was even ignored in the early Five Years Development Plans in Pakistan. Extensive agricultural growth was 
hardly encouraged. Intensive growth was also implemented along Indus Basin only, where green revolution was introduced. 
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idle farmers and tenants, but it can also add to output and exports which can enhance 

foreign exchange & curtail imports like dry milk, lentils, and oil seeds etc. 

During the early period of Pakistan’s development, the agricultural growth was very 

stumpy, almost less than 2% per annum (in the late 1950s). Food shortage emerged as 

one of the major problems due to poor agricultural productivity. The productivity of cash 

crops, cotton and rice, was not only poor but also exhibited instable growth2. In the early 

era, commercialization of agriculture was not the major driving force for agriculture sector. 

Large tracts of land were lying ideal; owned by big landlord who used this land for hunting. 

The cultivation methods were primitive and old. Modern inputs were hardly known to the 

farmers. Thus, agricultural productivity was very poor. There was a need to pay special 

attention to uplift this sector, since still over 60% population is dependent on this sector. 

Besides, it provide food for the citizens, as well as cash crops. 

Long term planning was introduced through Perspective Plan in 1954-55, which led to the 

introduction of Green Revolution and other reforms in the 1960s. However, agriculture was 

hardly priority of development strategy. As a result, agricultural development remained 

poor in the first five year plan (1955-60). Shortly, poor development of agriculture made 

policy makers conscious. In the second development plan (1960-65), due importance was 

not assigned to agriculture. The upshot was that, agriculture sector performed respectable 

growth in the 1960s. The introduction of Green Revolution boosted agricultural productivity 

and this trend continued in the 1970s. Much attention was paid to improve the production 

of wheat, rice, sugarcane, and cotton. As an outcome, the country not only became self-

sufficient in wheat, sugar and rice but it also became an exporter of sugar and rice. Pakistan 

turned into nor food importer country. Agricultural policies played major role in this 

success3. One of the policies was to keep sugarcane prices high, which led to relatively 

better terms of trade; as compared to other crops. Thereafter, agriculture became the 

foundation of economic growth in Pakistan; even though for a short period.  The Green 

Revolution started to die down in the 1980s and so did the agricultural productivity. 

                                                           
 

2. For details of early figures see Agricultural Statistics of Pakistan, M/o Agriculture, GOP. 
3These policies were chalked out in the First, Second and Third Five Year Plans. 
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Dismally, the performance of agriculture exacerbated in the1990s. The trend of unstable 

growth continued in 2000s4. There was also no integrated policy to handle fluctuations in 

output of major cash crops like wheat, cotton, and rice etc.; major leading important crops. 

During the current year (2018-19), agricultural growth was very poor, which accounted for 

0.85%, against 3.9% in the previous year; the poor growth ever in the history of Pakistan. 

The same growth was 5.1%, 5.4% and 4.4% in 1960s, 1980s and 1990s, respectively. 

Thus, unstable agricultural growth is one of the top issue. 

Land ownership was unevenly distributed. Tenancy was the prominent mode of production 

in agriculture. Absent landlords was the style of land ownership. The skewed distribution 

of land not only led to social problems but it also gave birth to dominant landlords and 

political structure in Pakistan5.  

Poor institutional structure, particularly; political structure served as a source of all these 

miseries of agricultural sector, further leading to inefficient public policies. Development 

priorities and economic policies kept on altering without bearing much fruitful results. 

Agriculture was neglected and industrialization became priority, especially from the Third 

Five-year Plan (1965-70). Although, agriculture remained a dominant sector of Pakistan 

economy, but due to underemployment and landless rural class a significant portion of the 

rural population trapped in the poverty net and it continued due to increasing income 

inequalities, squeezing farm size, inherited land distribution, lack of basic social amenities 

like non availability of clean drinking water, rural roads, transport, sanitation, basic 

education and basic health facilities. This deprivation of poor rural population lingers on up 

to date. The necessary amenities are still far from the reach of poor rural families like 

sanitation and clean drinking water etc.  If a poor fell ill, he has to travel miles to cities for 

basic health facilities, which often leads to loss of lives or complication of diseases. 

Females have less information to maternity care, resultantly mother and child both suffers 

due to unavailability of proper medical care. Inclusive development is still a dream for the 

citizens. What so ever economic growth is there, it is divided in to growth and Inclusive 

                                                           
 

4.For empirical evidences see Table 1 & 2, in this chapter. 
5For details of different farm size and ownership see; Chaudhary M. Aslam (1989). 
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development? Even today no one knows about the actual per capita income of rural 

population. It appears that per capita income of the rural population is not more than half 

of the overall per capita income in Pakistan. This Rural-Urban divide, poor-rich divide,  

literate-illiterate and inclusive elite -exclusive  divides are  challenges for establishing equity 

which is rooted in education divide, as well as, access to quality education, as well as, 

provision of  elite biased public services, income and inclusion in decision making. This 

inequality is even more prominent within rural areas. Hardly anyone knows rural per capita 

income. Rural capital was transferred to urban (industrial) support; on the cost of 

agriculture i.e. by controlling the agricultural prices, indirect and direct taxation on 

agricultural inputs, and ignoring investment in this sector, for example, Green Revolution 

has died down, due to such neglect and absence of public sector’s support. An effective 

agricultural income tax is still a pending agenda. Although, agricultural income tax is there 

in some provinces but its implementation is pitiable and based on irrational grounds. Also, 

such challenged were never addressed by economic policy makers and managers of the 

economy in Pakistan. 

Another issue of agriculture sector is its uneven growth across the different regions 

(provinces)6, which further created different classes and income inequality (income, social 

& gender) in the rural areas. Over all, income inequality emerged as wretchedness of 

uneven growth. The slogan created by Dr. Mahboob-ul-haq (the major proportion of wealth 

of the nation remains in hands of twenty-two rich families), which was addressed by Bhutto 

government. Hence, it did not lead to any revolutionary outcomes, either. Bhutto 

nationalized industries and tried to reform agriculture. Soon thereafter, Bhutto’s daughter 

(Benazir Bhutto) denationalized the nationalized industries and all these efforts were 

unable to complete the unfinished agenda of agricultural reforms, which remains pending 

even up to date. Thus, the payback of industrial revolution and agricultural reforms were 

hardly realized and in due course, industrial sector & agricultural sector endured 

stagnation. Neither agriculture was developed nor did it lead to self-sufficiency in food 

adequacy. It lingers on as a fragmentary agenda, which is still a victim of frustrated growth 

                                                           
 

6For empirical evidences see forthcoming tables. 
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in Pakistan. The development pattern generated class structure which resulted in uneven 

saving and investment capacity and therefore, affected productivity of different farms. In 

spite of reforms, small farms (subsistence farms) continued to grow and these farms could 

not be converted to commercial entity. The agriculture growth rate remained unstable and 

so did the growth of the economy. In spite of the above, the importance of agriculture 

cannot be overlooked. It still remained as a driving force for economic uplifting of the 

economy. Different contributions of agriculture sector and its roles are analyzed in sections 

below. 

2. Importance of Agriculture 

Since the birth of Pakistan, agriculture remained as the backbone of Pakistan’s economy; 

accounting for almost more than half of gross domestic product and supporting for more 

than 70% of total population. Presently, agriculture contributes above 20% towards gross 

domestic products (GDP).  In 1950, over 65% of labor force derived their livelihood from 

agriculture, which has declined to around 42%, lately. The agriculture still constitutes a 

lion’s share towards GDP. Besides, a majority of the population, especially rural population 

are dependent upon this sector (62%); directly or indirectly. Furthermore, it is also the major 

source of earning income of foreign exchange through agricultural exports, which leads to 

sustainability of foreign reserves. Most importantly, it’s due to agriculture that Pakistan is 

food self-sufficient country now, which enables to at least survive in bad times (absence of 

trade/war). Food sufficiency is a strong weapon against any country which adds to vitality 

of agriculture sector. During the intricate phase of nuclear explosions, it was only self-

sustenance of agriculture sector that Pakistan was able to absorb international sanctions. 

It was certainly a havoc stage to Pakistan, when Pakistani people even thought of surviving 

on grass but not forgoing nuclear blast. Thereafter, Pakistan has to bear international 

sanctions which did not affect much but still Pakistan has to pay its cost7. At such a stage, 

it was only self-sufficiency in food items, which facilitated Pakistan to sustain and it helped 

for survival; such an important role of agriculture can’t be underestimated in term of 

                                                           
 

7 Developed countries want to keep control on advanced technology and equipment, while not allowing developing countries 
even to develop these items. 
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strategic support8. Food deficiency could be used as bomb for such country. Restrictions 

on food and medicines could lead to challenge independence of a country; i.e. strategic 

weakness of a country. In the early stage of development, agriculture makes several 

important contributions, as given below. 

i) Product contribution: Agriculture doesn’t only contribute in provision of food but it also 

provides raw material to our industrial sector such as cotton, oil seeds and sugarcane etc. 

ii) Exports and Foreign Exchange Earning: In the early stage of development, 

agriculture is the only sector which helps to offer surplus for exports and therefore grant 

scarce resources like foreign exchange and surplus capital for industrial development. 

iii) Cheap Food: Agriculture supported industrial sector by providing cheap food for 

industrial workers and urban population.  During the 1960s the government policies were 

designed to extract surplus from agriculture and supported industrial sector by releasing 

labor from agriculture i.e. factor contribution, cheap food, capital and foreign exchange 

earnings from the export of cotton and rice. 

iv) Market Contribution: In the early stages of development the population associated 

with the agriculture is the major market for sale of output of industries, which produces 

agriculture inputs i.e., consumer goods, chemicals, fertilizers and also capital goods like 

machinery for agriculture etc.  In 1964, Kuznets revealed that mercerization of production 

process and provision of market for augmented agriculture net products are provided by 

rural economy. In the early to rural areas and agriculture. 

v) Demand for Industrial Output: The demand for industrial products comes from rural 

area. In other words, the demand for industrial output is also dependent upon agriculture 

income. Thus, a counter balanced linkage is important for both agriculture and industrial 

development. The countries failing to keep this balance end up with frustrated growth; 

neither developing agriculture nor industrial revolution could take place. Similarly, on the 

other hand, if we look into the open market, accelerated growth in agriculture and industry 

will have a counter effect in an open economy too. 

                                                           
 

8Pakistan may not be called food self-sufficient as per definition of WTO. 
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vi) Capital Contributions: Two major sources of capital transfer from agriculture to 

industry are agricultural surplus and extraction due to under paid prices of agricultural 

produces by the national corporation, is another contribution in the early stage of 

development. Moreover, release of labor from agriculture and provision of labor for 

industrialization is a significant factor supply from agriculture to industry. In other words, 

the two basic and important factors of production like labor and capital are provided by the 

agriculture sector. It is done by keeping agricultural output prices low, as compared to 

industrial production, as well as, keeping agricultural output prices controlled by the public 

sector ( by national corporations like Rice and Cotton export corporations in the  early times 

of development). It not only helps to transfer in capital but also contributes to industrial 

sector by financing government needs. This further leads to low wages for industrial 

workers; as a result of cheap food provided by agriculture and agricultural policies which 

enable other sectors to grow on the cost of agriculture. Thus, industrial sector can hire 

released labor from agriculture, on low wages. It has been applied in Pakistan by all above 

cited means. In addition to above, Incremental Capital Output Ratio (ICOR) in LDC’s (less 

developed countries) in agriculture tends to be lower than industry. 

vii) Investment & Savings: It is also important to note that, it is only agriculture sector 

which has significantly contributed as a sole source of saving and investment, in early stage 

of development (50s & 60s). It was the time, when Pakistan had scarcity of capital and 

abundant labor.  

viii) Human Resource Development: Besides above, farmers also benefit in investing 

in non-agriculture goods & services such as children’s education, maternal health facilities 

& entertainment such as traditional festivals, which promises comparatively higher return 

and utility for small farmers. 

ix) Factors’ Contribution: The early stage of industrialization lies utterly on the processing 

of agriculture goods like cotton, rice, fruits (jams and Jelly) and sugarcane (sugar) etc., 

which is largely dependent upon agricultural raw materials. Thus, the sustenance of 

agriculture was based on the continuous supply of raw material at competitive prices to 

industrial zones. In developing countries, agricultural value added  in manufacturing ranges 

to over 90% for Nigeria and Madagascar to over 40% for Pakistan. The same is true for 

developed countries i.e. 8% for Japan and around 13% for United Kingdom (UK). This 
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course provides backward and forward linkages9. It is a sheer dismal that, over time, the 

share of agricultural sector towards GDP has dwindled. Nevertheless, it does not reflect 

that it becomes a petty sector. It may be noted that even subsequent to development of 

any agricultural country, the remaining people still remains attached to the agriculture 

sector because it is a way of their life10. A prominent example is of United States, which 

has largest manufacturer of high value added goods such as fighter planes, machineries 

and sophisticated computers, and arms/weapons. The most important role of agriculture, 

which can never be neglected, since it provides basic necessity of life; like food for a 

cossssuntry’s citizens. 

3. Agricultural Development Planning and its Implementations 

The agriculture sector of Pakistan has gone through various phases of mayhems and in 

turmoil. The first and second Five Year Development Plans (1955-65) assigned significant 

substance to this sector. Thereafter, much of the public policies budgeted towards 

industrialization. Pakistan’s industry made outstanding progress during 1960s. Conversely, 

this growth was not sustainable. The nationalization of industrial sector and reforms in the 

agriculture did not contribute much towards maintaining the momentum of accelerated 

growth. The growth of Green Revolution components died down soon. Besides, the 1971 

war (worst years of Pakistan history: 1970s) momentously affected all the sectors of the 

economy. As a result, the decade of 1970’s could have performed better, if these events 

didn’t exaggerate the agriculture sector. The early seeds sowed through green revolution 

started to die down in late 1970s. 

It is generally understood that the Pakistan economy performs well when agricultural 

performance is satisfactory. The agriculture sector is considered backbone of Pakistan 

economy. Naqvi S. N. H. (1993) stated that negative growth in agriculture also leads to 

negative per capita income of 0.7%. As indicated in the table 1, below, in spite of 

decreasing share of agriculture output towards GDP, it still provides a strong foundation 

                                                           
 

9Backward linkages are purchase of intermediate inputs from other industries/sectors and Forward linkages are sale of 
intermediate output to other sectors. 
10It may be noted that at this stage hardly 2% to 4% of population remains attached to this sector.  
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for the economy. It has been observed that agriculture growth rate had been fluctuating 

over the years (from -5% to 5 %, table 1) and, therefore, the instability of the agricultural 

growth also affected other sectors. Thus, other sectors, directly or indirectly, are dependent 

upon agricultural performance; fluctuation in agricultural output growth also destabilizes 

other sectors performance. In the era of 1949/50-60, the agricultural growth was around 

1.6% p.a. and the GDP growth was almost 3.2% per annum (p.a.).  

During 1959-60 -1970, the agricultural growth improved to 5% per annum. The GDP growth 

also improved to as high as 6.8% per annum. It indicates linkages between these sectors. 

During the 1960s and 1970s, the introduction and spread of the Green Revolution brought 

a new wave of stimulus to agricultural growth. The introduction of new modern inputs like 

HYVs, chemicals like new fertilizers and pesticides sprays significantly improved and saved 

agricultural output. Besides, investment was also significant during this period11 . The 

development plans were also focusing on improving agriculture. Thereafter, investment in 

agriculture decreased12 and the engine of agricultural growth – Green Revolution – also 

went out of steam. The rapid growth of agriculture was discontinued.  As a result, 

agriculture could not maintain the momentum of accelerated growth. 

A statistical estimation, on long term data, of growth rates’ reveals that agriculture and GDP 

growth are interlinked and these are positively correlation. The decade of 1960s laid down 

the foundations of accelerated economic growth in Pakistan. However, this momentum 

could not be maintained due to two major reasons i) The Green Revolution failed to 

continue, and ii) The inflow of foreign aid also dried up13; after the Third Five Year Plan.  

The agriculture growth fell to 2.4% in the 1970’s so did the GDP growth which also 

decreased to 5.5%. During the next decade i.e. 1980’s, agriculture performance improved 

and its growth increased to 5.5%. Similarly, the GDP growth also improved to 5.6%. The 

1992-93 was a year of bad luck. Due to floods and unfortunate weather conditions, 

                                                           
 

11Pakistan was investing over 20% in the economy, during this period. Agriculture was one of the priority sectors in the Second 
Five Year Development Plan. 
12For details see Five Years Development Plans: 1955-85. 
13After third five years plan, the foreign aid offices of USA moved out of Pakistan and USA stopped major flow of foreign aid. It 
seriously affected economic growth. This gap was fulfilled, to some extent, by Japan and other countries but the momentum of 
growth could not be maintained. 
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agriculture growth not only decreased but also turned out to be negative. These natural 

calamities adversely affected GDP growth and hence only 2.3% of growth in it was 

observed in the 1990’s. Zadi (2015) called it a decade lost, in terms of achieving significant 

economic growth. However, the agriculture sector improved thereafter and so did the 

performance of GDP. During 2000s, the agricultural growth was 3.2% per annum (p.a.), 

while the GDP grew by 4.7%, per annum. During 2013-2014, agriculture and GDP growth 

rate remained around 2.5% and 4.0%, respectively. The agriculture improved to 3.8% 

growth in 2017-1, while the economy improved to 5.5% in 2017-18. However, it fell again 

to 3.3% in 2018-19 and so did the agriculture, for which the growth rate was less than one 

percent in 2018-19. Thus, the growth of GDP is dependent on agricultural performance. 

Withstanding the above, even today more than 30% exports (70 percent in 1949-50) and 

17% (26% percent in 1949-50) imports pertained to agriculture products alone. Rural 

population is still largely dependent on agriculture sector, which constitutes a major 

proportion in the total population of Pakistan. About 42% of total labor force is directly 

employed in this sector. 

Presently, its’ share in GDP is around 19.8%. Being in such a dominant position, agriculture 

is still far behind from its potential contribution towards GDP, which needs to be improved14. 

Table 1: Economic Growth and Agriculture Performance 

 

Year Rural 

Population 

(%) 

Agri. Share 

in GDP,% 

( p.a.) 

Agri. 

Growth 

(%) p.a. 

GDP Growth 

(%) p.a. 

1949-0/60 78 46 1.6 3.2 

1959-60/70 74 39 5.0 6.8 

1949-60/82 70 - 3.0 6.5 

                                                           
 

14 Its potential is highlighted in the next section and chapter. 
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1970s - 39 2.4 5.5 

1980s  31 5.5 5.6 

1990s  26 4.5 4.5 

1992-93  24 -5.3 2.3 

1996-97 65 - 0.12 1.9 

1997-98  - 3.8 4.3 

1998-99 63 - 2.0 3.2 

1999-00 63 - 5.6 4.5 

2000s - - 3.2 4.7 

2013-14 - 21 2.7 4.0 

2014-15 - - 2.9 4.1 

  2016-17 62 19.9 2.1 5.4 

2017-18 - 19.8 3.9 5.5  

2018-19 61 19.5 0.85 3.3 

Source: Pakistan Economic Survey & Agricultural Statistics of Pakistan, Different Issues.* = 

Percentage of total Population p= Provisional. p. a.= Per annum 

 

All above indicates poor performance of agriculture. From the discussion above, we may 

conclude that agriculture growth has a significant and positive impact on GDP. Policies that 

led to agriculture growth, also led to improvement in overall growth rate of national income. 

It is, thus vital that priority must be assigned agriculture sector, if there is any concern about 

improving the living standards of people; related to agriculture sector and other segments 

of the society. 
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4. Land Utilization: Agriculture Output and Cropping Pattern 

Pakistan has both extensive and intensive potential for growth. The issue here is that all of 

the land available in Pakistan is not suitable for agriculture, particularly due to areas of 

mountains, forests and salinity etc. Some to this land can be brought under cultivation, with 

a little investment in modern agricultural inputs. However, the case of primitive technology 

is a constraint to exploit its potential. This land could be made fertile if there are appropriate 

policies & application of new technologies, which can improve its salinity level etc. Besides, 

the cultivatable land which is available for agriculture is also not exploited due to lack of 

instrument for water and bringing virgin land under cultivation. It is no less than a wonder 

that one farmer may earn over one hundred thousand rupees from one acre of land; if he 

uses his land optimally and efficient inputs are applied. By producing high demand goods 

and selling those at higher prices can earn abnormal returns. Besides, the same land 

available can be used to produce manifolds greater output if it is optimally utilized, keeping 

into the consideration new researches and market information. 

The changes in the area sown and cropping pattern are given in table 2. Out of the reported 

area of 46.5 million hectares in 1950-51, only 11.6 million hectares were sown. Out of this 

sown area, only 3.54 million hectares were current fallow land and only 1.3 million hectares 

were sown more than once. Total area cropped was 12.9 million hectares, out of the total 

area cultivated (15.15 million hectares). In other words, about 28% of the reported area i.e. 

the net area sown was only 25% of the total reported area. There was 44% of the total 

available area for cultivation, out of which 20.7% was not available for cultivation. This 

reflected a very unfortunate performance. The significant proportion of the area which could 

have been cultivated remained untapped. The net area sown increased only by 3.8% in 50 

years, which indicated that extensive growth of agriculture was not evident. An average 

annual increase in the net area sown was observed (hardly 0.1%) over these years. It is 

on the face of it, that there is still over 9 million hectares, which remained as cultivable 

waste. Alone in Baluchistan, over two million hectares are lying virgin, still waiting for 

exploitation. 

Another feature of these unexploited resources of agriculture sector is the trivial growth in 

the multiple cropping. The area sowed more than once, increased from 1.3 million hectares 
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to 6.34 million hectares over the period of about half a century, which means that the 

multiple cropping was not significant in these years. In 1950-51, net area sown was 11.6 

million hectares. The fallow land was 3.54 million hectares. Thus, total area sown was 

15.15 million hectares. The area sown more than once was hardly 1.3 million hectares. 

Overall, cropped area was 12.91 million hectares which increased to 22.96 million 

hectares. It constitutes an increase of 77.8% in fifty years. Thus, an average continuous 

increase was less than 1.5%. Thereafter, the area decreased to 22.73 million hectares. 

Thus, rather than increase, there was decrease in it.      

Table 2: Land Utilization and Agriculture Output (Million Hectares) 

 

 
 
Year 

Reported 
Area 

Forest 
Area 

Not 
Avail. 
For 
Cultiation 

Cultiable 
Waste 

Current 
Fallow 
Land 

Net Area 
Sown 

Total Area 
Sown 

Area Sown 
Multiple 

Total 
Cropped 
Area 

1950- 

51 

46.4 1.39 20.7 9.2 3.54 11.6 15.1 1.3 12.91 

1960-

61 

50.9 1.68 18.7 12.5 4.85 13.3 18.1 1.6 14.86 

1970-

71 

53.5 2.8 20.4 11.1 4.8 14.5 19.2 2.2 16.62 

1980-

81 

53.9 2.9 19.9 10.9 4.9 15.4 20.3 3.9 19.33 

1990-

91 

57.6 3.5 24.3 8.9 4.9 16.1 20.9 5.7 21.81 

1995-

96 

58.5 3.6 24.3 8.9 5.2 16.5 21.7 6.1 22.64 
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1998-

99 

59.3 3.6 24.5 9.3 5.3 16.6 21.9 6.4 22.96 

1999-

00 

59.3 3.6 24.5 9.3 5.3 16.6 21.9 6.4 22.96 

2000-

05 

59.4 3.93 24.3 9.02 6.61 15.5 22.1 6.78 22.35 

2005-

10 

57.1 4.18 23.2 8.19 5.52 16.0 21.6 7.66 23.66 

2010-

13 

57.7 4.26 23.2 8.14 6.82 15.3 22.1 7.3 22.61 

2013-

14 

57.9 4.55 23.0 8.27 6.68 15.4 22.1 7.33 22.73 

2015-

17* 

57.9 4.5 23.0 8.27 6.68* 15. 22.0 7.33 22.73 

Source: Pakistan Economic Survey, Agriculture Statistics of Pakistan, Various 

Issues. Pakistan Bureau of Statistics. (*) indicates provisional values. 

 

During 1990-91, the net area sown was estimated as 16 million hectares (M.H.), which 

further increased to 16.6 M.H. in 1999-2000, depicting a negligible change. The cultivable 

waste land increased from 8.9 million hectares in 1990-91, which increased to 9.3 million 

hectares in 2000. Thus, it shows deterioration in the cultivatable land. This cultivatable 

waste land could have been brought under cultivation and agriculture output could have 

been further enhanced. This clearly shows the neglecting of agriculture land by the policy 

makers. Since 1980-91, there is an increase of less than 1% p.a. in the total cropped area, 

which reflects a poor performance. The above analysis indicates that there is a need to 

bring the virgin land under cultivation. Special attention may also be paid to multiple 

cropping. The forest area is very low, as compared to the requirements. Thus, there is a 

need for new program for its uplifting too. Forests have been cut down and there is a need 

for tree plantation; only KPK government planted trees in its province in 2015-17. 
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During 2005-10, the forest area remained the same. However, there was minor decrease 

in the cultivatable waste and current fallow land. During the same period, the net area 

sown, total area sown and aggregate cropped area improved somewhat. It reflects that 

some new area was brought under cultivation. However, it was also not much momentous.  

During the period of 2010-18, there was no noteworthy change in the net area available for 

cultivation, cultivatable wastelands and forest area. The current fallow land also slightly 

increased, deploying poor performance of the agriculture sector. Rather, it should have 

been decreased if as per the green revolution; multiple cropping was being done. By 2014-

15, the aggregate area sown was decreased, rather than showing any improvement in it. 

The total area cropped was also almost stagnant which depicts again an overlooking of the 

agriculture sector. 

5. Land Structure and Farm Size 

Farm size plays an imperative role in several aspects to boost agricultural productivity. It 

generates a definite rural culture comprising of different income group classes, which have 

an influence in political structure of the country, particularly, a country like Pakistan, where 

landlords have been overriding in politics. The large holdings of farm land may also escort 

inefficiencies in production. It is a sheer dismal that in most of the years, the agricultural 

land is not fully utilized for cultivation. It lies sterile to be exploited or it was reserved for the 

sumptuousness of the elite i.e. big landlords who use it for hunting etc. On the other hand, 

common people remained deprived of food and basic amenities. 

Farm size is also imperative in terms of agricultural efficiency. There are conflicting views 

about the efficiency of different farm sizes. Evidences indicated that large farms are 

efficient since the big landlords can afford to use modern machinery and inputs and as 

result they can generate higher production. It is also argued that medium farms are efficient 

since it has an optimal size and, therefore, it is utilized optimally and waste is reduced. It 

has also been argued that the small farms are efficient since these are family farms and 

due to the application of surplus labor as input, these farmers can derive better output15. 

                                                           
 

15  For details see Chaudhary, M.  Aslam (1989). 
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However, it is also stated that these farmers do not have resources to use modern input. 

Moreover, these farms are also not suitable for use of machinery; therefore, these farms 

produces lower product.16 Similarly, it is also stated that medium farms are inefficient since 

these farms lack in abundant use of labor and modern inputs. The farm structure has gone 

under changes overtime due to reforms and inheritance laws. Overall, in Pakistan, farm 

size has decreased for all categories of farms. All farm size was about 10 acres (1960), 

which decreased to 9.38 acres (1990). However, the same size slightly increased in Punjab 

and Sindh. There was a subsequent increase between 1960 and 1970. However, it again 

started to decrease in years after 1970s. Interestingly, agriculture reforms were also 

introduced during this period which helped to change the farm size structure. 

In Pakistan, average size of the farms less than five acres, was of the size of 1.9 acres in 

Pakistan; 1.86 acres in Punjab and 3 acres in Sindh in 1960. It increased in Punjab and 

Sindh in 1970, but further decreased in 1980 and for a second time increased in 1990 to 

2.98 in Pakistan, 2.96 in Punjab and 2.88 in Sindh. In 1990, the size of these farms slightly 

increased overall and also in the Punjab, but it decreased in Sindh.  

The average farm size was between 5 and 12.5 acres was 8.14 in Pakistan, overall. The 

same in Punjab and Sindh was 8.23 in 1960. It decreased in Pakistan, overall, in Punjab 

and also in Sindh, by 1990. The average size of farms between 12.5 and 25 acres (medium 

size farms) was 17.2 acres, overall in Pakistan, 17 acres in the Punjab and 17.5 in the 

Sindh, in 1960. The average size of these farms substantially decreased to 16.4 acres (by 

1990) in Pakistan; i.e. overall, 16 acres in the Punjab and 17.15 in the Sindh, in 1990s. 

In the years of 1960s, it was reported that the average farm size between 25 and 50 acres 

was 33 acres in Pakistan (overall), about 33 acres for Punjab and 33.5 acres for Sindh. 

This size of farms further decreased in the 1990s to ballpark of 31.5 acres in Pakistan, 

overall, 30.94 acres in the Punjab and 32.48 in the Sindh. The overall average size of the 

farms between 50 and 150 acres was 74.3 acres in Pakistan. The same size for Punjab 

was 101 acres and for Sindh it was 171.5, in 1960. It may be noted that as the farms size 

                                                           
 

16   A detailed discussion is provided by Chaudhary M .Aslam, (1989). 
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becomes larger, the average farm size also becomes large in Sindh, as compared to other 

areas. The average size of these farms decreased over time.  

In 1960, the farm size over 150 acres was reported as 349.7 acres in Pakistan; for Punjab 

and Sindh it was 285.2 and 398.5, respectively. The size of these farms decreased to 322.5 

acres in Pakistan, in 1990. In 1990, the average size of these farms was 70.3 acres in 

Pakistan, and the same for Punjab and Sindh were 70.1 acres and 72.2 acres, respectively. 

The above mentioned figures show that there is a sizeable transformation in this size of 

the farms over the last 30 years. The same size for the Punjab decreased to 275 acres in 

the Punjab and to 302.74 acres in the Sindh. It is eminent that still in 1990, the farm size 

remained very large. Furthermore, the large farms and waste of land are also more in 

Sindh, as compare to other provinces, except Baluchistan. These farms have to be 

converted to commercial farms if at all, agricultural productivity and production has to be 

enhanced. 

5.1 Land Distribution and Ownership across Farm Size 

In 1950s, figures shows that there were 5.1 million farm owners who hold 48.6 million acres. 

There were 64.5% owners who owned 15.3% of the total area. Their farm size was 5 acres 

or less. Thus, about 7% of large farmers owned about 29% farms; having 32% area. These 

farms fall in the category of farm size between 5 and 25 acres. Thus, about 53% of farm 

area was owned by only 7% farmers whose farm size was larger than 25 acres. In other 

words, about half of the land was owned by only 7% big landlords, which represents 

skewed distribution of land. 

In Punjab, in 1950, there were 28.31 million acres, which were owned by 3.643 million 

farmers. About 66% farmers owned 16% of the farm land, having farm size 5 or less than 

5 acres. About 29% farmers owned 39% land and the size of such farms was between 5 

to 25 acres. However, about 5% of large farmers owned about 46% farm areas, whose 

farm size was larger than 25 acres. It indicates that large farmers were less in Punjab, as 

compare to national figures and of Sind’s. 

In 1950, in Sindh, there were 0.338 million farmers who owned 10.29 million acres. There 

were also 30% farmers who owned only 3.6% of the total farm area having farm size 5 or 
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less than 5 acres. Nevertheless, there were 46% farmers who owned 19% of the total farm 

land and their farm size was between 5 and 25 acres. The large farmers having farm size 

of over 25 acres were more or less 24.2% who owned over 77% of the farmland. It signifies 

highly skewed land distribution in Sindh. It is essential to make a note that there were about 

only 1% farmers who owned 29% of the total farm land in Sindh. 

Over time, the farm area across different holdings has different aspects. Picture of land 

ownership in Pakistan, about 96% of the land owners have farm area less than 25 acres. 

These farmers own about 64% of the total area. Small farmers having farm size of less 

than 5 acres are 80% in Punjab and they owned about 36% of the total farm area. In KPK, 

96% of the small farmers possess 55% of the total farm area. The large farmers hold more 

than 38% of the total area in Sindh; having farm size of over 50 acres. These farmers have 

possession of 20% area in Punjab and 14% in KPK. 

The agriculture census in the 1960, 1972, 1980 and 1990 stipulates that the farm area by 

size, mode of cultivation and its holdings across cultivation pattern. Sindh has a dominant 

category of share cropped tendency. In KPK has small land holding and this is the very 

reason that NWFP has a culture of self-cultivation. Self-cultivation has increased in almost 

all categories of farms. Moreover, the average size of farms has decreased over time. 

Average farm size has decreased from 13 acres to about 9 acres. However, the average 

size of large farms has increased. This shows biased change in favors of elite and suffering 

of proletariat class. It was reported that there were 3.8 million farms in 1970, which further 

increased to about 5 million in 1990. The small farms further increased from 67% to 71%; 

which resulted in the decrease of area from 52% to 39%. The large farms decreased in 

percentage terms from 11% to 7%. However, the area under large farms decreased slightly 

from 43% to 40% during this period. 

The pattern of cultivation has changed in the last thirty years. The owner operated 

farm increased in numbers and in terms of area. The area of owner operated farms 

increased from 50% to about 74%, during the last 30 years. These farms are primarily 

dominant in the provinces of Punjab and KPK province. However, cultivation 

through haries (tenants) is more significant in Sindh. 
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It may be noted that share of cropping farms decreased from 34% to 19%. The area of 

these farms also decreased from 30% to 16%. The large farms have been increasing. The 

tenancy operated farms decreased from 46% to 26% in all types of farms. It appears that 

the large farmers, as well as, other owners have decreased their dependency upon 

tenants. It could be a result of mechanization and different land reforms implemented in 

1959 and 1972.  

6. Agricultural Output Growth: Production Index 

Agriculture output has been changed momentously in past eras. During the 1960's green 

revolution was introduced. The use of improved seeds, increased use of fertilizers, 

pesticides and machinery led to boost the agriculture output. It increased the income of the 

farmers substantially in Punjab and Sindh17. Special programs were designed through 

planning and research to introduce Green Revolution. It was one of the priority areas of 

agriculture planning and significant investment was made in agriculture. As a result, 

agriculture sector responded positively. Table 3 below, provides an index of agricultural 

production since 1960-6118.  The index of all agricultural crops increased from 100 (1960/1) 

to 186 in (1969/70). It is a remarkable increase in it. The same further increased to 239 in 

the 1970's i.e. an increase of 53 percentage points, as compared to 86 percentage points 

in the 1960's. The major increase was in the fibber crops, which increased from 100 to 185 

during the 1960's. The same index further increased to 250 by 1979/80. It means that the 

index increased by 65 percentage points during the 1970's, as compared to an increase of 

85 percentage points in the 1960's. The highest increase in the 1960's was in minor crops 

(other crops) i.e. 114 percentage points. The Green Revolution got exhausted in the 1980's 

and the agricultural growth slowed down. During 1980-94, the index of all crops increased 

by 43 percentage points. During the same period, the index increased to 192 and 24 

percentage points for the fibber and other crops, respectively. The index of agricultural 

growth further slowed down in the 1990's. During 1993/4- 1998/99, the index of all crops 

                                                           
 

17. The Green Revolution was introduced only in Indus Basin; i.e. in Punjab and Sindh. Baluchistan has much rapid increase in 
agricultural productivity, without Green Revolution. The introduction of green Revolution in Baluchistan could have further 
enhanced its agricultural productivity. For details see:  Chaudhary M. Aslam  (1989). 
18. For details of per hectare production, over time, see appendix table. 
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increased by only 28 points. However, the same increased by 30, 18 and 42 percentage 

points for the food, fibber and other crops, respectively. Over time, the new varieties of 

seeds lost productivity and the growth of other inputs was also slow. Withstanding the 

above, the growth of agricultural output slowed down significantly19. 

The following tables 3 & 3.1 show an increase in agricultural production since 2000-01 to 

2013-14. During 2000-01 to 2004-5, the aggregate output of all crops and food crops 

increased by three percentage points. There was also fluctuation in the growth of output 

for fiber and minor crops.  However, the performance of all these crops also remained poor.  

Since 2004-05 to 2007-08, hardly there was three percentage points increased in the 

production of all crops. The performance of food crops was also the same. Only the minor 

crops showed slight improvement in the growth of their output. All above indicates 

continuous neglect of the agriculture sector. No wonder this was the period of high food 

prices, as well as, high level of inflation in the economy.  The poor growth of agriculture 

may have also contributed in the price hike (double digit increase in its prices).  Its 

production Index increased from 100 to 151, during this period, which shows good 

performance. The major lesson learned from all above is that agricultural growth 

experienced volatility and negative growth in some crops, which calls for appropriate 

agriculture policy. It is important that apt attention must be paid to agriculture, since overall 

economy also depends upon agriculture. There is hardly any agriculture policy in Pakistan; 

no surprise that this is the reason why agriculture  

 

 

 

 

 

 

 

                                                           
 

19A major factor, which contributed in productivity growth, was Green Revolution.  
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Table 3:   Index of Agricultural Production 

Years All Crops Food Crops Fibre Crops Other Crops 

1959-60 100 100 100 100 

1960-61 110 98 103 103 

1964-65 128 120 130 162 

1965-66 127 107 142 181 

1969-70 186 177 185 214 

1970-71 174 164 188 195 

1974-75 187 183 220 171 

1975-76 199 207 176 193 

1976-77 203 212 149 224 

1979-80 239 245 250 210 

1980-81 100 100 100 100 

1993-94 143 129 192 124 

1994-95 152 139 209 140 

1998-99 171 159 210 166 

1999-2000 195 170 268 143 
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Table: 3.1 Index of Agricultural Production (1999-00=100) 

 

Years All Crops Food  Crops Fibre Crops Other 

Crops 

 

2000-01 96.8 96.8 98.1 94.8 

2001-02 96.5 94.4 104.4 101.1 

2002-03 95.3 94.5 93.6 106.6 

2003-04 99.9 99.5 100.2 102.9 

2004-05 100.7 99.9 107.0 94.9 

2005-06 101.1 101.6 104.0 90.3 

2006-07 102.8 103.0 103.1 100.6 

2007-08 103.8 103.1 102.4 114.0 

2008-09 106.1 109.1 94.5 100.3 

(2005-06=100) 

2005-06 100.0 100.0 100.0 100.0 

2006-07 101.7 101.4 99.1 111.5 

2007-08 102.6 101.4 98.4 126.2 

2008-09 104.9 107.4 90.9 111.1 

2009-10 104.9 106.5 100.1 99.5 
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(2005-06=100) 

Years Food Crops Cash Crop Fibre 

Crop 

Wheat Maize Rice Sugarcane Cotton 

2010-11 118.5 119.2 87.0 123.8 88.0 

2011-12 110.3 139.5 111.1 130.7 104.4 

2012-13 113.8 135.7 99.8 142.7 100.1 

2013-14 122.1 159.0 122.6 151.0 98.1 

2016-17 

(p) 

121.0 197.1 123.5 168.4 82.0 

Source: Pak. Economic Survey, Various Issue. (Zaidi A. 2015), Agricultural Stat. of Pak. 

(diff. Issues).  

Sector in Pakistan has to suffer. The issues emerged are; i) unstable agriculture growth ii) pitiable 

performance, i.e. poor agricultural growth. iii)  Mismatch of Population growth and agricultural 

growth; food shortage not fulfilling Mellor’s formula18. 

 

Overall, agricultural growth was less than 2% per year, whereas population growth was 

more than 2.4% p.a. Therefore the growth in food self-sufficiency and agricultural 

adequacy was not achieved; agriculture was not able to catch up with population growth20.  

Essentially, the food crop’s production not only was instable during this period but it was 

even having negative growth in same years.  Last but not the least, table 4 shows that 

fiber index has also increased considerably well in the first half decade of 2000s. 

Nevertheless, the index saw a downhill trend remaining between 90 to 100 index points 

for 2005-26 to 2009-10. 

                                                           
 

 20. It does not fulfill Mellor’s Formula for agricultural adequacy i.e.  for long term analysis. 
18. For details, see. Chaudhary M. Aslam (1982) 
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7.  Productivity of Major Crops: Green Revolution 

Pakistan has few crops economy consisting upon wheat, rice, sugarcane, maize, and 

cotton. As already mentioned that there was considerable increase in the productivity of 

major crops, during 1960s and 1970s, which was a consequence of Green Revolution. 

However, the productivity in agriculture is still far low than the developed countries. Table 

3 indicated that there was an increase in the productivity of wheat, Rice and Sugarcane 

which took place during the Green Revolution. During the 1950-2000s, the per hectare 

production of wheat increased from about 777 Kgs. to 2247 Kgs in 50 years. During this 

period it is an increase of about 3.8 percent per annum.  The same increased to 2792 Kgs 

in 2013-14, which constitutes an increase of less than 2% per annum. It indicates that the 

productivity growth of wheat significantly decreased over time. 

A similar trend was observed for the growth of rice productivity too. The per hectare 

productivity increased from 878 Kgs (1950) to 2318 Kgs. (2000). It was an increase of 

3.2% per annum. The same increased to 2792 Kgs, (2014), which witnessed an increase 

of about 2.4% per annum. It shows again a decreasing trend in its growth. The per hectare 

production of cotton increased from 212 Kg to 641 Kgs, during the years of 1950 to 2000. 

It is an increase of approximately 4% per annum. Latter in the year 2014, the per hectare 

production of the same further increased to 717 Kgs, in the year 2014. It is an increase of 

less than 1% per annum, which shows poor performance of in the growth of cotton 

productivity. The production (per hectare) of Maize increased by 40 percent; since1971 to 

2000, an increase of 1.3% p.a. The productivity of grams increased from 529 Kgs. (1970-

71) to 483 Kgs. (2014). It shows poor performance of the crop. It may be noted that the 

output of gram did not increase and as a result Pakistan was unable to congregate its 

needs from the domestic sources. Special attention was paid to introduce HYVs of maize 

and its performance was also encouraging. The production of maize increased 

significantly. From the above analysis, it may be concluded that HYV seeds of wheat were 

widespread in Pakistan and in its’ provinces; by 2010-11. 

7.1 The Spread of HYVs of Rice  

The following table 6 indicates that in 1972/73 in Punjab, about 18% rice area was sown 

with HYVs. During the same year, the same figures for Sindh, KPK, and Baluchistan were 
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70%, 6%, and 60%, respectively. Over all in Pakistan, the same coverage was 41%. It 

increased in 1981/82, to 44% in Pakistan. In Punjab, Sindh, NWFP and Baluchistan, the 

figures were 17%, 81%, 22% and 97%, respectively. By 2010-11, HYVs of Rice spread 

reached to 19%, 76%, 31%, and 76% of the total are of Rice cultivation in Punjab, Sindh, 

KPK, and Baluchistan, respectively. Overall, in Pakistan, in 2010-11, the same coverage 

was 26%. It may be noted that its spread is still very low. 

7.2 Wheat: Spread of HYVs 

Overall in Pakistan, during 1972-73, almost 57% of the total area of wheat was sown with 

HYVs of wheat. The provinces of Punjab and Sindh benefitted the most from this new 

HYV’s cultivation (table 5). The HYV’s increased to 65% of its spread was still limited by 

2010-11.The highest among all the provinces was Baluchistan, having 76% coverage of 

area sown with these seeds in 2010-11.Sindh had the second highest percentage area 

cropped with the IRRI- rice; among all the provinces in 1981/82. Since 1981-82, there has 

been significant percentage decrease with the area sown with HYVs of rice (table 6, 2003-

04 to 2010-11). The output per hectare increased during 2003-2011, while it decreased 

in KPK and Baluchistan. Overall, the productivity of rice decreased, during the same 

period. It clearly shows neglect of this crop and squeezing trend of HYVs. An important 

point to be noted is that the spread of HYVs decreased during 2003 to 2010-11; as 

compared to 1972-73. The important components of Green Revolution exhibited poor 

performance. In some years, its growth was even observed as negative. It may be 

concluded that the component of Green Revolution performed poor (table 4). Another 

feature of these unexploited resources of agriculture sector is the trivial growth in the 

multiple cropping.  

Table 4: Area, Production and Percentage Changes, 

Area cultivated with HYV Seeds: RICE 

Years Punjab Sindh KPK Baluchistan Pakistan 

                                          Percentage  of total area sown 

1972-73 18 7

0 

6 60 4

1 



27 

 

1981/82 17 8

1 

2

2 

97 4

4 

2003-04 8 9

0 

3

0 

41 2

9 

2010-11 
 

7

6 

3

1 

76 2

6 

Per Hectare Production In Kg. 

1972-73 1735 2368 2067 3181 2315 

1981/82 2020 1937 2149 1476 1937 

2003-04 2084 2763 2443 3015 2648 

2010-11 2333 3348 1430 715 2413 

Percentage Change In Per Hectare Production 

1972-73 14.1 22.25 3.8 115.5 19.5 

1981/82 -1 9 16 37 3 

2003-04 -9 -4 -3 -15 2 

2010-11 -14 1 35 -3 1.8 

 

Source: Agricultural Stat. of Pakistan, Various Issues 

 

The area sowed more than once, increased from 1.3 million hectares to 6.34 million 

hectares over the period of about half a century, which means that the multiple cropping 

was not significant in these years. In 1950-51, net area sown was 11.6 million hectares. 

The fallow and was 3.54 million hectares. Thus, total area sown was 15.15 million hectares. 

The area sown more than once was hardly 1.3 million hectares. Overall, cropped area was 

12.91 million hectares which increased to 22.96 million hectares. It constitutes an increase 

of 77.8% in fifty years. Thus, an average continuous increase was less than 1.5%. 
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Thereafter, the area decreased to 22.73 million hectares. Thus, rather than increase, there 

was decrease in it. 

BY 1981-82, such area constitutes 28% change in it. Thereafter, its increase was not much 

significant. However, by this period 85% area in Punjab and 88% area in Sindh was 

cultivated with HYVs.  It may be noted that NWFP and Baluchistan did not benefit much 

form these changes, as compared to Punjab and Sindh. In 1972-73, only 45% and 10% 

area was sown with wheat HYV’s in KPK and Baluchistan respectively. The per hectare 

production of wheat increased significantly from the cultivation of new seeds. However, by 

1981-82, over 85% of Baluchistan. 

Overall, in Pakistan the per hectare production of wheat increased from 1476 Kgs. to 1870 

Kgs. during 1971-82; which shows an increase of over 13%. However, it may be noted that 

this increase is over the period of ten years i.e. 1.3% increase per year (Table 5).  

Table: 5 Wheat Areas Sown With HYVs 

Year     Pakistan                 Punjab                  Sindh             KPK           Baluchistan                   

% of Total Area Sown 

1972-73 58 68 45 10 57 

 1981/82 85 88 96 65 65 

Percentage Area Sown From 1972/73 To 1981/83 
 

30 28 20 52 28 

Per Hectare Production of HYV Seeds, Kgs. 

1982-3 187

0 

205

0 

142

6 

187

0 

188

7 

1971/7

2 

147

6 

170

6 

169

7 

110

7 

147

6 

% Change In Per Hectare Production From 1971-72 To 1981-82 
 

6.3

9 

20.

8 

28.8

2 

26.6

9 

13.74 
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Wheat HYV's (000) Tons 

1990-91 38.55 1.51 3.13 0.25 43.44 

1998-99 91.68 4.64 7.56 0.32 104.9 

% Change In Per Hectare Production From 1971-72 To 1981-82 
 

137.8 107.3 141.5 28 141.4 

 

Source: Calculated from Agricultural Statistics of Pakistan, 1983 & 1998-99. 

 

The maximum increase in per hectare production was recorded for Punjab, Sindh and 

NWFP. During 1990- 99, the increase in the distribution of HYVs seed was from 43.5 

thousand tones to 105 thousand tones in Pakistan, which constitutes an increase of 141%. 

Thus, by this period, this component of HYVs was widely spread in the main wheat growing 

areas. Over the same period, this distribution increased by 137%, 117%, 141% and 28% 

in Punjab, Sindh, NWFP and Baluchistan, respectively. 

8. The Consumption of Fertilizer 

Table 8, shows three major empirical evidences related to the consumption of fertilizer 

between 1972/73 and 1981/82: 

Aggregate use of fertilizer by province in 1972/73 and 1981/82; ii) Per Hectare consumption 

of fertilizers by province in 1972/73 and 1981/82; and iii) Percentage changes in the 

aggregate and per hectare consumption of fertilizer by province between 1972/73 and 

1981/82. All this information can be utilized to determine the consumption of fertilizer in 

Pakistan and in its provinces. 

Table 8 also indicates that the highest change was observed in Baluchistan in the 

consumption of fertilizer, which was 359.85% increase in the consumption of fertilizer 

between 1972/73 and 1981/82. It is due to a very low base for this figure. In terms of 

absolute application of fertilizer, its use was still as low as only 6.3 thousand tones. The 

per hectare consumption of fertilizer was also five times low in Baluchistan, as compared 

to Punjab. The percentage increase in aggregate consumption of fertilizer in Baluchistan 

was also twice that of Pakistan, as a whole. This shows that there was a relatively 

significant increase in aggregate consumption of fertilizer in Baluchistan, as compared to 
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other provinces. In Baluchistan, the per hectare consumption of fertilizer was 7.17 lbs. in 

1972/73 and it increased to 27.23 lbs. in 1981/82. It further increased to 93 lbs. in 1998-

99. It indicates that in Baluchistan, the level of per hectare consumption of fertilizer was 

still not extensive, and it was far behind in the consumption of fertilizer as compared to 

other provinces. Other provinces had a much higher level of per hectare consumption of 

fertilizer than that of Baluchistan in 1972-73 and 1981/82, in 1972/73. The figures for the 

same were 7.23 tones greater in Punjab, 10.41 times greater in Sindh and 5.63 times 

greater in NWFP and 7.54 times greater than that of Baluchistan of nation. This indicates 

that Baluchistan had relatively a very low level of per hectare consumption of fertilizer in 

1972/73, as compared to other provinces and as compared to the nation as a whole. 

Although, in Baluchistan there was a significant increase in the consumption of fertilizer by 

1981/82, relatively it still had the lowest level of consumption of fertilizer, as compare to 

other provinces. In 1981/82, the per hectare consumption of fertilizer in Baluchistan was 

27.23 lbs. per hectare, which was 4.48 times less than Punjab's, 6.27 less than Sindh’s 

and 3.31 times less than per hectare use of fertilizer in NWFP. In the same period, it also 

had 4.65 times less per hectare use of fertilizer than the average level in Pakistan, of the 

nation as a whole. This again indicates that in Baluchistan the per hectare level of fertilizer 

consumption was relatively much lower than that of other provinces and also than the 

average in Pakistan, of the nation as a whole. Thus, the spread and use of fertilizer was 

not even in all provinces in Pakistan. It is the second variable (after HYVs), in which 

Baluchistan was far behind in its utilization. As discussed above, it indicates that 

Baluchistan did not equitably benefit from the Green Revolution indicators. 

There was a substantial increase in per hectare consumption of fertilizer between 1972-73 

and 1981-82, in Baluchistan (Table 6).  In Baluchistan, the per hectare consumption of 

fertilizer increased by 279.78% between 1971-73 and 1981-82. The figure was 

substantially greater than the percentage increase in per hectare consumption of fertilizer 

in any other province. However, in spite of the significant percentage increase in per 

hectare consumption of fertilizer, it is observed that still Baluchistan has not achieved a 

significant level of per hectare consumption of fertilizer. The Punjab and Sindh had a higher 

level of fertilizer consumption, in both per hectare consumption and percentage increases 

in the per hectare consumption of fertilizer between 1972/73 and 1981/82, as compared to 

Baluchistan. Thus, from the discussion of table 8, it may be concluded that the relative 
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consumption of fertilizer in Baluchistan was not very significant, as compare to other 

provinces. Overall, during 2018-19, the increase in the supply of fertilizer was 2.6%. 

 

Table: 6 Consumption of Fertilizer in Pakistan  

 (1972/73 to 1981/82 & 1998-99)  

Year/Region Punjab Sindh NWFP Baluchistan Pakistan 

Aggregate Consumption (in thousand tons) 

1972/73 265.67 109.7 30.2 1.37 407.04 

1981/82 742 310.77 75.34 6.3 1134.85 

1998-99 1741 641 163 40 2585 

Percentage Change in aggregate consumption of Fertilizers, (lbs.) 

1972-82 179.3 183.3 149.47 359.85 178.69 

 

Per Hectare Consumption of Fertilizer, (in lbs.)From 1972/73 to 1981/82 

1998-99 247 349 175 93 252 

1981/82 122 171 90 27.2 126.5 

1972/73 51.8 74.7 40.4 7.2 54 

Source: Agriculture Statistics of Pakistan (Figures are three years moving averages) 

 

9. Irrigation and Water Supply 

Irrigation is the third indicator for the spread of green revolution. Neither seeds nor the 

fertilizers can contribute significantly without the optimal use of irrigation water. The HYV 

seeds are very sensitive to irrigation. It may be noted that the high yield of HYV seeds was 

possible only with a substantial use of irrigation and fertilizers. The alone use of HYVs 

could end up with even low production, as compared to traditional seeds, if water is not 
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utilized as per requirements. Thus, to see the impact of the Green Revolution, it is 

necessary to utilize all these inputs simultaneously.  

The major sources of irrigation in Pakistan are surface canals and tube wells. Secondary 

sources of water are rain and wells; the capacity to increase the water supply through 

canals is limited in Pakistan. Thus, the only major source to increase irrigation water is by 

the use of underground water (tube wells) and canals. The data for the capacity of water 

supply by each tube well is not available. Thus, we have utilized the increase in the number 

of the wells as an indicator of an increase in the supply of water. Table 9 shows the 

percentage changes in the cropped area and irrigated area in 1971-72 and 1982-83 (Green 

Revolution period and post Green Revolution period). 

Table 7, indicates that Baluchistan had a significant number of tube wells in 1971-72. It 

should be noted that the canal system is limited in Baluchistan. At this time, Punjab was 

the only province which had a greater number of tube wells than that of Baluchistan. In 

Baluchistan, tube wells increased significantly, which improved irrigation. The number of 

tube wells (per thousand hectares) in Baluchistan increased from 6.00 to 11.54 between 

1971-72 and 1982-83. This constitutes an increase of 92.34 percent. Thus, both the 

number of tube wells and percentage increase in the tube wells were significant in 

Baluchistan. 

 

Table 7: Number of Tube Wells per Thousand Hectares of Cropped Area 

 

Year/Region Punjab Sindh KPK Baluchistan Pakistan 

1971/72 8.71 1.26 1.14 6 6.44 

1982/83 13.39 4.82 2.92 11.54 10.69 

1998-99 25.4 2.5 5.2 8.7 18.6 

Percentage change from 1971/72 to 1982/83 

 
53.73 202.53 156.14 92.34           65.67 

Source: Calculated from Agricultural Statistics of Pakistan, GoP. 
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Punjab was the most successful province in increasing the number of tube wells. It is on 

the face of above that the province had large area irrigated with canals. Thus, the need for 

tube wells was relatively less, as compared to Baluchistan. However, the fact remains that 

irrigation could have been further increased and output may have been enhanced, if more 

tube wells were installed. It had the highest number of tube wells in 1971-72, as compare 

to other provinces. It persists to be at the apex among all the provinces, in the number of 

tube wells in 1982/83, although, Punjab had the minimum percentage increase in the 

number of tube wells in the same period. Sindh had the lowest level of tube wells among 

all the provinces except KPK province, in 1971-72and 1982-83. Sindh still had a, relatively, 

lower number of tube wells, as compare to Punjab and Baluchistan. The province of KPK 

lagged behind to other provinces in the number of tube wells in 1971-72 and 1982-83, 

respectively.  

 The discussion pertaining to irrigation indicates that Punjab had the highest number of 

tube wells than all other provinces, but it had the minimum percentage increase in them 

between 1971-72 and 1982-83. However, since it had a significantly greater number of 

tube wells compared to other provinces.  It also had the highest level of irrigation among 

all the provinces. Baluchistan is the second best province, as far as the number of tube 

wells is concerned. We also conclude that KPK was not futile province in the level of 

irrigation with tube wells since it had a very low level of tube wells in 1971-72 and 1982-

83.The number of tube wells, per thousand hectares, decreased in Sindh and Baluchistan 

between 1981 and 1999. However, during the same period, it increased in Punjab from 13 

to 25 and in KPK from 3 to 5.2 i.e. per thousand hectares.  

10. Improvement in the Irrigated Area/Water Supply     

To study the contribution of Public Sector in improvement of irrigation facilities, coverage 

of irrigated area has been compiled. Table 8, shows the percentage of total irrigated area 

and the area irrigated by the tube well; with the support of Public Sector. Table 7, indicates 

that in 1971/-2; Baluchistan had the least percentage of irrigated area; only 56.25% of its 

cropped area was irrigated in 1971-72. This was a little more than one half of that irrigated 

area in other provinces. It should also be noted that it also had minimum percentage of the 

total area irrigated with the support of the Public Sector, i.e. 31.25% of its cropped area 

was irrigated by the Public Water supply; this is much less than that of the percentage area 
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irrigated by the Public water supply in other provinces. The same percentage of the total 

area irrigated with the support of the Public Sector was 69.72% in Punjab, 88% in Sindh 

and 43% in KPK, indicating disparities among the regions of the Public Sector support in 

irrigation. Thus, Baluchistan was not the center of Public sector's investment in irrigation21. 

However, there was a substantial increase in the irrigation in Baluchistan between 1971-

72 and 1982-83. By 1982/83, almost 85% of the cropped area was irrigated in Baluchistan. 

This constitutes an increase of 28.50 % in the irrigation between 1971/72 and 1982/83, the 

highest among all the provinces. It is interesting to note that Baluchistan still had the 

minimum percentage irrigated area compared to other provinces. However, it does suggest 

that there was a significant increase in the irrigation in Baluchistan. The province did not 

catch up with other provinces in the percentage of the total farm area, which was irrigated. 

In Baluchistan, the percentage cropped area increased which was irrigated through tube 

wells installed by the public sector; between 1971/72 and 1982/83. In 1971/72, in 

Baluchistan 31.25% of its cropped area was irrigated by the public water supply, which 

increased to 47.63 in 1982/83. It constitutes an increase of 26.42% in the area irrigated by 

the public water supply. However, it should be noted that the comparable figures for the 

same in 1982-83 were 71.44% and 83.89% for  

Table: 8 Irrigated Area as a Percentage of Cropped Area 

Year/Region Punjab Sindh KPK Baluchistan Pakistan 

1971/72 

Aggregate 97.93 91.79 95.38 56.25 94.99 

Govt. Supply 69.72 88.06 43.08 31.25 70.75 

1982/83 94.64 92.67 91.14 84.75 91.99 

1998-99 85.6 65.3 45.9 81.7 78.6 
 

Source: Calculated from Agricultural Statistics of Pakistan, 1983 - 1908-09. 

                                                           
 

21It may be noted that per hectare tube-wells were more in Baluchistan, as compared to other provinces. The province of 
Punjab and Sindh had the best canal system which provided boost to agriculture (Green revolution).  
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Punjab and Sindh, respectively. Table 9 also indicates that in 1982-83 Punjab and Sindh 

had the largest irrigated area with Public sector's support, as compared to other provinces. 

Since Punjab and Sindh had the largest percentage irrigated area and irrigation supported 

by the public sector, it was the outcome of public sector's support. However, Baluchistan 

is rapidly catching up to other provinces in irrigation. For Baluchistan, there was a 

significant increase in the Public Sector's support in irrigation (tube wells), although it was 

never a center for public support for irrigation, (as dam’s construction). It should be noted 

that in 1982-83; KPK province was second which has highest percentage of the total 

cropped area which was irrigated, but public support was constrained to the minimum 

percentage of the cropped area irrigated with public support. Thus, it may be concluded 

that Baluchistan and KPK were left far behind in gaining public sector's investment in 

irrigation, as compare to other provinces.  

Overtime, irrigation has deteriorated since 1982. By 1998-99, irrigated area has 

significantly decreased. It decreased from 91 % to 85% in Punjab, from 91% to 65 % in 

Sindh, from 95% to 46% in KPK, and from 84% to 82 % in Baluchistan between 1982 and 

1999. The irrigation water supply has further gone down in the late 1990's. It is reported 

that irrigation water supply has been cut down from 45% to 25% for all canals for Punjab 

and Sindh, recently. If the current trends were to continue, agriculture sector will bear heavy 

losses and the agriculture output will be constrained to grow further. It may be noted that 

India has stopped water flow to Pakistan from two rivers and it is planning, as well as 

building dams on other rivers to stop water flow to Pakistan. It India succeeded to do so; 

Pakistan will be facing water crises very soon. Agriculture is the backbone of the economy 

and if deterioration in irrigation continues, the whole economy will suffer from such shocks. 

Overall, the availability of irrigation water supply fell short of over 11% during 2018-19; 

59.6MAF (2018 and 67.1 MHF, an increase of 2.5% (2018-19 over 2017). 

  

11.  The Use of Pesticides  

The fourth important component of Green Revolution is the use of pesticides. The use of 

pesticides is not widespread in Pakistan. A large portion of output is wasted due to the lack 

of crops protection. Table 9, shows that in 1982 about 5.35% of the total cropped area, in 

Pakistan, was sprayed with pesticides. Since 1978, there is no significant increase in 
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cropped area sprayed to control crop diseases. By 1998-99, only 37% of the cropped area 

in Pakistan was protected; while the application of pesticides was far low as compared to 

any standards. It is reported that almost 20% of the agricultural output is wasted due to 

such non-protection. 

In Baluchistan, 5.6% of the cropped area was sprayed with pesticides in 1978 (Table 8), 

which decreased to 4.7% in 1982. Thus, rather than an increase in the use of pesticide, 

there was a decrease in it between 1978 and 1982. In 1982, the percentage of cropped 

area sprayed in Sindh and KPK was more than twice that of Baluchistan. In the same 

period, the use of pesticides in Baluchistan was even less than the average in Pakistan, 

as a whole. All above indicates that the use of pesticides is not only less widespread in 

Baluchistan, but its use is also very poor.  

The cropped area sprayed with pesticides almost doubled in Sindh and KPK between 1978 

and 1982. In 1982, almost 12% of cropped areas in Sindh were sprayed with pesticide 

(Table 9). In the same period, about 11% of the cropped area in KPK was sprayed with 

pesticides. In Punjab only 2.7% of its cropped was sprayed in 1982 and about one half is 

sprayed in 1978. Although compared to other provinces, Sindh and KPK had the maximum 

percentage of their area sprayed with pesticides. However, it should be noted that even in 

these provinces this percentage was very low. Punjab had the minimum area sprayed with 

pesticides in 1982, as compared to other provinces. There is a significant increase in the 

area sprayed since 1982. The spray coverage was negligible in 1982. It varies between 

3% and 12 % of the cropped area sprayed in different provinces. It later increased to 40%, 

46%, 12% and 36 % in Punjab, Sindh, KPK and Baluchistan, respectively. Overall in 

Pakistan the same coverage was 37 thousand hectares in 1998-99. Although it is a 

significant increase but still a major proportion of crops is wasted by  

Crop diseases. As per one estimate about 20% output is wasted due to crops diseases 

and wastage of irrigation water.  

The above discussion of the use of pesticides in Pakistan and its provinces indicates that 

overall in Pakistan, the use of pesticides is not very common. Between 1978 and 1982, the 

percentage area sprayed with pesticides decreased in Punjab and Baluchistan. Although 

there was an increase in the cropped area sprayed in Sindh and KPK, although, these 

figures were not very significant. Thus, we conclude that pesticides are not significantly 
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used in Pakistan. Punjab and Baluchistan have very low use of these chemicals. Sindh 

and KPK used relatively more pesticides than Punjab and Baluchistan.  

Table 9: Cropped Area covered by Spray and Pesticides 

Year/Region Punjab Sindh KPK Baluchistan Pakistan 

Area (000 ht. Sprayed) 

1982 774.8 772.95 213.65 24.63 1786.0

3 

% of cropped 3 12 11 5 5 

Area Sprayed 

1978 
     

Sprayed 619.1 368.5 83 25.9 993.7 

Area Sprayed. (%) 5 6 5 6 5 

(000 ht.) 

1998-99 (%) 40 46 27 35 37 

Source: Calculated from Agricultural Statistics of Pakistan, 1978 and 1983 & 1998-99.Spd = Area Sprayed. 

 

The discussion of Green Revolution indicates that Punjab and Sindh were the most 

beneficiaries form modern inputs. In Punjab and Sindh, three out of four modern inputs 

were widely spread. These inputs were HYV seeds and consumption of fertilizer and 

irrigation. Although, pesticides were not significantly used in these provinces, however in 

Sindh, still the percentage of cropped area sprayed was greater than Punjab, Baluchistan 

and KPK as a whole, whereas in Punjab, only pesticides were not radically used. This 

discussion of the modern inputs seems to suggest that the green revolution was more 

widely spread in Punjab and Sindh than in other provinces. It should be noted that, in KPK 

almost all of these modern inputs were not widely spread.  

Concluding, the above literature on Green Revolution; HYV seeds, the analysis pertaining 

to consumption of fertilizer, increase in irrigation and spread of the uses of pesticides 

indicated the followings. It also pointed out that the simultaneous use of these inputs is 
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necessary for the realization of the fruits of Green Revolution. The realization of Green 

Revolution is a departure from the primitive methods of cultivation and indicates a 

substantial investment of capital to increase agricultural output.  

The discussion of the variables relating to the Green Revolution also focused on the 

relative spread of these components among the different regions of Pakistan. The analysis 

of these variables indicates that, in Baluchistan, relatively only one variable was evident, 

as compare to other provinces. However, in absolute terms, there was notable increase in 

irrigation. Baluchistan still lagged behind in the percentage of total irrigated area, as 

compared to other provinces. Why small dams could have not been built in Baluchistan to 

bring virgin land under cultivation. The use of fertilizer and pesticides were not found 

significant in Baluchistan. There was even a decrease in the cropped area sprayed with 

pesticides between 1978 and 1982. It is questionable to argue, on the basis of the 

realization of one or two out of four variables, that there was a spread of Green Revolution 

in Baluchistan. Baluchistan also lagged in public sector’s support for irrigation. Baluchistan 

also lagged behind in the spread of Green Revolution, as compare to other provinces. 

However, this evidence does indicate that Green Revolution was partially introduced in 

Baluchistan. It was least spread in KPK but widely spread in Punjab and Sindh. Among all 

four provinces, Sindh ranks at the top in reaping the gains from Green Revolution. The 

Green Revolution significantly improved agricultural productivity during 1960s and 1970s.  

12. Aggregate Use of other Agricultural Inputs (Long Term) 

In Pakistan, the Green revolution was introduced in the 1960s. Modern inputs were 

introduced to boost agricultural output. The introduction of new improved seeds’ varieties, 

chemical fertilizers, pesticides and machinery led to significant increase in the production 

of major crops . However, other inputs can also enhance productivity in agriculture. Table 

10 &11 below, provides a picture of the use of modern inputs since 1950-51. The 

application of the modern inputs in agriculture was very poor up to early 1950s. Between 

1959-60 and 1969-70, the farm water availability increased from 3.8 (A/F/ha) to 4.5 

(A/F/ha) – depicting an increase of 20 percent. By 1972-3, 44% and 57 % of the rice area& 

wheat area (respectively) was sown with HYV’s. The improved seeds cultivation was 1.2 

(kg/ha) in 1969-70, which increased to 9.3 (kg/ha) by 1994/95 and 10.4 (kg/ha) in 1997-

98. The increase is over 7.5 times. The use of fertilizer also increased to a remarkable 
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level. Its use was only 1.3 kg/ha, which increased to 99.3 kg/ha by 1995, which is a 

significant increase in it. The use of workers/ha decreased over time. A significant increase 

has been used in the provision of agricultural credit. It increased from Rs. 5.88 per cropped 

hectare to Rs. 617.2 per cropped hectare. The increase is over one hundred times during 

this period. The agriculture credit further increased to Rs. 1299.4 per hectare in 1997-98. 

The distribution of agricultural credit by farm size is provided in appendix tables. The use 

of fertilizer was only 5.4 kg./per hectare in 1964-65, which amplified to 120.4 kg./ha. by 

1997-98. Although, it is significant increase in the use of the inputs but in absolute terms, 

it is far less in Pakistan, as compared to developed countries. 

 

13.  Green Revolution and Regional Disbursement of Agricultural  

Credit 

Generally, three types of major agricultural loans are granted in Pakistan: (i) short term 

(from six months to a year); (ii) medium term (from one year to three year) and (iii) long 

term (more than three years). Short-term loans are granted on the basis of seasonal needs 

of the farmers, for example, to buy Seeds, fertilizer, pesticides and insecticides etc. 

Medium term loans on the other hand are offered for improvement of land, water courses 

and purchase of equipment. The long-term loans are generally for purchasing machinery, 

for mechanization, for example like tractors, tube wells and threshers etc. 

In Pakistan, agricultural credits are used and granted for all the above mentioned purposes. 

A survey by the Central Statistics Office, for Agricultural Credit, in the 1960s, indicated that 

in Pakistan, about 45% of the farmers were benefited from credit. They had an average 

loan of Rs.598 per farmer. In this survey, they also pointed out that 45% of the loan was 

for household expenditure, 35% for livestock; about 6% for land improvement, about 6% 

for storage, 5% for the purpose of seeds, about 1% for fertilizer and other purposes. On 

the other hand, the need for these loans was always greater than its supply. Pakistan 

Economic Survey, 1979/80, shows a rough estimate for credit disbursement, credit needs 

and its availability gap in Pakistan. It was estimated that between 1972/73 and 1979/80, 

about Rs.28014 million credits was needed. In the same period, about Rs.12121.7 million 

loans were supplied by diverse institutions. This constitutes bout Rs.15892.82 million gap 

of agricultural credit in Pakistan. 
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The level of per hectare disbursement of credit has been utilized, to see the regional 

provision of agricultural credit. The percentage change in it is also provided. The results 

are shown in Table 9. The agricultural loans were principally disbursed through by the Zari 

Taraqianti Bank (Agricultural Development Bank of Pakistan (ADBP)). Conversely, other 

commercial banks also contributed by advancing agricultural loans. The secondary 

sources of credit also provided an additional support for agriculture. Private sources of 

credit are not a part of our discussion, due to non-accessibility of data.  

 

Table: 10 Overall Changes in Use of Agricultural Inputs 

 

 

    Years 

  Water 

(A/F/ha) 

HYV’s 

Kg./ha 

Fertilizer 

(Kg/ha) 

Tube 

wells 

(ha/tube-

well) 

Tractor 

(Ha/trac.,worker 

Workers 

(ha/hect) 

Credit (Rs) 

ha/cropped 

1950/51 3.2 - - - - 2.16 0.56 

1954/55 3.4 - 1.1 10225 30389 2.10 0.37 

1959/60 3.8 - 1.3 3066 4088 1.88 5.88 

1964/65 4.0 - 5.4 481 1290 1.66 7.85 

1969/70 4.5 1.2 18.3 196 633 1.62 9.29 

1974/75 5.1 1.5 24.4 114 459 1.55 58.15 

1980/81 5.1 3.8 55.8 97 202 1.50 208.38 

1984/85 5.2 4.3 62.9 80 149 1.50 485.64 

1989/90 5.4 2.9 86.3 66 138 1.40 634.25 

1994/95 5.8 9.3 99.3 52 110 1.39 617.18 

1997/98 5.3 10.4 120.4 55 112 - 1299.4 

Source: Khan (1999) and Agriculture Statistics of Pakistan, 1998-99. 
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Table 11: Agricultural Loans Advanced by Province (Per Hectare/ Rs.) 

Year/Region Punjab Sindh NWFP Baluchistan Pakistan 

1973/74 19.07 41.4 8.17 28.26 22.71 

1982/83 110.02 150 46.12 53.25 78.4 

Percentage change from 1973/74 -1982-83 

 
476.93 262.41 465.12 88.43 245.23 

Source: Calculated from Agricultural Statistics of Pakistan, 1979 and 1983. 

 

Table 11, shows per hectare disbursement of agricultural loans in Pakistan; which were 

very stumpy (reference years: 1973/74). There was a significant increase in agricultural 

credit between 1974/75 and 1982/83. However, the level of these loans was still very low 

in Baluchistan. In 1982/83, the level of per hectare agricultural credit in Baluchistan was 

only Rs.53.25. Thus, the level of agricultural credit in Baluchistan was about one half that 

of Punjab and one third than that of Sindh in the same period. Baluchistan also has low 

level of agricultural credit than that of the average in Pakistan. Overall, this signifies that 

the level of agricultural credit was quiet limited in Baluchistan.  
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14. Agriculture Reforms and their Impacts 

An agricultural reforms commission was set up in 1959, which initiated the following reforms. 

There should be a ceiling on land holding and the land assumed should be distributed 

among the tenants. The ownership rights to the cultivator need to be pledged. There was 

such land which was cultivated by tenants but its ownership was with the government.  It 

was realized that if its ownership right are transferred to tenants, it will raise productivity. 

Besides, it will help the small farmers to hold land. Moreover, land fragmentation should be 

improved.  Different tactics of land, owned by one owner, requires being gather, which will 

not only hoard water for irrigation but it will also increase productivity of such farms. It will 

also save farmers time and energy. In this perspective, Land Reforms Commission (1959) 

was constituted. The commission proposed that land ceiling of 500 and 1000 acres for 

irrigated and un-irrigated land holdings. Although, it was a high ceiling but still it was 

important in terms of stating a process to place importance to agriculture.  It was also 

realized to break monopoly of big landlords in the agriculture sector. Ghulam Ishaq Khan 

suggested ceiling for a family as 300 acres for irrigated land and 900 acres for un-irrigated 

land. The reforms were family based. The land above than the ceiling set may be distributed 

among family members. 

Even though, the reforms may be considered as an important step towards the improvement 

of agriculture but still its implementation was weak, which led to erode the benefit of the 

reforms.  As a result, of these reforms, about 2.5 million acres were resumed, making up to 

4.5% of the total agriculture land.  Nearly 2.3 million acres were distributed among more 

than 180,000 tenants, which facilitated small ‘tenants’ farmers. There was also a need to 

protect tenant rights. However, the reforms did not address issues related to these 

concerns. Tenants were maltreated by the landlord by  imposing beggar (free work); for their 

own home services, inputs cost  imposed on tenants and also major share from output was 

taken away by the landlord. The process of land reforms laid down the foundations for 

further improvement of agriculture. Thereafter, more reforms were taken place. 
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13.1 Second Land Reforms in 1972 

The earlier reforms were not very triumphant, in terms of its impact but it laid foundations 

for prospect improvement in agriculture. The lesions learned helped to chalk out new 

agenda for reforms in 1972. It was realized that ceiling on land ownership should be on the 

basis of individuals, not family based. The family based land ceiling was one of the bases 

for its failure. The land lord changed the owner ship title to their children, wife and other 

relatives and it did not have much impact on the structure of farms. Thus, it also did not lead 

to improve much up gradation in farm efficiency. Besides, there was also a need to consider 

basis for Production Index Units (PIUs), which were not cogent on the basis of different 

areas22.  

In the light of above, the land ownership ceiling was fixed as 150 and 300 acres for irrigated 

and barani area (15,000 PIU’s). Moreover, 3000 (PIUs) were allowed for tractor holders. 

The 1973 act was modified and the ceiling was lowered to 12,000 PIUs. Besides, 2000 PIU’s 

were also permitted for tube wells and tractors. It may be noted down that the ceiling was 

levelheaded, while no concession was allowed for orchards.  However, inter family transfer 

was allowed to 14000 PIUs. Land ceiling was also fixed for civil servants. However, it was 

not compulsory for military personnel. Such discrimination led to reduce the effectiveness 

of the reforms. 

The impact of reforms was significant. As a result 1.3 million acres were distributed and 

around one million acres (0.9) were disseminated among cultivators. There were 76,000 

growers who benefitted from these reforms. The tenants and small framers got 12.5 acres’ 

farm in Punjab and KPK, which was a good step to convert inefficient farms in to economic 

size of the farms. This limit was 16 acres for Sindh. Most prominently, the tenant and 

Landlords share in crops output was fixed to 50:50. By these acts, first time tenants’ rights 

were enhanced and recognized. However, still it may have been suffering from unfortunate 

implantation of rules. There was still a need to carry on this process, so that not only 

                                                           
 

22West Pakistan land Revenue Act 1967 was implemented under which fixed assessment, fluctuating assessment and sliding 
scale, based upon prices were introduced. Assessment rate was reduced from 33% to 35%; based upon rental value of land, as 
well as, value of crop. In 1969 Martial Law was imposed and Pakistan merged to one unit and fixed revenue rated were imposed 
which remained up to 1977/78. The water rates were fixed. 
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agricultural farms needed to be converted to commercial farms but the tenants also need to 

be further supported. Most significantly, there was no step taken against absent landlords. 

Although, some changes took place but still its need was realized to continue the process. 

13.2 Land Reform Act 1977 

A new Land Reform Act 1977 was introduced and as a result, individual land ceiling was 

fixed 100 acres for irrigated land and 200 acres for un-irrigated land (8000 PIUs). Landlords 

were to be compensated for land resumed.  Agricultural tax was introduced for big landlords. 

Under Finance Act 1977, farm owners up to 25-50 acres were exempted from direct tax. 

Land revenue was also abolished for small farmers. About 0.176 m acres were resumed 

and 0.086 m acres were distributed among farmers. Hardly 13,000 farmers benefited from 

it. Its implementation remained an unfinished agenda. During 1977, the government of PPP 

did not continue and as a result the reforms remained an unfinished agenda to date. 

Hereafter, the land reforms were discontinued and are still waiting for further steps to be 

taken for agricultural improvement in these directions.  

15. Comparative procurement Support Prices and Free Market Prices 

In 1955, the Wheat procurement price was around 10 PRs./ per 40 kgs., which was further 

raised to PRs. 12.5 per 40 Kgs. in 1959-60. The price of rice was also raised from PRs. 28 

to PRs.31 per/ 40Kgs. in 1959-60. It was announced that price will not be curtailed in the 

next three years. The storage of buffer stocks continued to protect consumers and price 

stability prevailed. The wheat support price was also announced as PRs. 300/ per 40 Kgs 

in 2000-01, which continued for 3 years up to 2002-03. In 2002-04, the price was up to 350, 

which was further enhanced to PRs. 415 in 2005-06. It may be noted that it was a negligible 

increase in these prices, which was still far below than the market price, as well as, 

international price. As a result, its role remained negligible; in terms of improving productivity 

and efficiency. However, it did hold up stability in prices at the time of harvesting of a crop 

which did help the small farmers. 

In 2006-07, the Wheat support price was announced as PRs. 425 per 40 Kgs., which was 

enhanced to PRs. 950 in 2008-09. The same price persisted till 2010-11. For 2011-12, the 

wheat price was announced Rs. 1050 and further to PRs.1200/ per 40 Kgs., in 2012-13. 
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In four years, this increase was Rs. 270, showing an annual average increase of around 

3%. It may be noted that inflation in Pakistan was double digit. Thus, there was no match 

with increase in input prices and general increase in prices of output. In 2012-13, wheat 

price was further raised to Rs. 1200, which remain valid for two years. Again in 2014-15, 

the same price was enhanced to Rs. 1300 per 40 Kgs. and it is still effective in market up to 

2016-17. The above price pattern shows that it was ill-assorted with sectoral terms of trade, 

while inflation still lingered at double digit figures up to 2015. Thereafter, inflation decreased 

to single digit level. 

The unstable agricultural policy of the government may be judged from the procurement of 

wheat over time. In 2000-01, 8582 thousand tonnes of wheat was procured, which increased 

to 9200 tonnes in 2008-09. It was reduced to 5792 thousand tonnes in 2011-12, rather than 

increasing. It is a sheer bleak that it barely reached to 7050 thousand tonnes in 2015-1623. 

The above figures demonstrated that the procurement policy was not unswerving. Overtime, 

with the increase in production and consumption, its’ procurement should have been 

increased; both for price stability and to support the farmers. But, in reality, the procurement 

of wheat not only decreased but it also generated false signals for producers; which not only 

resulted in instability of the market prices but also discourage farmers to increase its 

production.  It may be noted that wheat is not only a major crop but also a major component 

of food in Pakistan; therefore, uncertainty in the production of such major crop also affects 

cultivation of other crops. Although, the procurement support price policy seldom facilitated 

agricultural price stability but it still helped to some extent at time of harvesting of crop, which 

was beneficial for small farmers. 

The support price of paddy rice (basmati) was announced as Rs. 385/40Kg in 2000-01, 

which remained the same up to the years 2002-03. In 2003-04, a piece meal increase of 

rupees 15 (Rs. 400/40Kg) was announced. The same price further increased to Rs. 460 in 

2005-06. In 2008-09, its price was increased to Rs. 1250, which was reduced to Rs. 1000 

by the next year. After this period, its price was barely supported.  It was for the first instance 

                                                           
 

23 It is understood that if government had buffer stocks in one ye4ar, it will procure less wheat next year; which could be a 
reason for less procurement. But it does not support that price policy is consistent and such actions helped to support the 
prices. All major producers provide subsidies for such food crops, but in Pakistan hardly any such policy was implemented. 
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that the price of wheat was announced close to market price and the farmers responded 

positively to this price increase. The output of wheat augmented to higher levels. Thereafter, 

the area cultivated also increased and Pakistan became exporter of wheat. It was an 

obvious signal; that farmers do respond to prices and the government support policy can 

have productive results, if it is based upon market principals, as well as, economic 

fundamental principles. 

The support price for sugarcane in Punjab was announced as Rs. 35/40 Kg. in 2000-01, 

which was raised to Rs. 42/40 Kg in 2001-02. It sustained till 2004-05. The same price was 

increased to Rs. 80 in 2008-09 & then raised to Rs. 100 by the next year.  Its support prices 

were Rs.125 in 2009-10 and Rs. 125 up to 2010-11. In 2011-12, the price was raised to Rs. 

150 and further to Rs. 170 in 2012-13. In 2014-15, the same price of sugarcane was further 

increased to Rs. 180 per 40Kgs. It may be noted that the prices was at the factory gate, 

which reflects that the transportation cost was to be borne by the farmer. It is stated that the 

price of sugarcane was consistently raised to assure stable supply of sugarcane to the 

factories owned by political leaders, ministries, and landlords. They successfully protected 

their benefits. It is imperative to mention that more than 80% factories belong to elite ruling 

class or influential people. Therefore, its area under cultivation improved and so did the 

production. The upshot of this is that Pakistan emerged as an exporter of sugar. 

The seed cotton phutti price was announced PRs. 725/40 Kgs. in 2000-01 which was 

enhanced to Rs. 975/40 Kgs. It was further increased to PRs. 975 in 2005-06. The same 

price was Rs. 1465 in 2008-09. Thereafter, its price support was not much in action and 

non-compatible with market price. In 2014-15, its’ support price was Rs. 3000/40 Kgs. Its 

support did not persist consistently. The production and cultivation also not only fluctuated 

over time but also the farmers suffered losses for its cultivation. Such volatility is still there 

and farmers continue to suffer from its cultivation, so did the owners of textile industry. 

The tariff on cotton was reduced, so that farmer can fetch better price. As stated earlier, this 

price was much lower than international price. As a result farmers continued to suffer income 

loss; since they did not get the market price of their product.  In the second and third five 

year plan (1965-70) some importance was placed to price mechanism. However, still limited 

price support policy was adopted and farmers still did not get full price of their produce. In 
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spite of the above, assistance was provided in terms of mechanization of agriculture and 

spread of Green Revolution inputs, which contributed its productivity. This package 

enhanced agricultural production.  Furthermore, improved marketing and credit provision 

were made to farmers. During this period PL-480 US funded program of aid was launched, 

which affected local prices. The import of wheat under this program discouraged domestic 

farmers, since they did not fetch the same price, as paid for import. It is interesting to note 

that such items were imported at higher internationally price, which supported foreign 

farmers, while it negatively affected local growers; since they were paid lower price. In other 

words, the import of such products discouraged domestic farmers. There was hardly any 

competent local institutional framework which may have guided the government. Of course, 

bureaucracy continued to form policies which were based upon adhocism; without any 

sound foundations. In 1967, the support price of wheat was increased to PRs. 17 per mound 

and it was announced that this price will remain effective for years to come. The price of rice 

was raised to PRs. 38 (1968-1969). It is imprudence that prices will not be adjusted to 

increase in inputs cost and it was expected that policies will reap fruitful results. Such 

partially effective policies unrelentingly distorted agricultural prices in long run. The 

government continued to buy wheat on support prices to achieve price stabilization. It is 

fascinating to note that the price of wheat was reduced to Rs.32 in 1970; against the 

commitment of not doing so and also on the face when inflation was high and growing in 

the country. It turned its Terms of Trade against this crop. Furthermore, this process of 

support prices remained persistent. The support prices of agriculture procedure escorted to 

improve agriculture output. Nevertheless, it did not help to feat full potential of agricultural 

communities.  

The real value of support price which was as low as 10% of the market price in some years24, 

the free market prices of wheat were always lower than the market price. The same 

prevailed up to the years 1992-93. There were only one or two years when support price 

showed a modest increase than the market rate. During 1985-72, the support price was 2% 

to 4% higher than market price of wheat. However, the same price was around 5% higher 

                                                           
 

24Niaz S. (1995) has provide a good analysis of the same, see pages 60-65. 
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in1983-84 and 1991-92. Things did not differ across most of spectrum of years. In spite of 

the lower support prices, as compared to market prices, the public sector purchased 42% 

of the output of wheat in 1986-87 and 20% in 1992-94. There are two major blows of this 

policy. The positive impact was that when farmers needed such support; prices were 

stabilized at the time of harvesting. Conversely, the policy did not have significant impact on 

price policies in long run because non- economic measures at the time of harvesting kept 

the prices low and farmers were not able to fetch real prices of wheat. The movement of 

wheat mostly remained restricted across districts. It helped the government to procure 

wheat for its use at low prices; for labour & other classes. However, it cannot be justified to 

provide subsidized food items to even the elite, which have not been excluded in this 

process. Such practices also kept the market prices stumpy and affected the income of 

farmers. They were deprived from basic needs even today.  It is inopportune that markets 

are under-developed in Pakistan, which leads to impediments for small farmers. The Arthi 

(commission agents) system, hidden deals and purchase of standing crops, crop sold to the 

lender, are some of the examples that farmers face losses due to poor market mechanism 

in Pakistan.  

16. Agricultural Terms of Trade 

The terms of trade may be utilized out to analyse advantages, with respect to other crop, 

sectors and also at international level; especially allowing for their growth in prices and 

income. The commonly used terms of trade are given below. i) Barter Terms of Trade are 

expressed as the farmers receive price for their output to non-agricultural goods prices paid 

by the farmers. It is measured in terms of indexes. ii) The income terms of trade are 

articulated as under. It is estimated that by multiplying the index of commodity trade (barter 

terms of trade (B. T. O T)) with the index of agricultural output (income). It reflects 

purchasing power of the farmers in agriculture sector. iii) The adjustment of single factor’s 

terms of trade with the changes in the productivity of non- agriculture sector. This method 

reflects double factor terms of trade. iv) The single factor terms of trade is reflected as 

deflating the income terms of trade by output (productivity) index of agriculture sector. Most 

common and aggregate measure of terms of trade (ToT) is inter- sectoral ToT, at domestic 

level and at international level, across border prices are used for parity prices.  
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In Pakistan domestic terms of trade, measured as barter terms of trade were compatible 

from 1962 to 1969; which are slightly complimentary for agriculture. However, the same 

were not adjusted thereafter i.e. in the years of 1970 to 1983; rather these terms depicted 

hostile values for agriculture. (Cheong & D’Siva, 1984) The same has been worked out 

encouraging for agriculture by Qureshi S. (1985). The income from terms of trade were 

estimated positive to agriculture since 11959-60 to 1984-8525 (Cheon & D’Silva) & Qureshi 

S. (1985). The barter terms of trade of agriculture for 1981-91, as well as, income terms of 

trade were also favourable for agriculture (Salam A. (1992). 

16.1 Domestic and International Terms of Trade 

It is a general perception, that every year, the sale of agricultural output was restricted 

across districts and across the country. Such restrictions led to fetch lower prices by farmers 

for their output. It was a policy of the government to do so to meet the procurement of 

different product; either to stabilize agricultural prices or to interfere in market prices to keep 

them low so that cheap food is provided to urban and industrial workers. It helps the workers 

to buy cheaper food which kept their cost of living and they accepted lower wages. Besides, 

urban consumers also benefitted from such policy of controlling prices of agricultural 

produce. Even if it may be conventional that such policy had some rationale to benefit 

industrial sector to foster industrial revolution, but still there seems barely any justification 

of why the elite provided such benefits, on the cost of poor farmers. There was a call for 

better policy mechanism which may have less off-putting impact on farmers’ income. It was 

observed that from the years of 1979-80 to 1993-94, on average the international prices of 

wheat was 15 % to 20% higher than the price paid to the farmers at home26. This reflects 

that it worked as hidden income tax on farmers. It may be noted that paradoxical to above, 

even today it is alleged that there is no agricultural income tax, which is necessary to 

mobilize public revenue. However, the case was different for editable oil seeds.  

The agricultural policies were focused on to raise domestic production of oil seeds and as 

policy matter; its price was kept high. The result was that farmers responded to this price 

                                                           
 

25For details see Niaz S. (1995, chapt-13). 
26For details see: Agricultural Statistics of Pakistan 1992-13, Pakistan Economic Survey 1993094 and also see Niaz S. (1995). 
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and the production of oil seeds (sunflowers) was substantially amplified27.It was noted that 

the price of oil seeds was as high as over 60% for some years, as compared to international 

prices. This phenomenon was more prominent since the years of 1985-86. As a result, local 

production of oil seeds substantially substituted its imports. Presently, Pakistan is producing 

190,000 tonnes of sunflower seeds (2013-14). However, all oilseeds production was 

3987,000 tonnes (2013-14)28. 

As stated above, agricultural policies were also complimentary for uplifting the production 

of sugarcane. The domestic price of sugar cane was 10% to 25% higher than its boarder 

prices. The support continued between 1982- 1988. Thereafter, its price was lower than the 

international prices29. However, by then the sugar industry was developed and Pakistan is 

not only self-sufficient in sugar but also exporter of the same too. 

The prices of cash drops were also controlled by the government. Private sector cannot 

export such products. Rice Export Corporation had monopoly to set its prices. Well intended 

policy was adopted to extract revenue from farmers by keeping prices of agricultural output 

low for rice and cotton at the domestic level. The rice export corporation was the sole buyer 

(monopsony) of rice at local market and it exported the same at much higher prices and 

fetched the most of the surplus. Still it was claimed that farmers are not taxed, although 

significant revenues were collected through hidden mechanism. Between1982/83 and 

1990/91, the domestic price paid to farmers was 47% to 36% lower than the international 

price of rice. This was nothing but a hidden tax on unfortunate farmers. In other words, a 

farmer who cultivated even one acre of rice has to sell the surplus in the market and he was 

paying tax on its sale; on average, over 36% hidden tax. Others are not paying such taxes 

on their earnings, although they have to pay sales tax. No wonder that poverty breaded over 

time and deprived farmers are still suffering on the cost of inefficient agricultural price 

policies. Since 1992, the role of such monopsony was eradicated. Being a signatory to WTO, 

Pakistan abolished such entities and presently these organizations do not exist. 

                                                           
 

27. For details of the progress made in respect of oil seeds growth see. Agricultural Statistics of Pakistan and Pakistan 
Economic Survey. 
28For details see: Pakistan Economic Survey, GOP.  
29.Overtime, the sugar industry was taken over by the elites in the government. They may have kept its prices low to reap the 
surplus from this crop. The results was that farmers suffered from lower prices paid to the farmers. 
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Nevertheless, still Trading Corporation of Pakistan (TCP) is there to cope with surplus and 

deficient production in the domestic market. Since 1991-92, the price of rice has become 

much competitive. 

 Cotton is also a cash crop, as well as, a major crop in Pakistan. Pakistan is among top six 

cotton producers in the world. In Pakistan, the price of cotton lint was also controlled by the 

public sector. For this purpose, Cotton Export Corporation (CEC) was established.  The 

CEC was used to purchase cotton from the farmer and it was the sole exporter of cotton.  It 

had monopsony for the purchase of cotton. The public monopsony (CEC; 1982-1994.) 

extracted much larger amount by the trade of cotton, as compared to rice. It paid almost 

52% to 13% lower price to grower in the domestic market, as compared to its international 

prices. Thus, this was again an indirect tax almost on all small and large grower of cotton in 

Pakistan.  Such policies not only exaggerated cotton production but it also suppressed 

farmers’ income. On the other hand, even today farmers are deprived from basic necessities 

like health, education, and potable drinking water and sanitation facilities. 

17. Agricultural Subsidies 

Agriculture is not a business but a way of life, which is generally claimed by Japanese’s 

farmers. Even though, Japan not being agricultural state, still scarcely produces rice. 

Astonishingly, it still raises objections that agriculture may not be under the agenda of WTO 

rules and regulations.  Almost all major dominating developed countries do offer heavy 

subsidies for agriculture; either to stabilize prices or to support farmers’ income and stable 

supply of agricultural produces. In Pakistan the subsidies provided were insignificant. A 

piece meal support was provided for inputs. Some price incentive was provided to the 

farmers.  The result was that agriculture is still in an embryonic stage. 

In Pakistan, small amount of subsidy was provided for fertilizers, tube wells, agricultural 

credit, irrigation, electricity, pesticides and High Yield Variety of Seeds (HYV’s). In ten years, 

on average, an amount of PRs. 17 million subsidies was provided for tube wells for the 

period of 1980 to 1991. It is a negligible amount for such purpose. Between the years of 

1980-1985, on average, the subsidy provided for electricity was only just Rs. 110 million. 

Subsequently, the same subsidy, on average per year was between Rs 1 Billion to Rs.2 
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billion i.e. up to 1992-93. Another central aspect to be noted here is that farmers were 

indirectly taxed heavily while, on average, per annum Rs.1.5 to seven billions subsidies 

were provided to consumers for wheat sugar and edible oil.. A similar trend sustained in 

long run as well. The growth of subsidy was far less than the increase in the electricity rates. 

It may be noted that, on economic grounds, subsidies are required on fertilizers like nitrogen, 

phosphate and potassium fertilizer. Besides, public sector support is essential for large area 

being affected from salinity, which requires subsidy too; if at all this land has to be improved. 

Besides, agricultural machinery may also be subsidized, for mechanization and for new area 

to be brought under cultivation. Similarly, subsidy is also needed for water for irrigation (tube 

wells) for barrani areas.  

In nutshell, the basic purpose of support prices was to stabilize the prices and not let it fall 

below the minimum level of price. Such an objective was achieved successfully, but 

remained limited to only for the harvesting time period. Nonetheless, the major goals to uplift 

the agricultural output and to seek self-sufficiency, as well as, to accelerate economic 

growth were hardly achieved. Over and above, with the emergence of WTO, such price 

control, monopsony and hidden subsidies could not continue; as a member of WTO. 

Besides, it was important to develop efficiently so that the output may compete at 

international level. Thus, Cotton Export Corporation and Rice Export Corporation were 

abolished by the Government; under reforms agenda and WTO reforms program. As a 

result, Trading Corporation of Pakistan (TCP) was established and its role was also limited 

to the extent that it will only assist in disaster and big shocks. Pakistan introduced 

domestically trade reforms. The major objective of these reforms was to meet WTO 

obligations and help to establish competitive production. The domains of Agriculture Price 

Commission (APCOM) were rationalized, as agriculture policy institute. By 2002, the 

economic coordination committee (ECC) limited such activities to core crops such as wheat, 

rice and cotton. The private sector was allowed to export surplus agriculture production. The 

Agriculture Price Commission was established to conduct agriculture research related to 

demand and supply; trade input prices and output prices etc. It was also supposed to offer 

guidance for efficient production and suggestion for competitive production. Besides, its 

duties included to evaluate impact of public policies on prices, exports, domestic  



53 

 

consumption and production, It was also its’ responsibility to aid in providing international 

training facilities to improve expertise in this area. 

There is an ominous need to support and accelerate agricultural growth by stabilizing prices, 

provide subsidy, transfer and diffusion of modern technology, improvement in the spread of 

modern inputs, as well as, significant investment in this sector. Prospects are there for 

extensive and intensive growth in agriculture. It will accelerate industrial progress, GDP 

growth and export sector of Pakistan. However, the role of public sector seems invisible 

18. Emerging Issues 

 As the economy develops, the share of agriculture sector towards GDP will shrink, which 

can be seen from the pattern of development of developed countries. The reason being that 

mechanization will lead to release labor force engaged in agriculture. As a result, labor force 

released from agriculture has to be absorbed in other, relatively highly growing sectors like 

industry and services sector in the urban areas. Thus, over time, released population and 

labour migrate to urban areas in search of jobs, education and health facilities. Most 

importantly, higher growth of industry and services sector, as compared to agriculture, lead 

to squeeze the share of agriculture in GDP. This process of rural-urban migration continues 

and persist until surplus labour is absorbed in the other sectors and the country exhibits 

structural change; i.e. higher shares of industry and services in GDP, as compared to other 

sectors. In this respect, there is a need to have a vibrant policy to absorb surplus rural based 

human resources, released from agriculture and rural areas, in urban areas. This process 

will continue and the policy must be consistent until the county id developed. It is expected 

that the share of agriculture towards GDP may shrink to around 5%or less. The same is 

also true for rural population. Dismally, there is hardly any such agricultural policy to address 

these issues. No surprise, unemployment in Pakistan is increasing, particularly in rural 

areas, which is overlooked in public policies. The foremost issue of agriculture is its unstable 

growth; which is backbone of the economy, therefore it also destabilize GDP growth too. 

Furthermore it creates food safety threat for the country. 

 Although, agricultural policies and reforms have improved the agricultural output but it 

still remains infantile. Agriculture output per hectare is far less than international standard 

and as compared to developed countries. Same is the performance in terms of annual 
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agricultural growth rates. This lays a magnanimous potential to further enhance agricultural 

productivity. 

 Agricultural reforms have significantly improved agriculture and its structure but still it 

remained unfinished agenda. It is generally stated that due to orders of the Supreme Court, 

agricultural reforms cannot be further introduced. There are multiple ways to achieve 

objectives. Land taken from owner can be reimbursed. Japan is a good example where 

agricultural farms were converted to highly productive farms. A farm of four acre is 

considered a large farm in Japan since its productivity is five times than that of Pakistan. It 

is on the face of above that agriculture is a petty sector of the economy. 

 The sectoral priorities remained mutable in Pakistan. In the early planning, extraordinary 

prominence was placed to agriculture and agriculture sector responded better. No doubts, 

that agriculture sector enhanced performance of overall economy of Pakistan. Agriculture, 

thus, is the backbone of the economy. When agriculture performed well, the economy also 

performed better. Meagre performance of agriculture also depressed overall economic 

growth. It is imperative that special importance must be paid to the agriculture sector. 

Pakistan has still not set up its priorities and strategy for economic development; i.e. Priority 

sector will be agricultural, industrial or services. The economy is growing on its own, without 

any direction. A clear strategy is required whether agriculture has to be developed first or 

industry. Pakistan has to settle its priorities clearly and also follow them consistently to. 

 The agricultural growth and crops prices remained unsteady, which is one of the major 

sources of unhinged agricultural growth in Pakistan. There is a necessity to have consistent 

agricultural price policy which result in stable crops prices. 

 Farm size in Pakistan is still waiting to be converted to commercial farms; if at all 

agricultural productivity has to be enriched. 

 The empirical evidences pertaining to Green Revolution indicated that its’ spread and 

impact has died down over time and so did the growth of productivity in agriculture. There 

is a call for consistent policy framework to copiously device the dissemination of the 

components of Green revolution consistently and across the country. 

 Pakistan has potential for both intensive and extensive growth. More than two million 

hectares of virgin land is waiting to be exploited in Baluchistan alone. Besides, much more 

of area is available across Pakistan, which can be converted to high yield farm areas. It can 

only be done with an assistance of public policies; concentrated on to improve agricultural 
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efficiency. There is an ample room to improve per hectare productivity, as compared to 

international level. Pakistan’s productivity of major crops is far less than developed 

countries, which can be further enhanced significantly. 

 It is essential that introduction of agricultural reforms concentrating on land holdings, 

agricultural income tax, removal of hidden taxed, input support and  outwards looking policy 

to look for exports beyond borders must be brought up. Although, through Istimal-e-arazi it 

was a worthy shot to condense fragmentation of land but still it is unfinished agenda, which 

is also affecting productivity of agriculture. Fragmented land tactics (of one owner) must put 

together to form economical farm. For small farmer, which are inefficient, a policy must be 

introduced to convert them in to economic farms. It is pity to see that India is exporting fruits 

and vegetables like tomatoes & banana etc. to us, on the face that Pakistan has large 

agriculture sector but low productivity. It is all due to desertion of agriculture in Pakistan. 

 Cropping intensity is still very low, which needs to be increased. It will help to advance 

intensive agricultural growth and save resources too. For this purpose water supply 

reservoirs need to be developed. Over time, water shortage will be an issue which need to 

be addressed well in time, before the crises are further provoked. 

 Although, presently prices of agricultural produce are determined by market but still 

government hamper and control their prices, as well as, their international trade. The prices 

of agricultural produce sway frequently, consequently this sector needs support for 

stabilization of its prices; only then this sector may grow faster and stable. Due priority needs 

to be assigned if investment must be made to boost this sector, if at all, not only agriculture 

but also the economy has to be developed. 

 Pakistan is still overlooking agricultural sector, although it is established that this remains 

the backbone of the economy and industrial sector. There is hardly any planning and 

consistent agricultural development policy to enhance this sector’s output. 

 Agricultural sector is subsidized all over the world. It not only provides food security but 

also act to provide security in rainy days. A country can afford to bear such bad time, if it is 

self-sufficient in food products. Therefore, development of agriculture is essential which 

could be used as a substitute for economic bomb (sanctions). 

 Instead of Agricultural Price Commission, there is a need for Agricultural Commission 

which addresses multidimensional issues arising overtime. The federal and provincial 

agricultural ministries have by a whisker any capacity to do research and address new 



56 

 

emerging issues. Its domain to promote agriculture need to be enhanced; in terms of 

providing advice for subsidies on inputs, stabilization of prices and chalking out agricultural 

development policy. 

 Agricultural income tax should also be rationalized and initiated across Pakistan and only 

one agricultural tax i.e. income tax may be imposed. Presently, there are several direct and 

indirect taxes like land revenue, income tax and indirect taxes on inputs, which leads to 

discourage farmers. For this purpose, small farmers need to be exempted, which could be 

owners and tenants of 12.5 acres. The present implantation mechanism of agricultural 

income tax is extremely pitiable and ineffectual. It is not providing prolific results. It must be 

reconsidered and an effective system may be evolved, if at all any revenue has to be 

generated from this sector; without affecting its productivity. Besides, this sector needs to 

be subsidized; this practice is prevalent in all agriculturally developed countries. 

 The agricultural mechanism is also far from fulfilling the necessities of farmers. The 

commercial banks are forced to expend credit for agriculture but they hardly make any 

significant effort to help the farmers. The Zarai Tarakiati Bank (ZTB) provides only piece 

meal loans which also need to be enhanced and made simple. 

 Although, agriculture is a provincial subject, but still it must be supported at federal level. 

The federal Ministry of Agriculture need to coordinate and cooperate in terms of transfer of 

technology, guidelines for protecting environmental changes and diffusion of new inputs, as 

well as, new technology at national and provincial levels. The federal government may also 

coordinate at international level for transfer of technology and similar other matters. 

 In nut shell, agricultural sector in Pakistan is highly affected by quality of human 

resources (HRD), Inputs and its spread, particularly seeds (HYVs), fertilizers & water, as 

well as,  prices of inputs & output,  rural infrastructure, market structure (Broker 

system), weather conditions, agriculture policy and management of farms. Agricultural 

policy must address all the above issues; if it seriously aims at improving agriculture sector. 
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CHAPTER: 2 

 

TOTAL FACTOR PRODUCTIVITY 

AND SOURCES OF AGRICULTURAL GROWTH 

The agriculture sector of Pakistan remains vulnerable to shocks and adequate attention 

was not paid for its’ development; since 1990s. Research studies depicts that the 

agricultural sector of Pakistan has neither been developed evenly across provinces, nor it 

has been grown stable and sustainable over time. Due to inadequate investment made for 

the sector resulted in under-utilization of ideal agricultural resources like land and 

improvement in productivity. The major source of agricultural growth was the spread of 

Green Revolution (1960s); as discussed in the previous chapter. It is a fact that Green 

Revolution (GR) was also introduced in the Indus basin only; i.e. in Punjab and Sindh. The 

other regions of the country are still waiting for such support from the public sector.  

 Khan M. H. observed that: 

“… (The) policy of ‘building on the best’ in research, as in policy 

making, has far too long concentrated on the problems of agriculture 

of Indus Basin, and particularly the Punjab. Research problems of 

other areas, particularly Baluchistan and Khyber Pakhtunkhwa 

deserve strong commitment…. For one thing, their agricultural 

problems are in many ways more complex and intractable, for another, 

there is the problem of information and data on these problems. There 

exists a definite challenge for econometric research outside the Indus 

Basin, but research infrastructure is either non-existent or pre-

occupied with glamorous and rewarding research.” (Khan M. H. 1981).  

The Green Revolution (GR) substantially improved crops production and income of farmers 

across the Indus Valley. The other provinces like Khyber Pakhtunkhwa (KPK) province and 

Baluchistan are still waiting to benefit from modern technology, inputs and public sectors’ 

investment. .In addition to above, there are scarcely significant literatures, which may have 

comprehensively analyzed sources of agricultural growth in Pakistan. The research in this 



59 

 

respect is either restricted to the components and spread of green resolution or it just 

highlights percentage contribution to growth by major factors. In addition to GR 

components, there are several other factors which are also important for uplifting 

agriculture. These factors may include rural roads, improvement in human resources & 

technology, public policies and marketing etc., which may also significantly contribute to 

the improvement of agriculture. Thus, there is a need to analyze all the above mentioned 

variables to effusively understand agricultural development and its’ future prospects for 

growth.  

1. Regional Agricultural Growth 

A pattern of regional (provincial) agricultural growth may be seen as given in the following 

table one30. The table shows that there were irregular growth patterns of agriculture across 

provinces. The accelerated growth was recorded in Baluchistan, which was deserted in the 

introduction of Green Revolution. 

Table: 1 Regional Analysis: Agriculture Growth* 

Region 1960/61 to 

1971/72 

1971/72 to 

1979/80 

1980/81 to 

1990/91 

1991to 

1999 

2000 to 

 2009-

10 

Pakistan: 52.9 24.3 9.0 25.1 28.9 

Punjab 35.9 20.3 9.9 41.8 14.2 

       Sindh 118.4 27.3 2.0 37.2 40.6 

       KPK 37.6 -2.0 9.4 5.3 21.8 

Baluchistan 137.5 80.7 9.5 15.9 38.8 

Source: Chaudhary M. Aslam (1989) & (1987) *(Weighted Average per Hectare), Weights are the 

area assigned to each crop in each province 

 

                                                           
 

30. These are weighted average provincial agricultural growth rates, based upon weights being the percentage area cultivated 
with each crop in the province. For more details see: Regional Agricultural productivity Inequalities….Ph. D. Thesis, Chaudhary 
M. Aslam (1987),Temple University, USA. 
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The table one also indicates that from the years of 1960 to 1991, Baluchistan experienced 

the highest percentage growth (weighted average) in agriculture. Since 1960/61 to 

1979/80, its growth rate was double than that of other provinces in Pakistan. The 

agriculture in Baluchistan grew by 137.5%, 80.7% and 9.5% in 1960-72, 1971-89 and 

1981-91, respectively. During the same period, the overall growth of agriculture in Pakistan 

was 52.9%, 24.3% and 9%, respectively31. The same figures for the same period were 

35.0%, 20.3% and 9.9% for Punjab, for the period 1961-71, 1971-80 and 1981-91, 

respectively. Sindh experienced the second highest growth in the same period, which was 

118.4%, 27.3% and 2.0%, respectively in the same period.  The KPK province exhibited 

37.6%, 92% and 9.4% agricultural growth during the matching period. The average per 

year growth was 4.6% in the 1990s and 1.5% in the years 2000s.The province of Punjab 

exhibited the highest growth among all the provinces in the 1990s, although this decade 

was not very good for agriculture, as well as for the economy. However, it performed poor 

in the 2000s, as compared to all other provinces in the years 2000s. The province of Sindh 

had consistent agricultural weighted average growth in the 1990s and 2000s. In the 1990s 

its agriculture grew by 37.2% i.e. 4.1% per annum, while the same figure for 2000s was 

4.5% per annum. The province of KPK performed poorly, as compared to other provinces. 

Its weighted average growth rate was only 5.3% for 1990s and 21.8% for the years 2000s. 

In other words the average per annum growth was only 0.6% in the 1990s and 2.4% in the 

2000s. 

The performance of Baluchistan improved during 1990s, as compared to 1970s. However, 

its performance was much better in the years 2000s. It weighted average agricultural 

growth was 15.9% in the 1990s and 38.8% in the years 2000s. It reflected that the average 

per annum growth was around 2% in the 1990s and 3.3% in the 2000s. The latter was 

much better than the overall growth in Pakistan. It reflects that agricultural growth has 

improved over time but it was not able to perform as it did in the 1960s. Thus it calls for 

special attention of the public sector to promote components of Green Revolution as well 

                                                           
 

31 .For more details of the figures and sources of growth see: Agricultural Development & Public policies,  
with special reference to Baluchistan by Chaudhary M. Aslam (1989),. 
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as protect from natural changes in the environment, particularly the shortage of water will 

become a threat to its sustainability and further growth.  

Since 1991, there has been some improvement in the weighted average growth of 

agriculture. In Pakistan, overall this growth rate was around 25% in 1990-91 and 29% in 

2000-09.  Thus, on average, this growth rate was about 2% per annum in the 1990s and 

about 4.3% per annum in the years 2000s.As well as provinces are concerned, Punjab had 

the highest growth of 41.8% during 1991-99 and 14.2% in 2000s.Thus, the performance of 

agriculture deteriorated in the two decades. However, it improved, as compared to 1970s. 

It may be noted that Green Revolution is almost trifling in Baluchistan and KPK. However, 

Baluchistan experienced the highest growth in agriculture. Public sector neither invested 

much to strengthen irrigation nor introduced modern inputs. Some support was provided 

for Tube well to irrigate land. Barely any significant dam was build there. The above table 

provides several imminent about the agriculture sector of Pakistan. It appears that the 

weighted average percentage agricultural growth has slowed down since 1960-61. 

Pakistan and its’ provinces has experienced respectable growth during 1960-61 to 1971-

72. However, the performance of agriculture slowed down thereafter; not only in the 

provinces but also in Pakistan too. It may be a case that the components of Green 

Revolution may have died down over time. This performance is based upon and taking in 

to account the importance of crops in each province and overall in Pakistan. 

2. The Value Added Agricultural Growth 

The above stated progress of agriculture sector may also be seen while looking at growth 

rates of agricultural. The value added agricultural output growth was witnessed to the tune 

of 5.1% (average annual) in the 1960s and 2.4% in 1970s. It improved to 5.4% in the 1980s 

and fell to 4.4% in the 1990s. It approximately grew by 3.6% per annum from the period of 

1990-2005 sharing a growth of 3.2% in 2000s. Subsequently, its growth was around 4% 

per annum i.e. amid to 2001-201532.  One reason could be population growth rate of 

Pakistan (rather than growth in TFP or Capital/labor ratio).  

                                                           
 

32For details of figures see, Pakistan Economic Survey, various issues. 
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Pakistan fulfilled the conditions of Mellor’s Formula of agricultural adequacy for this 

period33; this is the very reason that Pakistan exhibited almost self-sufficiency in food 

(Chaudhary M. Aslam, 1985). The food adequacy is exceedingly vital for a country like 

Pakistan as the country remains vulnerable to international sanctions/threats34. Accounts 

show that the international sanctions did not affect Pakistan’s economic performance to a 

great deal, particularly because it was food self-sufficient country35. There are quite a lot of 

factors which contributed to the growth of agriculture, extensively. Among these, the most 

imperative are labor, capital, technological progress which is embodied in high-yielding 

varieties of seeds for food grain and commercial crops like cotton, rice and sugarcane etc. 

Other prominent factors may include; public sector investment in agriculture by introducing 

modern components of Green revolution in the 1960s, infrastructure, extension services 

and provision of credit and research facilitation for   agriculture.  The growth of agriculture 

have not been smooth, rather it experienced vicious behavior over time 36 . The most 

important change in inputs was in the growth of irrigation through tube wells, which grew 

by almost 7% per annum and the growth of tractors was about 9% per annum (between 

1990-05). The application of fertilizer grew by 4.4% per annum37. Ahmed K., et. al., (2008) 

also pointed out TFP growth rate in agriculture in the Pakistan; it was 1.75% per annum; 

for the period of 1990-2005.The constituent growth contribution in agriculture, of total factor 

productivity, was 49%, while the contribution of labor was 40%. However, other factors 

contributed by 11% per annum in the same period, which are lower than Wizarat S. (1981). 

As indicated in the table 3.2, Khan M. H. (1994) estimates of TFP growth for the period of 

1980-93 was 2.1%. Kemal A.  R., Musleh-ud-Din & Qadir, O. (2002), stated that TFP 

contribution was 0.37% for the period of 1964-2001. 

 

                                                           
 

33 Agricultural growth must be greater than population growth to achieve agricultural adequacy and food self-sufficiency. 
34Pakistan faced international economic sanctions after 9/11 crises. 
35Self-sufficiency in food does not mean Pakistan is self-sufficient in all food items. However, it can meet its demand for major 
food items domestically. As per WTO criteria for such self-sufficiency, Pakistan is net food importing country. 
36For example, it stated in this Para, it varied from 608% to 3.2% for different decades. Besides, it was 0.2% in 2009-19, 1.8% in 
2017-08 and 2% in 2010-11. 
37This growth rate may seem very poor if the same is analyzed by per hector application of these inputs.  
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 Ali S. (2004) calculated TFP for agriculture and stated that TFP was 2.17% and 2.3% per 

annum; for Index approach for the periods of 1960-96. Ahmed K., Chaudhary M. A. and 

Ilyas M. (2008) calculated decade wise TFP for agriculture and pointed out that the highest 

TFP was in the 1960s and 1990s. It is murky that it was as low as negative 0.23% for the 

period of 2000-05. Nevertheless, the same was -0.31% for 1970 to 1980. Overall, from 

1965 to 2005, the TFP was as low as 0.28. The above cited study endows a comprehensive 

analysis of the TFP and value added in agriculture. It appears that TFP in agriculture was 

very stumpy; rather negative for some decades.  The decades, for which TFP was 

negative, the output growth in agriculture was also very poor. Therefore the results are 

consistent. The other studies have different results due to faulty methodology or poor 

quality of data used for analysis.  

3. The Total factor productivity 

The following table 2 provides TFP figures. The cross sectional study by Evenson and Pray 

(1991) stated that TFP contribution was 1.1 percent p.a. for the period of 1965-85; Ahmed 

K., Chaudhary M. A. and Ilyas M. (2008) also carried out value added as contribution of 

factors pertaining to agricultural growth in Pakistan. As previously pointed out that 1960s 

was the era when green Revolution was at the peak and agricultural growth was also 

respectable level. The value added in the late sixties was 6.4%; highest up to 2005. The 

lowest value added was for the period of 1970s and early 2000s, i.e. 2.3% and 1.98%, 

respectively. The same was 4.1% for 1980s and 4.6% for 1990s.  Overall; value added 

from1965 to 2005was 3.8% per annum. The highest value added by capital was 3.7% for 

1990s and the lowest was in 2000 to 2005, i.e. 1.2% Overall, from 1965 to 2005, the 

contribution of capital was 1.95% P.a. The lowest contribution of labor was 0.98% for 1970s 

and the same was highest for 1.22% for 1990s.The overall contribution from 1965 to 2005 

was around one percent per annum. The contribution of the cropped area was around one 

percent per annum in the late 1960s and the lowest in early 2000s, i.e. 00.1% p.a. Overall, 

from 1965 to 2005, the contribution of cropped area was 0.5% per annum. 

 

The contribution towards overall value added growth from 1965 to 1970 was 27.9%, 16.7%, 

30.2% and 25.2% by capital, labor, cropped area and TFF, respectively. The labor was 

expected to contribute significantly; however, it has the lowest among all the factors. During 
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the 1970s, the same contribution by capital, labor, cropped area and TFP was 48.7%, 

42.4%, 22.1% and -13.2%, respectively. During 1980-90 capital was at the top in 

contributing towards value added growth i.e. 90%. However, the TFP was negative to the 

tune of -22%. The labor and capital hardly contributed to 32% towards value added in this 

period. During the 1990s, capital, labor, cropped area and TFP contributed to 33%, 27% 

5% and 35%, respectively towards value added growth of agriculture.     

The performance of agriculture was meager in the early era of 2000s. From 2000-05, the 

contribution of capital, labor, cropped area and TFP was 61%, 45%, 3% and -12%, 

respectively. Overall from 1965 to 2005, the contribution of capital, labor, cropped area and 

TFP towards value added in agriculture was 52%, 27%, 14% and 7%, respectively. The 

above figures escorts to a conclusion that the major factors contributing towards agriculture 

growth was capital and thereafter labor contributed towards the value added growth of 

agriculture. The TFP hardly contributed 7% towards value added growth of agriculture. 

Thus, the growth of agriculture was extensive in nature.              
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Table: 2   Agriculture: Total Factor Productivity in Pakistan 

 

Research Study 

 

Time 

Period 

 

Estimation Techniques 

 

TFP Growth38 

(Ave. A. %)* 

Wizarat S. (1981) 1953-1979 Index Approach 

 ( Arithmetic) 

1.1    (PDR) 

Khan M. H. (1994) 1980-1993 Index Approach  

( Arithmetic) 

2.1 

(PDR) 

Evenson and 

Pray (1991) 

 

1956-85 

 

T-T index / Cross-section 

 

1.07 

 

Rosegrant and 

Evenson (1992) 

 

1957-85  

 

1957-65  

1965-75  

1975-85 

 

T-T index / annual time 

series  

1.07 

 

1.65 

1.86 

-0.36 

Khan (1997) 1960-1996 T. T. Index Approach 0.92              (PDR) 

Kemal A.  R.,  

Musleh-ud-Din &Qadir, 

O.,(2002) 

1965-2001 Index Approach 0.37 

(PDR) 

Ali S. ( 2004) 1960-96 Index  (Weighted) 2.17 (PE & SR) 

                                                           
 

38For relative comparison of TFP, also see Khalil Y., (2006). This study covers the time period up to 2015. 
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T. T. Index 2.30 

Ilyas, Chaudhary& Ahmed 

 (2008)  

 

1965-70 

1970-80 

1980-90 

1990-00 

2000-05 

1965-05 

 

Econometrics Technique 

 

1.6 

-0.31 

-0.88 

1.61 

-0.23 

0.28 

(PE & SR) 

 

*PDR = the Pakistan Development Review. PE& SR= Pakistan Economic 

and Social Review. LJE=Lahore Journal of Economics. TFP= Total Factor 

Productivity.  

 

 Khalil Y., (2016) analyzed TFP and reported that its contribution was 1.5% p.a. for the 

period 1972-2015.  His results were similar to that of Ahmed etc. al. (2008). It was lowest in 

the 1970 and about 2.5% p.a. in the 1980s and 1990s. The TFP remained around 1% per 

annum; thereafter.  As well as, the value added contribution of factors for growth is 

concerned; capital’s contribution was the highest among all the factors of Production. Its 

contribution was 2.8% in the 1970s, 1.5% in the 1980s, 1.7% in the 1990s, 1.4% in the 

2000s and 1.5% from 2011 to 2015. The labor’s contribution was 0.9% for 1972-2015.The 

contribution of cropped area was 0.05% per annum (p.a.), from 1972 to 2015. Overall, from 

1972 to 2015 the TFP contribution remained around one percent per annum. Capital 

appears to be a major contributor towards value added growth in agriculture. The capital, 

labor and other factors contributed 51%, 44% and 5%, respectively towards value added 

growth in agriculture.  

The above evidences indicate that it is important that there is efficient use of inputs which 

will contribute significantly towards agricultural growth. However, the empirical evidences 

are opposite of this preposition, where factors of production principally contributed toward 

agricultural growth, which could have been saved. It may be concluded that agriculture was 

not budding efficiently in Pakistan. It experienced extensive growth i.e. its growth was 
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dependent upon factor’s contribution. There is a need to pay interest towards efficient use 

of factors of production and pricey capital may have been saved. Besides, labor is surplus 

in agriculture, which is not at the top to develop agriculture. It may have been the case that 

agricultural labor could not have been released to employ elsewhere, since industrial sector 

was not growing a good deal in Pakistan; which was expected to absorb released and 

surplus labor. The increasing labor force and population continued to depend on agriculture. 

The withdrawal of labor from agriculture may not affect its productivity and this released 

labor may be absorbed in other sectors.  In nutshell, the above analysis must draw attention 

of agricultural policy makers in Pakistan, if at all they intend to efficiently accelerate 

agricultural growth in Pakistan. 

 

4. Determinants of Agricultural Growth:  

Regression Results: (1990-2016) 

Khalil, Y.,  (2016) carried out least square estimations (see table 3) to look for impact of 

major components of Green Revolution on agricultural output for 1990-2016.There are six 

major components of Green Revolution i.e. Land (irrigated), labor, Capital, Fertilizer, 

Pesticides coverage and Spread of HYVs. It is imperative that all these inputs must be 

applied optimally; otherwise the output of crops may even fall than that of traditional seeds. 

The High Yield variety of seeds accelerates output with optimal application of fertilizer and 

irrigation. Similarly, there is a need for pesticides application to save the crops from 

insecticides hit. The author stated that in Pakistan, the agricultural output is wasted due to 

non-application of optimal pesticides. These are modern inputs which have led to many fold 

increase in the agricultural output and food crops.  It is said that this revolution has defeated 

Malthusian Trap, under which diseased and natural calamities occur due to hunger as the 

supply of food do not match with the growth of population. Therefore, natural calamities 

balance food availability and population growth. The application and use of these inputs are 

tested by using OLS and its results are reported in table 3. 

The table 3 shows that the most significant variables which affect agriculture growth include 

area under cultivation, credit availability and HYVs. The results show that rural population 

is significant at 10% level of significance. Interestingly, the use of pesticides is not found to 
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be significant, which may be due to the fact that inputs (pesticides) are not widely used. 

Most prominently, it can be related to the previous chapter which also found insignificant 

role of fertilizers in Pakistan. Its application is far less than the international level of its use. 

More use of this input could further enhance agricultural productivity. There is almost 60% 

less use of this input, as compared to high yield reaping countries.  It was also pointed out 

that optimal combination of necessary inputs is must for reaping fruitful results. Nonetheless, 

the above evidences indicated that the inputs are not used optimal. The fitness of the model 

is very good; as indicated by the Ȓ - bar square. The value of DW is 2.1, which shows that 

there are no serial correlations. These results are consistent with the analysis based upon 

empirical statistical evidence presented in the last chapter. Thus, the slowdown of spread 

of Green Revolution is confirmed by regression analysis too. The breakdown of regression 

results are presented in the following tables 3, below. The results of table 4 shows that area, 

pesticides and fertilizer are insignificant. This reflects that inputs are not used optimally & 

hence their impact on agricultural output is insignificant. The major contributing factors are 

credit and HYVs. 

It may be noted that capital was the utmost contributing factor form agriculture while TFP 

analysis was carried. Besides, it also contributed significant while value added growth was 

analysed. In agriculture, almost all rural population contributes to agricultural development. 

The children, young and the old people all do contribute to agriculture; however their 

contribution may be direct or indirect. The Ȓ- square is 0.94, which indicates that the model 

is good fit and captures 94% of the total variation in the output. It may be noted that the 

results of the above tables consists of the years in which the Green revolution was not at 

peak.     

Table: 3 Determinants of Agricultural Growth 

Variable Coefficient Std. Error t-stat.  Prob. 

C -94752.34 46193.8 -2.051 0.056 

P 413.47 242.74 1.70 0.11 

Area 7665.01 3406.08 2.25 0.038 

Pesticides 477.489 842.43 0.566 0.578 
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Cr. 1.244 0.43 2.910 0.002 

Fr. 10.21 147.34 0.069 0.94 

HYVs 1133.166 539.76 2.09 0.05 

R-squared 0.974162 Mean dependent var. 108949. 

Adjusted R-squared 0.965042 S.D. dependent var. 23475.35 

S.E. of regression 4389.189 Akaike info. criterion 19.857 

Sum squared residual. 3.28E+08 Schwarz criterion 20.19 

Log likelihood -231.2020 Hannan-Quinn criteria 19.93 

F-statistic 106.8227 Durbin-Watson stat 2.14 

Prob. (F-statistic) 0.000000  

Source: Khalil Y., (2016) P= Rural Population Cr..= Credit 

Fr.  = Fertilizer HYVs= High yield seeds. (1990-2016) 

Table: 4 Regression Results, (Dependent: Agri. Output per Hectare) 

Variable Coefficient Std. Error t-Statistic Prob. 

C 20.33 255.938 0.079 0.93 

Area 11.204 18.872 0.593 0.56 

Pesticides 3.891 4.667 0.833 0.416 

Crd. 0.006 0.0024 2.404 0.02 

FERT -0.053 0.82 -0.065 0.94 

HYV 7.035 2.991 2.352 0.03 

P 2.571 1.345 1.911 0.073 

R-Sq. 0.960869 Mean dependent variable 592.2500 
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Adj. R-S 0.947058 S.D. dependent variable 105.6904 

S.E. of regress. 24.31843 Akaike info criterion 9.458839 

SSR 10053.56 Schwarz criterion 9.802438 

F-stat. 69.57298 Durbin-Watson stat 2.159166 

Source: Khalil Y. (2016). 

 

The literature also shows that after 1960s, the spread of the components of Green 

revolution slowed down, which may have been a major cause for slowing down of 

agricultural output. To capture such impact, regression analysis has also been carried out 

while keeping in mind the peak time of Green Revolution. In other words, there was no 

visible policy to support Green Revolution and agriculture in this era; even today agriculture 

is neglected and farmers are suffering from price instability. After strong protect of the 

farmers, the government has announced a package of PRs. 5000/- per acre to support 

farmers and also the prices of fertilizer have been much curtailed39.  

5. Total factor Productivity (1972-2015) 

The following table 5 and Figure 1, provides total factor productivity for the period 1972-

2015. The agricultural efficiency may be decomposed as technical change, scale 

efficiency, pure efficiency, efficiency change and TFP. The total factor productivity (TFP) 

was recorded 1.01% p.a., for the period 1972-2015.  The TFP has been derived by total of 

(TE) 0.98. These results are similar to (Rao, 2003) & (Akbari, 2010). The value of scale 

efficiency is 0.90, which is less than one. Figure 1 provides relative contribution of each 

efficiency, during this period. The above table 5 has been decomposed form the appendix 

tables.The trend of TFP is low due to low technical efficiency. The technical efficiency 

depends upon scale efficiency, which is 0.90; lesser than pure efficiency. The value of pure 

efficiency is 0.98. It shows that the agriculture productivity is lagged behind the optimum 

level of output; in other words productivity could have been enhanced further and there is 

                                                           
 

39. The package has been announced by the Nawaz Sherif government to support the farmers. It is a general perception that 
the package has not been implemented in its’ full spirit. 
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a potential to further increase agricultural productivity. It also implies that output of 

agriculture could still be increased if inputs are increased and cultivation is done 

resourcefully. Table 5 indicates different efficiencies and total factor productivity.   

Table: 5 Total Factor Productivity Change and Growth (1972-2015) 

Efficiency 

Change 

(EC) 

Technical 

Change 

(TC) 

Pure 

Efficiency(PE) 

Scale 

Efficiency(SE

) 

Total Factor 

Productivity(TFP), 

p.a. 

0.898 
 

1.011 
 

0.986 
 

0.906 1.025 

Source; Khalil Y. (2016) 

Source: Based upon, Khalil Y., (1996) See appendix too. 

5.1 Agricultural Efficiency (1996-2015) 

The efficiency of agriculture is duly decomposed in to five categories (see table 6).  The 

efficiency change remained around 0.9 for the period 1996-2015; except for the period of 

1996-1990, for which it was very low i.e. 0.454. The highest efficiency change was around 

one. Technical efficiency was lowest in 1991-95 i.e.0.561. Nevertheless, the same was as 

high as 1.41 in 2006-10. This period was also good for agriculture. The pure efficiency 

remained round one throughout 1996-2015. The scale efficiency was also lowest in 1991- 

and it was highest in early1970s, which was 1.02. The total factor productivity change was 

Technical change

21%

Pure efficiency

20%

Scale efficiency

18%

TFP

21%

Efficiency change

20%

Figure: 1 

Total Factor Productivity Change and Growth (1972-2015)
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lowest in 1991-95 and it was the highest in 2011-15; the latter was the period of recovery 

of agriculture. 

It may be noted that lowest among all the efficiencies was technical efficiency (refer to table 

6). However, total factor productivity change was fairly good except few years. Besides, all 

efficiency measures were low in the early decade of 1990s. The same pattern continued in 

the late 1990s. During 1990s, agricultural efficiency was not augmented much. The 

economic performance of the economy was also not recorded exceptionally encouraging 

during this decade as well. This decade is also understood as the decade lost, in terms of 

not having respectable growth.  

Table 7 Provides relative total factor productivity by applying different methodologies. The 

agricultural TFP was the lowest, as compared to overall economy and manufacturing 

sector. The Solow adjusted efficiency was only 0.28, as compared to 1.42 of 

manufacturing. The efficiency measured in terms of index Number was 0.39 for agriculture 

and 1.55 from manufacturing sector; whereas the overall efficiency was 0.73; again much 

inferior figure for the agriculture. 

As far as TFP is concerned, capital depicted the highest figure i.e. contributing up to 47% 

toward growth, while the same figure for labor was 39%. We may here wrap up that the 

TFP contributed only 14%, which was very near to the ground contribution. It also reflected 

that the contribution of TFP was not much in the growth of the economy. In other words, 

the growth is mainly thrown in by factors of production; extensive growth, where as in 

developed economies, the major contributor towards growth was efficiency.    

 

Table 6 Decade Wise Efficiency Change 

 

Year/ 

Period 

 

Eff-change 

 

Tech-Eff. 

 

Pur- Eff. 

 

Scal. Effi. 

 

TFP- 

Chg. 

1976-80 0.973 1.012 0.949 1.025 1.004 

1981-85 0.994 0.818 0.948 1.001 0.815 

1986-1990 0.454 0.776 1.015 0.451 0.982 

1991-95 0.930 0.561 0.989 0.941 0.524 
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1996-00 0.950 0.852 0.979 0.970 0.809 

2000-05 0.949 0.851 0.979 0.970 0.809 

2006-10 0.984 1.419 0.990 0.994 1.398 

2011-15 1.008 1.541 1.014 0.995 1.556 

Source: Compiled from Khalil Y. (1996). 

 

Table 7: Relative Sectoral Efficiency (TFP - 1995-2005) 

Technique/Method Aggregate Economy Agriculture Manufacturing 

Solow Resid. (Adj.) 0.720 0.208 1.420 

Solow Resid. 

(un-adj.) 

1.640 1.220 2.340 

Index Number 

(Adjusted) 

0.730 0.390 1.550 

Index Number 

(Un-adjusted) 

1.650 1.281 2.421 

TFP: Relative Percentage Contribution of Factors of Production 

Variables Contribution (%) 

Capital 47 

Labor 39 

  TFP  14 

Source:  Khalil A., (2008). 

 

 6. Effectiveness of Green Revolution Components 

As already mentioned that Green Revolution was introduced in the 1960s, mainly in the 

Indus Basin. However, over time its momentum did not continue and the spread and growth 

of the components of green revolution eventually died down. 

The regression results for the period 1962-96 indicated that only increase in water supply, 

and fertilizer had significant impact on output. However, HYV’s did illustrate significant 

impact on output (table 8). The very reason behind was its spread was not very wide. 
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Moreover, improvement in the HYVs also did not continue. The high yield seeds show good 

results for few years, thereafter, these seed have to be developed over again to reap fruitful 

fallouts. The short run results pertaining to the period of 1985-97 indicated that only water 

increase was significant variable, which significantly affected the agriculture output (Table 

8 & 9). It appears that it is consistent with the overall growth in the inputs during this decade 

and earlier analysis of the same.                               

Table 8: Regression Results (Sample 1962-98) 

Variable Co-efficient  

 

 

R-Sq.= 0.97 

DW= 2.3 

F-stat.= 237.8 

( )= T-Stat. 

*Sig. @10% 

Constant 0.79 

(1.4) 

Irrigation 9.3* 

(1.8) 

HYV’s 0.03 

(1.2) 

Fertilizer 0.29 

(5.8)* 

Source: Chaudhary M. Aslam., (1989. 

 

Table 9 shows that by the year 1985, only irrigation was significant and other components 

were not growing enough to contribute significantly40. The same terms continued for the 

1970s decade too. These outcomes have also been confirmed by agricultural statistics 

which are already analysed in the last chapter. During 1972-95, only irrigation and fertilizer 

was the main contributor for agricultural growth. The rest of components of Green 

Revolution did not breed enough to significantly contribute in agricultural growth of 

Pakistan. 

 Table 9: Regression Results 

                                                           
 

40. It may be noted that the sample size very small, which may not be justified on econometrics ground but it is only indicative of 
trend. It may be the reason that other statistics are also not very good. 
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 (Sample 1985-97) 

Variable Co-efficient 

Constant -0.98 

(-1.15) 

Irrigation 0.62* 

(1.6) 

Fertilizer 0.14 

(0.95) 

*= Significant at 10%                             R-square = 0.7 

DW= 2.4    F-stat. 10.9 

Other variables were dropped since they performed very poor. 

Source: Chaudhary M. Aslam., (1989). 

7. Agriculture Reforms and their Impacts 

Although, the agriculture sector is backbone of Pakistan Economy, at a halt it was not the top 

priority in the First Five Years Plan (1955-69). Nevertheless, it was aim of public sector to 

perk up the structure of agricultural sector. Consequently, the following recommendations 

were proposed. It was recommended that there should be a ceiling on agricultural assets. A 

ceiling on agricultural land holding was recommended as 150 acres land (irrigated) and 450 

acres are for barani land i.e. non irrigated land.  The ownership rights to the cultivator need 

to be pledged. There was such land which was cultivated by tenants but its ownership was 

with the government. It was realized that if its ownership right are transmitted to tenants, it 

will raise productivity. Besides, it will help the small farmers to hold land. Moreover, land 

fragmentation should be improved, for which different tactics of land, owned by one owner, 

requires being set simultaneously, which will not only hoard water for irrigation but it will also 

look up productivity of farm. It will also hoard farmer’s time and energy. In this perspective, 

Land Reforms Commission (1959) was constituted. The commission proposed that land 

ceiling should be 500 acres for irrigated land 1000 acres for un-irrigated land. Although, it 

was a high ceiling but still it was important in terms of stating a process to place importance 

to agriculture. It was also realized to break monopoly in the agriculture sector.  Ghulam Ishaq 

Khan suggested ceiling for a family as 300 acres for land (irrigated) and 900 acres for 
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uncultivated land. Even though, the reforms were not very thriving but they must be 

considered as an important step towards the improvement of agriculture.  As a result of these 

reforms, about 2.5 million acres were resumed which was 4.5% of the total agriculture land.  

An imperative step taken was that nearly 2.3 million acres were distributed among more than 

180,000 tenants, which facilitated small tenants’ farmers. There was also a dire need to 

establish tenant rights. However, the reforms did not address issues related to these 

concerns. The tenants were maltreated by the landlord by imposing beggar (freelancers); for 

their own home services, inputs cost imposed on tenants and also major share from output 

was taken away by the landlords. 

7.1 Second Land Reforms in 1972 

The earlier reforms were not very triumphant, in terms of its impact but it laid foundations for 

prospect improvement in agriculture. The lesions help to chalk out new agenda for reforms 

in 1972. It was realized that ceiling on land ownership should be on the basis of individuals, 

not family based. The family based land ceiling was one of the bases for its failure. The land 

lord changed the owner ship title to their children, wife and other relatives and it did not have 

much impact on the structure of farms. Thus, it did not lead to much up gradation in farm 

efficiency. Besides, there was also a need to consider basis for PIUs’ which were not cogent 

on the basis of different areas41. In the light of above, the land ownership ceiling was fixed 

as 150 acres irrigated area and 300 acres for uncultivated area (15000 PIU’s). Moreover, 

3000 (PIUs) were allowed for tractor holders. The 1973 act was modified and the ceiling was 

lowered to 12000 PIUs. Besides, 2000 PIU’s were also permitted for tube wells and tractors. 

It may be noted down that the ceiling was level headed, while no concession was allowed for 

orchards.  However, inter family transfer was allowed to 14000 PIUs. Land ceiling was also 

fixed for civil servants. However, it was not compulsory for military personnel. The impact of 

reforms was significant. As a result, 1.3 million acres were resumed and around one million 

acres (0.9) were disseminated among cultivators. There were 76,000 growers who benefitted 

                                                           
 

41West Pakistan land Revenue Act 1967 was implemented under which fixed assessment, fluctuating assessment and sliding 
scale, based upon prices were introduced. Assessment rate was reduced from 33% to 35%; based upon rental value of land, as 
well as, value of crop. In 1969 Martial Law was imposed and Pakistan merged to one unit and fixed revenue rated were 
imposed which remained up to 1977/78. The water rates were fixed. 
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from this reform. The tenants and small farmers got 12.5 acres’ farm in Punjab and NWFP, 

which was a good step to convert inefficient farms in to economic size of the farms. This limit 

was 16 acres for Sindh. Most prominently, the tenant and Landlord share in crops output was 

fixed to 50:50. By these acts, first time tenants’ rights were improved and recognized. 

However, still it may have been suffering from unfortunate implantation of rules. There was 

still a need to carry on this process, so that not only agricultural farms needed to be converted 

to commercial farms but the tenants also need to be further supported. Most significantly, 

there was hardly any step taken against absent landlords. The productivity of such farms 

may have been affected due absent landlords. 

7.2 Land Reform Act 1977 

 A new Land Reform Act 1977 was introduced and as a result, individual land ceiling was 

fixed 100 acres for irrigated land and 200 acres for uncultivated land (8000 PIUs). Landlords 

were compensated for land resumed. Agricultural tax was introduced for big landlords. Under 

Finance Act 1977, farm owners up to 25-50 acres were exempted from direct tax. Land 

revenue was also abolished for small farmers. About 176, 000 acres were resumed and 

86,000 acres were distributed among farmers. Hardly, only 13,000 farmers benefited. Its 

implementation remained unfinished agenda. During 1977, the government of PPP did not 

continue and as a result the reforms were not implemented. Hereafter, the land reforms did 

not continue and still remain an ongoing agenda for the step up of the agriculture policy 

makers 

8. Comparative procurement Support Prices And Free Market Prices 

In the past eras, price hikes were observed in the prices of major crops (staple food) in 

Pakistan. In 1955, the procurement price of wheat was Rs. 9.5 per 40 kgs., which was further 

raised to Rs. 12.5 per 40 Kgs. in 1959-60. The price of rice was also hoisted from Rs. 28 to 

Rs.31 in `1959-60. It was announced that price will not be curtailed in the next three years. 

The storage of buffer stocks continued to protect consumers and for price stability. The wheat 

support price was announced PRs. 300 per 40 Kg which continued for 3 years up to 2002-

03. In 2003-04, the price was up to Rs 350, which was further enhanced to PRs. 415 in 2005-

06. It may please be noted that it depicted negligible increase in these prices which was still 

far below the market price, as well as international price. As a result its role remained trifling; 
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in terms of improving productivity and production. However, it did hold up prices at the time 

of harvesting of a crop. 

In 2006-07, the wheat support price was announced as Rupees 425 per 40 Kgs., which was 

enhanced to Rs. 950 in 2008-09. The same price persisted till 2010-11. For 2011-12, the 

wheat price was announced Rs. 1050 and further to Rs.1200 per 40 Kgs. in 2012-13. In four 

years this increase was Rs. 270 which is an annual average increase of around 3%. It may 

be noted that inflation in Pakistan was double digit. Thus, there was no match with increase 

in input prices and general increase in prices. In 2012-13, wheat price was raised to Rs. 

1200, which remain valid for almost two years. Again in 2014-15, the same price was 

enhanced to Rs. 1300 per 40 Kgs. and it is still effective in market. The above price pattern 

shows that it was ill-assorted with sectoral terms of trade, while inflation still lingered at double 

digit figures. 

8.1 Instable Procurement Policy: Wheat 

The instable policy of the government may be moderated from the procurement of wheat 

over time. In 2000-01, 8582 thousand tonnes of wheat was procured, which increased to 

9200 tonnes in 2008-09. It was reduced to 5792 thousand tonnes in 2011-12. It is a sheer 

bleak that it barely reached to 7050 thousand tonnes in 2015-1642 . The above figures 

demonstrate that the procurement policy was not unswerving. Overtime, with the increase in 

production and consumption, its’ procurement should have been increased; both for price 

stability and to support the farmers. But, in reality, the procurement of wheat not only 

decreased but it also generated wrong signals for producers; which not only resulted in 

instability of the market prices but also discourage farmers to increase its production.  It may 

be noted that wheat is not only a major crop but also a major component of food in Pakistan; 

therefore, uncertainty in the production of such major crop also affects cultivation of other 

crops. Although, the procurement support price policy seldom facilitated agricultural price 

stability but it still helped to some extent at time of harvesting of crop.  

                                                           
 

42 It is understood that if government had buffer stocks in one ye4ar, it will procure less wheat next year; which could be a 
reason for less procurement. But it does not support that price policy is consistent and such actions helped to support the 
prices. All major producers provide subsidies for such food crops, but in Pakistan hardly any such policy was implemented. 
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8.2 Support Price: Rice 

The support price of paddy rice (basmati) was announced as Rs. 385/40Kg in 2000-01, which 

remained the same up to the years 2002-03. In 2003-04, a piece meal increase of rupees 15 

(Rs. 400/40Kg) was announced. The same price further increased to Rs. 460 in 2005-06. In 

2008-09, its price was increased to Rs. 1250, which was reduced to Rs. 1000 by the next 

year. After this, its price was barely supported.  It was for the first instance that the price of 

wheat was announced close to market price and the farmer responded to this price increase. 

The output of wheat augmented to higher levels, thereafter. The area cultivated also 

increased and Pakistan became exporter of wheat. It was an obvious signal; that farmers do 

respond to prices and the government support policy can have prolific results, if it is based 

upon market principals as well as economic fundamentals. 

8.3 Support Price: Sugarcane 

 The support price for sugarcane in Punjab was announced as Rs. 35/40 Kg. in 2000-01, 

which was raised to PRs.42/40 Kg in 2001-02, which sustained till 2004-05. The same price 

was increased to PRs. 80 in 2008-09 & then to PRs.100 by the next year.  Its support prices 

were PRs.125 in 2009-10 and PRs.125 in 2010-11. In 2011-12, the price was raised to Rs. 

150 and further to PRs.170 in 2012-13. In 2014-15, the same price of sugarcane was 

enhanced to PRs.180 per 40Kgs. It may be noted that the prices was at the factory gate, 

which reflects that the transportation cost was to be borne by the farmer. It is stated that the 

price of sugarcane was consistently raised to assure stable supply of sugarcane to the 

factories. It is imperative to mention here that more than 80% of factories belong to elite ruling 

class or influential people. Therefore, its area under cultivation improved and so did the 

production. The upshot of this is that Pakistan emerged as an exporter of sugar. 

8.4 Support Price: Cotton 

The seed cotton phutti price was announced PRs.725/40 Kgs. Later on it was enhanced to 

Rs. 975/40 Kgs. And it was further increased to Rs. 975 in 2005-06. The same price was Rs. 

1465 in 2008-09. Thereafter, its price support was not much in action and non-compatible 

with market price. In 2014-15, its’ support price was Rs. 3000. Its support did not persist 

consistently. The production and cultivation also not only fluctuated over time but also the 

farmers suffer losses for its cultivation. Such volatility is still there and farmers continue to 

suffer from its cultivation. 



80 

 

The tariff on cotton was also reduced, so that the farmers can fetch better price. As stated 

earlier, this price was much lower than international price. As a result farmers continued to 

suffer income loss; since they did not get the market price of their product. In the second and 

third five year plan (1965-70) some importance was placed to price mechanism. However, 

still limited price support policy was adopted and farmers still did not get full price of their 

produce. In spite of the above, assistance was provided in terms of mechanization of 

agriculture and spread, as well as provision of Green Revolution inputs. This package 

enhanced agricultural production.  Furthermore, improved marketing and credit provision 

were made to farmers. During this period PL-480 US funded program of aid was launched 

which affected local prices and farmers too. The import of wheat under this program 

discouraged domestic farmers, since they did not fetch the same price, as paid for import. It 

is interesting to note that such items were imported at higher internationally price, which 

supported foreign farmers, while it negatively affected local growers; since they were paid 

lower price.  In other words, the import of such products discouraged domestic farmers, 

however, by fetching higher prices by foreigners were benefited; on the cost of domestic 

growers. There was hardly any competent local institutional framework which may have 

guided the government. Of course bureaucracy continued policies which were based upon 

adhocism; without any sound foundations. In 1967 the support price of wheat was increased 

to PRs.17 per mound and it was announced that this price will remain effective for years to 

come. The price of rice was raised to Rs.38 (1968-1969). It is imprudence that prices will not 

be adjusted to increase in inputs cost and it was expected that policies will reap fruitful results.  

Such partially effective policies unrelentingly distorted agricultural prices in long run. The 

government continued to buy wheat on support prices to achieve price stabilization. The 

government barely brought around 13% of the production of wheat; which lend a hand to 

some extent to price stability for the time when crop was harvested. It was hardly relevant 

price at the end of season. It is fascinating to note that the price of wheat was reduced to 

PRs.32 in 1970; against the commitment of not doing so.  Furthermore, this process of 

support prices remained persistent. The support prices of agriculture procedure escorted to 

improve agriculture output. Nevertheless, it did not help to feat full potential of agricultural 

communities.  
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8.5 Under-pricing of Wheat 

The free market prices of wheat were always lower than the market price. The same prevailed 

up to the years 1992-93. There was only one or two years when support price showed a 

modest increase than the market rate. During 1985-72, the support price was 2% to 4% 

higher than market price of wheat. However, the same price was around 5% higher in 1983-

84 and 1991-92. Things did not differ across most of spectrum of years. In spite of the lower 

support prices, as compared to market prices, the public sector purchased 42% of the output 

of wheat in 1986-87 and 20% in 1992-94. There are two major blows of this policy. The 

positive impact was that when farmers needed such support; prices were stabilized at the 

time of harvesting. Conversely, the policy did not have significant impact on price policies in 

long run because non- economic measures at the time of harvesting kept the prices low and 

farmers were not able to fetch real prices of wheat. The movement of wheat mostly remained 

restricted across districts. It helped the government to procure wheat for its use at low prices; 

for militia and other uses. Such practices also kept the market prices stumpy. It is unfortunate 

that markets are under-developed in Pakistan, which leads to impediments for simple 

farmers.  The Arthy (commission agents) system, hidden deals and purchase of standing 

crops, crop sold to the lender are some of the examples that farmers face due to instable 

market mechanism in Pakistan. A point in note is of the real value of support price which was 

as low as 10% of the market price in some years43. 

9. Agricultural Terms of Trade 

The terms of trade may be toiled out to analyse advantages with respect to other crop, 

sectors and also at international level; especially allowing for their growth in prices and 

income. The commonly used terms of trade are given below. i) Barter Terms of Trade are 

expressed as the farmers receive price for their output to non-agricultural goods prices paid 

by the farmers. It is measured in terms of indexes. i) The income terms of trade are articulated 

as under. It is estimated that by multiplying the index of barter terms of trade with the index 

of agricultural output (income). It reflects purchasing power of the farmers in agriculture 

sector. ii) The adjustment of single factor’s terms of trade with the changes in the productivity 

                                                           
 

43Niaz S. (1995) has provide a good analysis of the same, see pages 60-65. 
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of non- agriculture sector. This method reflects double factor terms of trade. iii) The single 

factor terms of trade is reflected as deflating the income terms of trade by productivity index 

of agriculture sector. Most common and aggregate measure of terms of trade (ToT) is inter- 

sectoral ToT, at domestic level and at international level, across border prices are used for 

parity prices.  

In Pakistan domestic terms of trade, measured as barter terms of trade were compatible from 

1962 to 1969; which are slightly complimentary for agriculture. However, the same were not 

attuned thereafter i.e. in the years of 1970 to 1983; rather these terms depicted hostile 

circumstances for agriculture. (Cheong & D’Siva, 1984) The same has worked out 

encouraging for agriculture as stated by Qureshi S. (1985). The income from terms of trade 

were estimated positive to agriculture since 11959-60 to 1984-85 44  (Cheon & D’Silva) 

&Qureshi S. (1985). The barter terms of trade of agriculture for 1981-91, as well as, income 

terms of trade were also favourable for agriculture (Salam A., (1992). 

9.1 Domestic and International Terms of Trade 

It is a general perception that the sale of agricultural output was restricted across districts 

and across the country. Such restrictions led to fetch lower prices by farmers for their output.It 

was a policy of the government to do so to meet the procurement of different product; either 

to stabilize agricultural prices or to interfere in market prices to keep them low so that cheap 

food is provided to consumers. It also helps the workers to buy cheaper food which kept their 

cost of living and they accepted lower wages. Besides, urban consumers also benefitted from 

such policy of controlling prices of agricultural produce. Even if it may be conventional that 

such policy had some rationale to benefit industrial sector to foster industrial revolution, but 

still there seems barely any justification of why the elite provided such benefits, on the cost 

of poor farmers. There was a call for better policy mechanism which may have less off-putting 

impact on farmers’ income. It was observed that from the years of 1979-80 to 1993-94, on 

average the international prices of wheat was 15 % to 20% higher than the price paid to the 

farmers at home45. This reflects that it worked as hidden income tax on farmers. It may be 

                                                           
 

44For details see Niaz S. (1995, chapt-13). 
45For details see: Agricultural Statistics of Pakistan 1992-13, Pakistan Economic Survey 1993-94 and also see Niaz S. 1995. 
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noted that paradoxical to above, even today it is alleged that there is no agricultural income 

tax, which is necessary to mobilize public revenue.  However, the case was different for 

editable oil seeds.  

The agricultural policies were focused on to raise domestic production of oil seeds and as 

policy matter its price was kept lofty. The result was that farmers responded to this price and 

the production of oil seeds (sunflowers) were substantially amplified46.It was noted that the 

price of oil seeds was as high as over 60% for some years, as compared to international 

prices. This phenomenon was more prominent since the years of 1985-86. As a result, local 

production of oil seeds substantially substituted its imports. Presently, Pakistan is producing 

190,000 tonnes of sunflower seeds (2013-14). However all oilseeds production was 

3987,000 tonnes (2013-14)47. 

As stated above, agricultural policies were also complimentary for uplifting the production of 

sugarcane. The domestic price of sugar cane was 10% to 25% higher than its boarder prices. 

The support continued between 1982- 1988. Thereafter, its price was lower than the 

international prices48. However, by then the sugar industry was developed and Pakistan not 

only sustained as self-sufficient in sugar but also exporter of it too. 

The prices of cash crops were also controlled by the government. Private sector cannot 

export such products. Rice Export Corporation had monopoly to set its prices. Well intended 

policy was adopted to extract revenue from farmers by keeping price low for rice at the 

domestic level.  The rice export corporation was the sole buyer (monopsony) of rice at local 

market and it exports the same at much higher prices and fetched the most of the surplus. 

Still it was claimed that farmers are not taxed. Between the years 1982/83 to 1990, the 

domestic price paid to farmers was 47% to 36% lower than the international price of rice. 

This was nothing but a hidden tax on unfortunate farmers. In other words, a farmer who 

cultivated even one acre of rice has to sell the surplus in the market and he was paying, on 

                                                           
 

46. For details of the progress made in respect of oil seeds growth see. Agricultural Statistics of Pakistan and Pakistan economic 
Survey. 
47For details see Pakistan Economic Survey, different Issues GOP.  
48.Overtime, the sugar industry was taken over by the elites in the government. They may have kept its prices low to reap the 
surplus from this crop. The results were that farmers suffered not only due to lower prices paid but also delay in payments. 
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average over 36% of hidden taxes. No wonder that poverty breaded over time and deprived 

farmers are still suffering on the cost of inefficient agricultural price policies. Since 1992, the 

role of such monopsony was eradicated. Being a signatory to WTO, Pakistan abolished such 

entities and presently these organizations do not subsist. Nevertheless, still Trading 

Corporation of Pakistan (TCP) is there to efficiently manage surplus and deficient production 

in the domestic market. Since 1991-92, the price of rice has become much competitive. 

 Cotton is also a cash crop, as well as, a major crop in Pakistan. Pakistan is among top six 

cotton producers in the world. In Pakistan, the price of cotton lint was also controlled by the 

public sector. For this purpose, Cotton Export Corporation (CEC) was established.  The CEC 

was used to purchase cotton from the farmer and it was the sole exporter of cotton. The 

public monopsony for purchase of cotton (CEC; 1982-1994) extracted much larger amount 

by the trade of cotton, as compared to rice. It also paid almost 52% to 13% lower price to 

grower in the domestic market, as compared to its international prices. Thus, this was again 

a kind of indirect tax, which incurs almost on all small and large grower of cotton in Pakistan.  

Such policies not only exaggerated cotton production but it also suppressed farmers’ income. 

On the other hand, even in present, the farmers are deprived from basic necessities such as 

health, education, and potable drinking water and sanitation facilities. 

10. Agricultural Subsidies 

Agriculture is not an industry but a way of life; generally claimed by Japanese’s farmers. Even 

though, Japan not being agricultural state, still scarcely produces rice. Astonishingly, it still 

raises objections that agriculture may not be under the agenda of WTO rules and regulations.  

Almost all major dominating developed countries do offer heavy subsidies for agriculture; 

either to stabilize prices or to support farmers’ income and stable supply of agricultural 

produces. In Pakistan the subsidies provided were trifling. A piece meal support was provided 

for inputs. By a hair's breadth, some price incentive was provided to the farmers. The result 

was that agriculture is still in embryonic stage. 

In Pakistan small amount of subsidy was provided for fertilizers, tube wells, agricultural credit, 

irrigation, electricity, pesticides and High Yield Variety of Seeds (HYV’s). In ten years, on 

average, an amount of only Rs. 17 million subsidies was provided for tube wells for the period 
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of 1980 to 1991. Between the years of 1980-1985, on average the subsidy provided for 

electricity was only just PRs.110 million. Subsequently the same subsidy, on average per 

year was between Rs. 1 Billion to Rs. 2 billion i.e. up to 1992-93. Another inner most fact to 

be noted here is that farmers were indirectly taxed heavily while, on average, per annum 

PRs.1.5 to over seven billion subsidies was provided to consumers for wheat sugar and 

edible. A similar trend sustained in long run as well. The growth of subsidy was far less than 

the increase in the electricity rates. 

It may be noted that, on economic grounds, different fertilizers like nitrogen, phosphate and 

potassium fertilizer and large area was affected from sodality, which call for public measures 

such as subsidy. Besides, agricultural machinery may also be subsidized, for mechanization 

and for new area to be brought under cultivation. Similarly subsidy is also needed for water 

for irrigation (tube wells) for barrani areas. 

11. WTO and Support Prices 

In nutshell, the basic purpose of support prices was to soothe the prices and not let it fall 

below the minimum level of price. Such an objective was achieved successfully, but remained 

limited to only for the harvesting time period. Nonetheless, the major goals to uplift the 

agricultural output and seek self-sufficiency as well as to accelerate economic growth based 

on agriculture were hardly achieved. Over and above, with the emergence of WTO, such 

price control, monopolies and hidden subsidies could not continue; as a member of WTO. 

Besides, it was vital to develop efficiently so that the output may compete at international 

level. Thus, the government abolished rice Export Corporation and cotton Export 

Corporation. As a result, Trading Corporation of Pakistan (TCP) was established and its role 

was also limited to the extent that it will only assist in disaster and big shocks. Pakistan 

introduced domestically trade reforms. The major objective of these reforms was to meet 

WTO obligations and help to establish competitive production. The domains of APCOM were 

rationalized as agriculture policy institute. By 2002, the economic coordination committee 

(ECC) limited such activities to core crops such as wheat, rice and cotton. The private sector 

was allowed to export surplus agriculture production. The agriculture price institute was 

established to aim at to even out national and international policies, conduct agriculture 

research related to demand and supply, trade input prices and output prices etc. It was also 
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supposed to offer guidance to institute efficient production and suggestion for competitive 

production. Besides, to evaluate impact of public policies on prices, exports, domestic 

consumption and production, It was also its’ responsibility to aid in providing international 

training facilities to perk up expertise in this area. 

There is an ominous need to support and accelerate agricultural growth by stabilizing prices, 

provide subsidy, transfer and diffusion of modern technology, improvement in the spread of 

modern inputs as well as, significant investment in this sector. Prospects are there for 

extensive and intensive growth in agriculture. It will accelerate industrial progress, GDP 

growth and export sector of Pakistan. 

 12. Agriculture Income Tax 

Agriculture Income Tax is a long awaited debate in Pakistan49. It is argued that to widen the 

tax base, agriculture tax must be imposed. This sector is out of tax net, although it has 20% 

share in GDP. On these grounds, it is expected that it may contribute towards resource 

mobilization. One logical argument is that people avoid tax by showing agriculture income; 

although the sources of income may be other than agriculture. Since agriculture is not taxed, 

therefore, people succeed to hide their non-agriculture income to avoid taxation. Besides, 

agriculture income tax is considered flexible and income-elastic; as compared to other taxed 

like land tax and Aabyana50 etc. Such charges remained below one billion rupees. Although, 

agriculture income tax has been imposed in Punjab, however, still to mobilize resources from 

agriculture is far away. There is no proper mechanism to collect such taxes nor there seems 

much potential for it. Agriculture in Pakistan consists of small farmers and they may not come 

under taxation. On the other hand, the large farmers or the tax avoiders who hide their income 

on the name of agriculture are out of the reach of government. In other word, the inability of 

the provincial governments leads to non-implementation of such income tax laws; these 

people are either a part of government or they are influential people. The agriculture income 

is also uncertain, therefore, collection of revenue from agriculture income is not an easy task. 

                                                           
 

49.This section is mainly derived from Zaidi (2005) 
50. Presently, the government of Punjab has fixed these charges, which were based upon irrigation. It helped to avoid 

corruption.. Aabyna is a charge on irrigated land for water charges/uses. 
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On all above, presently the farmers are suffering due to price instability, low subsidies and 

inadequate credit facilities, increase in inputs and electricity tariff and low procurement prices. 

Due to above, it is also stated that agriculture is overtaxed; the small farmer also pay indirect 

taxes, which hardly justify on the ground of ability to pay tax. Moreover, there are already 

hidden taxes, even on small farmers which are shoddily effecting rural population. Thus 

extraction of resources through taxation remained a difficult task in Pakistan. The National 

Taxation Reform Commission (NTRC), 1986 explored potential for agriculture income tax but 

it was not much fruitful. The industrialist, traders and salary classes continuously argued that 

agriculture income need to be taxed and this sector may be brought under tax. These 

organizations succeeded to impose agriculture income tax but practically there is hardly 

much revenue collection from this sector. 

 In 1996-97, agriculture income tax was introduced by provinces; although its rates were very 

low, which were expected to go up in phases.  In the first phase presumptive tax was to be 

imposed. It was based on per acre basis; different rates for irrigated and barrani land limit 

was considered. The exemption limit was 12.5 acres and 25 acres for irrigated and barrani 

land. These limits seem hardly justified, say, if an owner of 12.5 acre is absent landlord, he 

will get one- half of the output. After sharing input costs and other charges, he may not 

receive an income from more than six acres. On above of this, due to shortage of water, 

hardly half of the total area is cultivated in one season, therefore, his income will be limited 

to only three acres. How such an income tax may not be justified. Even an owner of 12.5 

acres, hardly receive income from half of that land, in one season. These hard ground 

realities, as well as, non-professional attitude of the policy makers make such move 

unsuccessful. The tax rates and land limits were to be changed to achieve tax revenue up to 

0.5% of GDP. In the second phase, 1998-2000, the tax system was to be changed and 

assessed on the rental value of land; such basses were to be developed on the district level 

rental value.  By the end of this phase it was expected that the revenue will reach to around 

5 billion rupees. In the final and third phase, thereafter, the tax assessment was to be made 

on the basis of land potential and land income, as well as rural income potential. In this phase, 

poultry farms, livestock and other sources of income were also to be tapped. It was projected 

that such revenue will reach to 50 billion rupees. Due non serious attitude of the 
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governments, it remained nightmare to be realized. The land revenue hardly realize to 203 

billion rupees, which constitutes around 0.02% of gross domestic income51. 

 13. The Threat of Water Shortage and Water logging; The Challenges 

Environmental changes of various kinds are hastening wide-reaching borders, posturing 

momentous confronts for agricultural water supply for irrigation, as well as, for agricultural 

productivity. On the face of above, India is building new dams on the rivers from which water 

flow to Pakistan. It will have significant impact on Pakistan’s agriculture. The World Bank was 

involved in the treaty for two rivers already controlled water. With the help of World Bank the 

water supply of these rivers was compensated by building new dams. Pakistan is again taking 

this new case to the World Bank to settle the new water dispute with India; since it is violation 

of water treaty with India.  If India succeeded in stopping this water, it will have serious 

consequences not only for agriculture but also on environment in Pakistan. The total 

availability of water for 2018 ( Kharif) was 59.9 MAF against the ave. of 67.1 MAF, a short 

fall of 11.2%. The same shortfall in 2017 was over 14%. This threat is increasing over time, 

whereas there seems no effective plan to meet this emerging shortage of water (PES-2018-

19). 

Pakistan has one of the largest canal systems, on which Pakistan’s agriculture is dependent. 

More than 80% of total cropped are depend upon canal and tube well water for irrigation. The 

economic development, particularly agriculture was a result of investment in irrigation in the 

1960s. As a result of this investment, sustained and respectable growth in agriculture up 

lifted economic growth in Pakistan. As already mentioned that, overall, growth of the 

economy is dependent upon the progress made in the agriculture. It is the very reason that 

agriculture is backbone of Pakistan’s economy. 

Akmal H. (2003) carried out detailed analysis of the water issue in Pakistan and stated that 

canal system need maintenance to carry out required capacity of water for irrigation. 

Although water courses have been build but without maintenance of canal system the 

investment in watercourses will not be much fruitful. A major issue is that, due to several 

reasons, water does not reach at the end tail of canals. It seems that such outcome is a result 

                                                           
 

51 For further details see; DAWN, daily, Econ.  and Business Review,28 June -4 July 2010. 
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of poor maintenance of canals, water theft and breakdown of law and order in this respect. 

The World Bank study (1994) revealed that water supply efficiency has dropped to 30-40% 

for delivery of irrigation water to the end tail of canals. The large and influential landlord who 

have their land on the bank of canal steel water, as a result thousands of acres of land  

become infertile which is located at the end-tail. The government is trying to solve such issues 

but corrupt system does lead to achieve fruitful results. There is a need for more rigorous 

efforts to bear some fruits in this respect. In addition to above, the ground water level is 

dropping deeper and deeper which results in failure of tube wells. The tube wells have to be 

installed deeper which imposes additional costs every year. Almost more than 30% public 

sector tube wells are installed in Baluchistan, where this problem is very serious. The lags in 

implementation of public policy results in failure of crops due to shortage of water. The effort 

of the government to improve water courses and their alignment has significantly improved 

water supply and efficiency. It is understood that canal water was wasted as a result of 

leakages, theft and poor water courses; which have been improved much now. Such efforts 

of the public sector and Water courses improvement department must be appreciated for 

their significant contribution in this regard. Besides, two dams have been planned, which will 

take decade to benefit from them( Basha dams etc..). 

It is expected that in future water for irrigation will be an important issues for agriculture. 

There is hardly any effective planning to improve the water supply for agriculture. The century 

old canal system is getting old and hardly maintained. Although, new small and large dams 

are in the pipe line but their progress is in poor condition. Therefore, water shortage will 

become a serious threat for Pakistan’s agriculture. The reservoirs of water are inadequate in 

Pakistan (Khan M. H., box 1). 

There is a need to build new dams, as reservoirs of water. The present Nawaz Sharif 

government (2013/14-to- 2017) has made significant progress in this respect; identifying new 

dams and started building new dams. Building Kala Bagh Dam is essential; however, it has 

been victimized of politics. A technically and economically sound project has been ignored, 

in spite of spending heavy amount for its feasibility. It could have significantly contributed for 

agricultural irrigation and supply of electricity generation. Barely any serious efforts were 

made for its construction. Improvement in canal system, its maintenance and by improving 

its efficiency could save a significant amount of water. The old canal system and unfair 

distribution of water, as well as, its inefficient use has significantly affected irrigated land due 
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to raising water tables, salinity and water logging. The building of canals, to drain surface 

water, in the water logging areas has helped to improve the land, which has been now 

cropped; still over 20% of irrigated land is suffering from water logging. However, it may be 

noted that it is a crude method, which has delivered fruitful results after 30 to 40 years. In this 

era of advanced technological development and modern chemicals development, there is a 

need to invest in this direction for quick improvement and rehabilitation of agricultural land. 

Moreover, on the one hand the agricultural farms are being converted to uneconomic farms 

due to inheritance laws, which leads to not only unprofitable farms  but it’s also create hurdles 

for applying modern inputs52. In most of the areas there is still fallow land which is waiting for 

adequate water supply for cultivation.  

  This issue is more serious where ground water is not fit for irrigation and tube wells are not 

possible to be installed. Besides, inequality of income and power, on the face of poor law 

and order situation, is significant bearing for agricultural uplifting. Agricultural reforms 

remained fragmentary agenda 53 . On the face of above, not building adequate water 

reservoirs, floods not only destroyed cropped land but it also led to erosion of land, destroying  

farmers’ houses,  and canals, marine life, as well as, water course. Unplanned discharge of 

sewage and waste water in to the rivers, canals, and water courses and agricultural land is 

also creating health hazard for human. Similarly, uncontrolled urbanization is affecting 

agricultural output. Thousands of agricultural land has been vacated for urbanization, lying 

ideal even to be utilized for housing from decades. This phenomenon is evident around all 

major cities. Along the canal, a system based upon tree plantation was there to address 

raising water table has now been almost destroyed. Even in the rural areas such trees have 

been either destroyed or stolen with the help of corrupt irrigation departments. No alternative 

measure have been undertaken to safeguard the system. There is an urgent need to address 

above cited issues for efficient utilization of irrigation water and to address the issue of water 

scarcity threat in near future.  

                                                           
 

52 . The small farmers do have capacity to buy modern input like HYVs, fertilizers and pesticides, which seriously affects 
productivity of these farms.  There is a need to convert these farms to economic level; if not possible to convert them to commercial 
farms.  Japan has done this job wonderfully, where even a farm of 4 to 5 acres is considered a large and commercial farm; having 
high productivity. 
53. It is generally argued that land reforms can’t be carried out due to decision of Higher Court in this regard. Where there is a will, 

there is a way; economic devices and policies like pricing could be utilized to get fruitful results.  
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Box: 1 

Water Availability Issues 

“....the availability of water has been constrained by several 

factors, some at the regional and others at the village level. 

Water act as major constraint because its management at 

the canal and farm level is very poor, caused by inadequate 

physical infrastructure and the low level of water charges. 

Its distribution generally discriminates against the tail-

enders and small farmers because of the unequal power of 

the small and large landowners in the village. In view of the 

chronic shortage of canal water in the country, the regions 

at the tail-end of the system are handicapped in adopting 

new crop varieties and adjusting the cropping pattern. 

Farmers in Sindh, in particular, are adversely affected since 

they are at the tail-end of canal system and they cannot 

make use of the groundwater.......the persistent shortage in 

the government’s irrigation revenue to cover the 

maintenance and operation costs of the canal system”. 

(Source: Khan M. H. 1999, in Khan, shah Rukh, R.,  Fifity 

Years of Pakistan’s Economy, Oxford, Karachi, also see Zadi 

2015 p. 90). 

 

Notwithstanding the above, the system of water pricing (Aabyana), is an old and inflexible 

system. Its’ collection system is also a rotten system. With the development of banking 

system and technical expertise, the system need to be improved and updated, this is 

expected to breed efficiency in the collection of revenue. Besides, its’ rates need to be 

updated too. Moreover, population growth and poverty in the rural areas is threatening to 

agricultural development.  It not only led to degradation of environment but it also caused 

deforestation, damaging plantation, soil erosion and flood damages. Misguided agricultural 

policies and ignoring agriculture, thinking it will grow its own, seems to add to its neglect. 
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Bimodal policy to develop agriculture and Industry has also led contributed develop none. 

The efficient use of water is still a dream; drip and sprinkling water cultivation is still far 

away from large segment of the farmers. Agricultural efficiency has also been affected by 

price distortion, inadequate application of modern technology, indiscriminate use of 

pesticides and chemicals. 

14. New Challenges and Emerging Vision 

2025 vision chalked out seven major mainstays of Pakistan economy. The fourth major 

mainstay of Pak economy as per this vision was envisaged as water, energy and food 

security. There is an encouraging progress on the generation of energy, since energy load 

shedding has been reduced up to significant level; although the problem is not completely 

surmounted. Although, concession have been allowed for agriculture sector to provide 

energy at competitive rates but still such input cost is very high. Particularly, irrigation 

through tube wells is one of the major sources of water for irrigation. The methods of energy 

generation are based upon high cost; therefore as a result this input will prolong to be costly 

for agriculture. Of course food security is one of the top priorities for all nations. Pakistan 

is food self-sufficient country but the challenge is to maintain it in the future. The agricultural 

production is victim of several factors including natural calamities, which need to be brought 

under control by applying modern techniques of production. Pakistan is far away to 

maintain agricultural sustainability and its growth also fluctuated significantly.  In this vision, 

major focus is on cost effective agricultural production. The matter of the fact is that such 

visions remain on papers and hardly implemented. Pakistan does not have still any 

insurance mechanism which may help farmers to protect them from crises54. The main 

concentration under Vision 2025 is given as under (box: 2). 

                                                           
 

54. Although, insurance scheme for crops failure has been introduced but it is far away to capture its objectives. 
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The above cited vision is a guideline for addressing the issues. However, it remains to be 

made out that how are these objectives achieved. The vision is developed at the federal 

government level, nonetheless it is a obligation of the provincial supervision. The 

cooperation between federal government and provisional administrations is still to be 

distinguished. Pakistan already has surplus of main food grains but on the face of it, poverty 

is increasing due to inability of the neglected poor class. Food is out of reach of this class; 

inadequate food availability; whereas children die due to unavailability of food items.  It 

appears that the issue is not availability of food but its management. Corruption occurs as 

a major obstacle which hinders its supply to the poor. It is one of the reasons that over 30% 

of population do not have two times meal. 

Notwithstanding the above, the recent empirical evidences’ indicates that agriculture is now 

a derelict sector and hardly any effective investment is made in this sector. The Pakistan 

Economic Survey indicated these bottlenecks as under.           

“Agricultural performance in Pakistan remained subdued. Major factors underlying 

this slow performance include slow rate of technological innovation, limited 

adoption of progressive farming techniques, problems with quality, quantity and 

timeliness of input supply, limited investment in construction and maintenance of 

infrastructure; marketing and trade restrictions, pest and livestock disease 

problems, and limited amounts of credit for agricultural production, processing and 

the lack of agriculture-specific financing”. (Pakistan Economic Survey, 2014-15, 

GOP) 

The above passage clearly indicates how much government is serious in implanting Vision 

2025. All major factors which contribute in accelerating growth as well as safeguards for 

saving the output are performing poorly. It is an evaluation of the government, economic 

advisory wing, Ministry of Finance. On the face of above, every year, a significant cropped 

area is washed away by floods and rains. There is hardly any vision to deal with such 

problems. Such visions are again and again blindly seen which hardly produce fruitful 

results. Serious commitment of the public sector is needed consistently and continuously 

to reap such benefits.  
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         Box: 2 New Challenges and future Vision 2025 

“Pakistan Vision 2025” predicts seven urgency areas of actions/Pillar. The 

Pillar IV is “Water, Energy and Food Security”. It foresees the road map for 

imminent growth. It also focuses on Food sustainability by taking care of 

agriculture sectors along with other allied subsectors.  

Energy, Water and Food Security  

The Pakistan Vision 2025 identifies that adequate, consistent, uncontaminated 

and cost-effective accessibility of energy, water and food is essential in 

safeguarding sustainable economic growth and development. Severe failings 

of integrated policy and execution have led to suffering of key sectors of 

agriculture. It is complicated to combat these challenge, particularly because 

of rapidly occurring climate changes.  

However, major new investments, which has been recently with private and 

public sector has bridged up gaps that were threat to future of Pakistan. 

However, there is a strong need that this investment is continued and culture 

is changed which takes care of not only energy conversation but also in 

efficient & productive utilization of energy and water.  

Food Security & its sustainability: 

Pakistan Vision 2025 pursues a new Pakistan where “all people, at all times, 

have physical and economic access to sufficient, safe and nutritious food to 

meet their dietary needs and food preferences for an active and healthy life”. 

Pakistan Vision 2025 envisions food security in the context of the entire 

supply-chain from production, processing, storage and distribution to 

consumption.  

Top 5 objectives for achieving food security are to:  

1. Protect the most food-insecure segments of the population through 

effective relief measures, including long-term arrangements and adaptation 

mechanisms.  

2. Create a modern, efficient and diversified agricultural sector – aligned with 

associated water and energy infrastructure – that can ensure a stable and 
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adequate provision of basic food supplies for the country’s population, and 

provide high quality products to its industries and for export.  

3. Optimize production and supply mix in line with current and projected needs 

by leveraging our unique strengths.  

4. Ensure that the entire supply-chain related to food security is geared 

towards provision of stable and affordable access to adequate, nutritious and 

safe food for a healthy life.  

5. Use the resource base in an efficient and sustainable manner – with outcome 

based benchmarks agreed in line with regional and global standards 

(Source: Ministry of Planning, Development and Reform / Pakistan Economic 

Survey, 2014-15)  

 

15. The Emerging Issues 

The major objective of this chapter was to find role of TFP in agriculture growth, in addition 

to other sources of agriculture growth such as green revolution, area, pesticides, 

agriculture credit, fertilizers and HYVs. It was stated that TFP contributed a major chunk of 

21 percent change towards agriculture growth (1972-2015). However, there is still an 

ample room for improvement in TFP and agricultural efficiency.  

    In the case of Pakistan, it is required that a policy mix embracing extensive and intensive 

growth must be chalked out. The TFP values can be further improved, since the input use 

in Pakistan is not up to the mark. It needs to be further enhanced. Therefore, major spotlight 

must be on intensive growth, following the model of developed nations.  

    The role of agriculture taxes was also analyzed in find out its role in the contribution for 

development of other sectors and its impact on agriculture itself. Besides, agricultural 

policies were also discussed to know their contributions. It is sad to know that there is 

hardly any agricultural policy. Agricultural issues are partially addressed when crises do 

happen. Such attitude is going to take this sector anywhere. It was highlighted that 

agriculture sector is an overlooked sector of Pakistan and there is need of public policies 

such as grants of subsides. Thus, the unsustainable growth of agricultural need to be 

improved through agricultural policies such as price support policy, subsidies, input costs, 
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training for efficient introduction and utilization of modern technology. Agricultural tax need 

to be rationalized too.   

   Water crisis acts as a neck trap to agriculture sector; although the issue has not been 

analysed in details.  It needs to be addressed well in time, before the crisis shoddily 

damage agriculture. 

   Land reforms are also fragmentary and unfinished agenda; which is indicating weak 

political will. As a result inefficient farms are there which need to be converted to 

commercial farms. It can be done through reforms.  

   The sectoral terms of trade need to be warranted, while market intervention takes place. 

The marketing system for agricultural produce is still poor, which needs special attention.  

   The development of pitiable agriculture sector calls for not only to support died down 

components of Green revolution, but also require support for introducing additional factors 

which can contribute to agricultural development.  

   An important element of agricultural policy is input and output prices which is not properly 

designed and implemented. There is a need to provide prices support, infrastructural 

development and input subsidies, only then this sector can compete and survive.  

    Presently, agriculture is abandoned sector so is the un-sustained agriculture growth, 

which is also affects the overall economic growth in Pakistan. Agriculture is no wonder a 

backbone of the Pakistan economy and it need to be cared for by providing its share in 

investment. There is hardly any significant investment being made for agriculture.  

  Last but not the least, Inequality in land holding, ever increasing poverty in rural areas and 

transfer of technology needs to be made a part of economic policies. It is a sheer dismal 

that lately agriculture sector has been missed out from the main frame of public policies 

and investment plans. Its neglect has contributed to hamper economic growth; a source of 

stumpy economic growth rates.  

The value of pure efficiency reflects that the gap between the optimum level and the 

existing level of production of agriculture sector which can reach to its potential since the 

value of pure efficiency is very close to one. It also implies that pure efficiency is not far 

away to reach its potential. The important task here is to maintain its stability 
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CHAPTER: 3 

 

The Development of Industrial Sector: 

Management and Emerging Issues  

 

 

 

 

 

 

 

 

 

 

The revolutionary idea by Schumpeter was simple yet influential, stating that industrial 

sector cannot flourish without having a capacity to innovate and inventions. The industrial 

sector plays a vital role in the development of an economy. It not only generates 

multidimensional activities but also the other sectors’ growth depends upon its 

performance. Evidences show that there is hardly any country which may have been 

developed without industrial revolution.  It not only leads to the creation of new jobs while 

agricultural sector shrinks which also increase migration of labour force towards urban 

areas. Its main inclusion is in the manufacturing and services sectors. The complementary 

role of this sector is to provide agricultural machinery, which may lift up even the 

agricultural produce. Provision and ensuring stability in food security is important for 

independence of any country. In 1947, there were only 34 small and medium industries 

Schumpeter (1912) “revealed that industries mature through a 

chain of imitations and innovations. According to Schumpeter, 

innovation is a combination of newly productive resources which 

raise profitability. Similar to the concept of Schumpeterian 

innovations, Sonobe and Otsuka (2006) proposed the concept of 

multifaceted innovations which is based on development of 

industrial cluster in the endogenous model. This model is built on 

eight case studies of the motorcycle, garment, low voltage electric 

appliances, machine tools clusters in the region of East Asia. 

Conferring to this model, the growth of manufacturing cluster can 

be categorized into three discrete stages that is initiation stage, 

including quantity expansion stage, and quality development 

stage”. Schumpeterian Innovations in Industrial Clusters) 
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inherited by Pakistan, at the time of independence; these were out of total 921 industrial 

units of the sub-continent in combined India. Their contribution was hardly 7% towards 

gross national products (GNP) and the employment in this sector was around twenty six 

thousand persons. In other words, the industrial sector was in pitiable conditions. The 

overall economic growth gets traumatized if manufacturing sector overlooked from 

development process. The manufacturing sector generates weaves which leads to 

multiplier effect on the economy; it creates demand for not only several items which are 

used as inputs like raw material of cotton, sugarcane, rice and hide & skin but it also 

imparts multidimensional impact on affiliated units to grow. Its performance depends upon 

several factors like priorities and targets of monetary and fiscal policies, demand for 

manufactured goods across border and at home, establishment of core industry like 

machine tool factories, globalization and international demand for exports of the country, 

Foreign direct investment (FDI), infrastructure, and trained workforce i.e. human capital, 

continuous supply of energy and expenditure for research and development for inventions 

and innovations. Unfortunately, none of the above cited variables was consistently and 

continuously supporting industrial development in Pakistan. Public policies were 

frequently changed without achieving their goals. 

Development priorities were either not supported by financial allocations or sectoral 

priorities kept on changing55; without achieving their goals. From the last twenty years, 

there is hardly any effective industrial development policy. Exports growth has suffered 

from double squeeze; due to changing and shifting foreign demand, insufficient supply of 

energy, particularly load shedding for electricity and gas supply, poor human  resources, 

squeeze of public sector development expenditures (PSDP); one half to that of early era 

(as percentage of GDP)56. The R & D expenditures are not even one percentage of GDP, 

which further aggravates the situation (see figure one). Whereas, the data from figure one 

shows that all developing countries are spending on a minimum of 3-4 % of GDP for R and 

D alone. Pakistan lies behind on a meagre figure of 0.2 (2014-2015). How a country can 

                                                           
 

55. See in case of sectoral priorities and, particularly for agriculture, Chaudhary M. Aslam. (1989) and (1999). 
56. Public sector development expenditures were over 7% of GDP which have been squeezed to as low less than 3% of GDP, 
for details see Pakistan Economic Survey, Social and Economic Indicators. 



99 

 

grow and sustain growth with the help of other countries aid? In other words, the dependent 

growth cannot be sustained57. All above indicate non serious policies of the government, 

which led to frustrated industrial growth in Pakistan. As a result, the share of industrial 

sector decreased from 17% (1990s) of GDP to 13.3% (2014-15) of GDP. The historical 

priorities, policies and detailed economic analysis of the industrial development pattern are 

given below.  

 

Source: Developed by the authors, using data from WDI 

 The developing countries face several bottlenecks for industrialization and growth. Most 

importantly, neither they have skilled human capital nor sufficient foreign exchange earning 

which could help them to import machinery and technology. The developed countries 

hardly share technological knowhow with developing countries.  According to Thrilwall 

(2005), The World Bank did provide support in terms of aid but the agenda behind this aid 

was largely politicized. The developed world promised to transfer one percent of their GDP 

as foreign aid to developing countries so that they can improve economic conditions. Such 

promises remained promise and never be fulfilled. Foreign aid is directed on their will and 

recipients have no choice but to accept what so ever is being offered. It is on the face that 

most of the governments either are incapable to mobilize domestic resources for 

development or they have so low per capita income that such potential may be very poor. 

                                                           
 

57. It is the very reason that when aid flow was there, the growth rate was better, as soon as foreign aid was withdrawn, the 
economic growth also dropped. 
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Therefore, such governments also prefer to get such loans which help them to run the 

government and they hardly care for the burden of such loans58. Most of the international 

institutions follow a set of program and hardly finance as per priority or needs of the 

developing countries. The World Bank publishes World Development Report every year 

with a focus of new slogan every year. The funding is based on these ideas published in 

the report. In other words, it serves as guideline for extending credit. It is a pattern that one 

approach fails and the same is repeated with other name, for example, Social Action 

program was repeated as Basic Needs Approach. Similarly BNA is again repeated as 

poverty alleviation program. Hardly poverty was reduced with the help of World Bank and 

other such institutions. It is a general understanding in Pakistan that Structural Adjustment 

Program in Pakistan even breaded poverty.  

Actually, developing countries are market for developed countries products, particularly, 

for war weapons and other related ammunition, including war planes and related 

technology. Their growth depends upon the policies of the developed world. These are few 

among many reasons that developing countries cannot achieve the path of economic 

development by following the steps of developed countries. In addition to above, the 

government and political leadership are corrupt and unstable in most of the developing 

countries. The democracies in these countries are no more different than the dictatorships. 

The impact on economic development is not different in democracy periods, as compared 

to dictatorships59. The developed world enjoys well trained and highly qualified human 

capital migrated from developing countries as brain drain. Their cost of training and 

education is borne by developing countries and the migrants contribute in the development 

of the developed world. The high population growth ends up with burden on the economy 

rather contributing much towards its growth; mass poverty is a result of such outcomes. 

Not only that developing world face restrictions on their exports but also they suffer from 

unfavourable terms of trade. Globalization has added to these phenomena by closing down 

of the industries of the developing world and also increasing their import bill. Such 

outcomes have further provided fuel to their emerging issues like debt deficit and inflation. 

                                                           
 

58. See for details, Chaudhary M. Aslam. (1988), (2001) & (1996). 
59. See for such details, Chaudhary M. Aslam.  (2012-13) Inclusive Growth… Dictatorship vs. Democracy… 
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These issues are quiet pertinent related to Pakistan’s economy. Pakistan embarked to 

promote industrial sector in the environment, as stated above. Its development was mainly 

attributed as per will of the donors. In spite of the above Pakistan achieved remarkable 

growth in the industrial sector, however, it was not sustainable. 

1. Foundations of Industrial Development 

The first three development plans were prepared with the technical support of US led team 

of experts in economics. A  Harvard University professor, Dr. Gustav Papanek, advisor to 

the Planning Commission of Pakistan stated for the period between 1954 and 1960 as 

under: 

At the time of independence, Pakistan – simultaneously created and disrupted by the 

partition of British India – was widely considered an economic monstrosity. The country was 

among the poorest in the world and had no industries to speak of, almost no industrial raw 

materials, no significant industrial or commercial groups. It was difficult to see how 

Pakistan’s economy could grow more rapidly than its population. Economic chaos and 

political disintegration seemed more likely. The 1950s were a period of apparent stagnation 

and mounting economic problems, when early dire predictions seemed to be fulfilled. 

The industrial development planning had the following prominent features and phases.  

i) Laying Foundations: Meeting Domestic Demand and Import-

substitution: 1949-60 

ii) The Miracle Industrial Growth: Accelerated Industrial Growth and 

Export Expansion: 1961-70. 

iii) The Income Inequality, Nationalization and Social welfare: 1972-78. 

iv) The Revival of Industrial Momentum: 1980-1990. 

v) The Decade Perplexed: Instability and Poor Policies: 1990s.e 

frustrated growth: 2001-201560. 

 

                                                           
 

60 A period of no policy guidelines, deterioration, shortage of energy and gas, law and order situation, cold war and neglect of 
industrial sector. 
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1.1 Industrial Planning and Meeting Domestic Demand: 1949-60 

The first industrial strategy (announced in April 1948) provided future guidelines to use 

domestic raw materials to develop local industry which will be based upon domestically 

produced raw materials highlighted as jute, tobacco, cotton, hides and skin etc. The guiding 

principle was to follow import-substitution policy, control foreign exchange rate, provide 

incentives for new industries and provide tax holidays for emerging units.  The  private sector 

was encouraged to participate in this process and  the role of public sector was restricted to 

major supporting and key industries such as atomic energy, arms and ammunitions, 

telephones and wireless apparatus, as well as, production of railway wagons etc., which 

were under the domain of the government. Besides, public sector was limited to regulatory 

role and be supportive to private establishments in the industrial sector. To meet the 

financial needs, two major supporting public institutions like Pakistan Industrial Finance 

Corporation (PIFC) and Pakistan Industrial Credit and Investment Corporation (PICIC) were 

established; which provided credit facilities. The import of machinery and related items were 

subsidized and financed through overvalued exchange rate. Besides, Pakistan Industrial 

Development Corporation (PIDC) was also recognized to support manufacturing units in 

various fields such as sugar, jute base products, cement, paper, board and related products. 

In other words, it was realized that such industries should be encouraged which were using 

indigenous raw material. This will help to develop the industrial sector on rigorous footing. 

Thus agricultural based industries were given priority. Foreign technical aid was fully 

realized and utilized to develop the targeted industries. The very core supportive industry 

like Steel Mill was also planned to be establish with the help of foreign support61. Such key 

industry was aimed to produce machine tool items to establish engineering machinery for 

new emerging industries62. In other words, well thought strategy was adopted and top 

priority was assigned in the Five Years Development Plans63. 

 

                                                           
 

61 A large machine tool steel mill was established with help of USSR, which was supposed to produce industrial machinery, 
transport and agricultural vehicles like tractors etc. It is an essential for industrial revolution. It never was able to lift up to the 
mark and could not produce more than steel sheets and rods.  
62. Such industry is necessary to self-sustained industrial development. At present it is almost failed and considered to be privatize.  
63. It was one of the priority sectors in the first three fiver plans: 1955-70. 
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1.2 The Miracle Industrial Growth:   

Targeted Policies and Substitutions & Export Expansion. (The Ayub Era). 

From 1951 to 1955, Pakistan performed outrageously in the development and growth of 

manufacturing sector, which grew at an accelerated growth rate64. This era was surprisingly 

one of the uppermost growth rates perceived ever in the history of world. It was mainly 

because of starting from low industrial base and assigning priority to industrial development 

in the five years plans. Although, Pakistan inherited pitiable manufacturing base at the time 

of independence but the manufacturing sector unrelenting grew at double digit. Moreover, 

Pakistan adopted a policy of overvalued currency, which also helped to accelerate industrial 

growth. The Capital goods’ imports were allowed on a preferential basis as low tariffs and 

subsidy was provided for such imports. All of these factors encouraged vibrant 

entrepreneurship in the private sector. The private sector emerged as a force to accelerate 

industrial development. The public sector was fully supporting such activities and clear 

policy guidelines, as well as priority, were assigned in the development planning.  

The first decade i.e. 1950-60 witnessed foremost structural changes in Pakistan’s economy. 

The share of industrial and mining sector in gross domestic production (GDP) increased 

from 8% in 1949-50 to 12.4% in 1959-60. As far as services are concerned, the contribution 

of the sector in employment increased from 9.6% in 1949-50 to 13.5% in 1959-60. The 

strategy of import substitution adopted during the decade under review gave splendid push 

to consumer goods production. The major driving force to encourage industrial development 

was demand for consumer goods produced for domestic production. These industries were 

not facing international competition and these were also protected.With the launching of 

First Five Years Plan (1955-60), foundations were laid down for new industries and the field 

was set to achieve accelerated economic and industrial growth. 

An integrated approach was followed, linked with the growth of other sectors like agriculture. 

It was ensured that agriculture output assist to uplift and provide underdone material for the 

production. The production of cotton, sugarcane and rice was enhanced many folds; due to 

the introduction of Green revolution and it helped to distribute inputs for uplifting textile and 

                                                           
 

64For details see; Chaudhary M. Aslam (1991) Contemporary Economic Issues in Pakistan. 
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other agro-based industries. The target was not only to meet domestic demand but capacity 

was built to follow export led growth too. For this purpose, foreign exchange rate was 

controlled to import machinery for industrialization. Significant concessions and subsidies 

were provided to boost exports and to ensure provision of foreign exchange; so that 

subsidized machinery is provided for newly developing industries. It was ensured that 

industrial growth was stable and profits were ensured. The cost of input , even labor wages 

were kept low by providing cheap food which was provided on controlled prices. This was 

well thought to development plan on the cost of agriculture i.e. transfer of surplus from 

agriculture. It was ensured that capital and other inputs shortage may not distress the 

industrial development process. The industrial sector of Pakistan grew rapidly in 1950s. In 

1966, the renowened economist Dr.  Mahbub-ul-Haq stated; 

“There exists, therefore a functional justification for inequality of income if this raises 

production for all and not consumption for a few. The road to eventual equalities may 

inevitably lie through initial inequalities”. 

The new second industrial policy was announced in February 1959, which mainly focused 

on agro-based and export oriented industrial products. The Korean War generated demand 

for Pakistani products and Pakistan benefitted successfully from export led industries. This 

new policy further encouraged private sector and development of agro-based industries. 

The protective policy was adopted and targets were set to i) produce any product that may 

be domestically produced at competitive cost, ii) replace the imported competing products 

with the domestic production to protect the local industry, iii) save foreign exchange and use 

it for accelerating industrial growth by importing technology and machinery and, iv) tariff wall 

were set to protect competing production. There were high incentives for domestic 

production for which domestic market was the small like consumer goods and consumer 

durables. Imports of these goods were depressed through heavy tariff and overvalued 

foreign exchange rate. After ensuring essential industries, differential incentives were given 

to broad-based consumption goods like semi-luxuries goods.  Successful import substitution 

was done for developing infant and large industries. Due to import substitution, the plan 

worked successfully and rapidly for these industries; which had significant protection. These 

industries included consumption goods and domestically produced agriculture based 
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primary and raw materials items, i.e.., jute, cotton, rice, thread, oil seeds, sugarcane, textile 

made ups, leather and dairy products etc. 

1.3 Accelerated Growth and Weave of Industrial Revolution 

The policy shift started bearing fruits by the mid-1960, which were focused on intermediate 

and capital goods production liker electrical, chemical, fertilizer and machine tools factories 

etc. The exports led policy was supported by the Export Bonus Scheme (EBS-1959).  

Special promotional schemes like Export Credit Guarantee Scheme (1962) of Export 

Promotion Bureau (1966) and Export Market Development Fund (1966) were generated to 

support the policy. Furthermore, Pakistan House International (1968) was also established. 

All these institutions were destined to encourage exports; mainly subsidised and bonuses 

provided based upon export performance. The industrial growth surged to double digits, due 

to such promotional and encouraging steps taken by the public sector. It was also a success 

story of private-public partnership. The public sector, not only supported by building 

infrastructure which complemented industrial development in the private sector but it also 

provided financial benefits to export surplus production. This cooperation resulted in 

efficacious results. The manufacturing growth rate was witnessed around 8% and 10% per 

annum in the 1950s and 1960s, respectively. 

The successful policies in the 1960s led to accelerated economic and industrial growth, 

which was appreciated at the international level and it became a popular country; as a model 

of achieving sound sustaining accelerated economic growth; following the path of developed 

countries like United States. It reflected as a state in the post-war period, which grew with 

the help of foreign aid65, inflow of technical support and mobilization of domestic resources.  

The foreign AID and international loans played a significant role in uplifting the economy. 

The technical knowhow and consultancy was supported by US-led experts and economists. 

These economists were behind the successful planning from 1955 to 1970.The 

manufactured exports significantly improved; mainly due to emerging new private 

manufacturing industries. The industrial base was established, particularly, for cotton 

textiles and jute products which had lion’s share in exports. The triumph story of Pakistan 
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was in a position to yield export surpluses and successfully replaced imports; duly supported 

with the establishment of domestic industries which was mainly developed by the private 

sector. The industrial development in this era became a model for rest of the world. Thus, 

Pakistan emerged as one of the topmost industrially growing countries in the world. The 

manufactured goods were growing at an accelerating rate. The raw materials export was 

converted to manufacture exports; although these exports were not much value added, 

consisting upon textile, sports and leather etc. Notwithstanding the above, it was a decent 

growth, not witnessed elsewhere. It was deemed that if the same trend were to continue, 

Pakistan will join the industrial revolution as one of the top manufactured goods exporting 

country in the world.  

2. Emerging Challenges: Protection and Inefficiency 

On the face of success on several fronts, the new establishment remained under the 

umbrella of subsidy and concessions. Lewis stated that the licensing system was largely a 

mirror of the decisions to invest in selected industries. At the beginning, due to the scarcity 

of foreign exchange, it was apprehended that essential industries were established on 

precedence. Some economists argued against such policy that protected industries may not 

compete internationally. Besides, such subsidized industrial establishment will remain 

dependent upon foreign support. It was maintained, based upon over valued foreign 

exchange rate which can’t be continued forever. As a result, after some time when such 

process has gone on for some time, the country will find itself with productive capacity which 

is heavily dependent on foreign sources of supply of machinery at cheap rates and may not 

even earn enough foreign exchange to survive the ongoing process of industrialization. 

Therefore, this process was likely to interrupt by several constraints. It may be noted that 

Pakistan exhibited continuously deficit balance of trade and kept on borrowing. As a result, 

unsustainable debt has been piled up66. 

In addition to above, the need for capital and intermediate goods remained unfinished 

agenda. Besides, the manufactured goods were of low value added and still remain a victim 

of not fetching high price for the products. The imperative factor was the restrictive measures 
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taken by the government of Pakistan which led to very high profits for the industry and further 

leading to income inequalities. Dr. Papanek in 1967 contended that the industrial 

development was inevitable. He stated that there were around 3,000 firms in 1950, but 

wealth concentration was as high as that only 22 families or foreign corporations were 

holding 25 percent of all united Pakistan’s private industrial assets. It was the first phase of 

industrial development.In April 1968, Dr.  Mahbub-ul-Haq revealed that 66% of all the 

industrial assets and 87% of all the banking and insurance businesses were owned by only 

22 families of Pakistan. Similarly, the issue of concentration of wealth in few industrialists 

was highlighted by prominent economist Dr. Papanek (1959), and Rashid Amjad (1970) in 

their studies. Rashid Amjad (1970) conducted a study on ‘Industrial Concentration and 

Economic Power in Pakistan’ and highlighted separate position of East and West Pakistan. 

This study also discovered that rich industrialist families were having a dominating position. 

The study also disclosed that 41 houses in West Pakistan were controlling around 42% of 

all the manufacturing assets and nearly, 52% of all the domestic private assets. Moreover, 

out of these 41 families, around 1/4th of industrial assets were under the control of top 10 

families and they were holding around 51% of the private domestic assets. Similar results 

were also obtained in the case of large-scale manufacturing sector.  

The Private Sector was driving force for rapid industrialization. The main force behind 

private sector was windfall profits and favorable policies of the government which consisted 

upon substitution and incentives for new industry.  The government also ensured to provide 

cheap capital and labor to up lift industries. The state institutions provided guaranteed funds 

to the larger firms which helped to make higher profits. Most of the industries established 

were credit based.  The Pakistan Industrial Credit and Investment Corporation (PICIC) and 

the Pakistan Industrial Finance Corporation (PIFCO) were among the main institutions to 

provide credit for the sector; PICIC gave away nearly half of the total loans to limited group 

of industries and these loans were also subsidized. The more significant role was played by 

the Pakistan Industrial Development Corporation (PIDC), which remained pioneered in 

supporting industrial development in Pakistan. The Ayub era is still regarded the golden era 

of Pakistan history as it sown the seeds of industrial development.  
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3. Income Inequality, Nationalization and Social welfare: 1972-78. (The 

Bhutto Era: 1972-77) 

After the separation of East Pakistan, Bhutto Z. A. took over the government and introduced 

revolutionary restructurings. The leading scholar, Dr. Mahbub-ul-Haq raised a popular 

slogan of twenty two families reaping the maximum fruits of economic growth. Its’ lion’s 

share of 45% of wealth in Pakistan was in the hands of twenty two families. Particularly, 

industrial sector was owned by large manufacturers. About 60 firms owned over 60% of 

private industrial assets; seven firms controlled one-fourth of such assets. Besides, in the 

cotton industry fourteen industrial houses owned 52% of the total assets. In the jute industry, 

four houses owned more than 50% assets. Whereas, only four houses (families) owned 

56% of the assets67for the sugar industry. Income inequality did increase in Ayub’s era. 

However, it was a premature time for industrial nationalization. 

The Pakistan People’s Party (PPP) government soon after taking over the government, 

formulated Industrial Policy in 1972 which beleaguered distributive justice, social welfare 

and concentrated on development by introducing reforms for workers and industrialist, 

farmers and land lords and benefits were announced for deprived segments of the society. 

To achieve such objectives, nationalization of industries were done and agricultural reforms 

were introduced with pump and show. Primacy was assigned to capital goods industry; on 

the face of surplus labour in the country. Drearily, its economic impact was not very 

reassuring and industrial growth became stagnant. The private sector was shy from 

investment and public sector was already inefficient, which further devastated the industrial 

sector. Consequently, Bad luck era started and long depression became the fate of the 

nation. The foundations of the industrial revolution were shaken.The government had to 

face several severe problems, like loss of market due to separation of East Pakistan, flight 

of capital, floods, worldwide recession, labour strikes, and loss of confidence of the private 

sector. The 1971 wars’ upshots were high inflation, unemployment and stagnation of new 

investment, which led to humble industrial performance. On the face of above, industrial 

output slowed down and exports squeezed, growth rate fell, and production of various 
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sectors of the economy waned. In other words, the PPP policies did not work and the engine 

of industrial growth went out of steam.  

3.1 Industrial Slowdown and Recession 

 Withstanding the above, the trend set for prompt growth was intervallic by three major 

contributing factors; i) Pakistan has to face two wars in 1965 and 1971, with India ii) USA 

led aided programs did not continue. USA shifted its AID offices from Pakistan, which 

significantly affected development programs. iii) These factors shifted the priority for 

industrial development, by the third Five Years Plan and onwards. The poor conditions of 

the industrial sector became the fate and depression got severe. The manufacturing sector 

of Pakistan witnessed a 5 % growth rate per year; during the period of 1972-73 to 1979-80, 

which appeared poor performance of the industrial sector. In other words, industrial growth 

squeezed one-third in the previous decades. However, the growth of large scale industries 

fell to as low as 3.9% p.a., which was three times less than the growth rate already achieved 

in the 1960s. It was a big setback for the industrial development as well as, for the economy. 

Private investment in large-scale manufacturing plunged to Rs.544.6 million during 1979-80 

as compare to Rs.1208.2 million during 1969-70 at constant prices. As far as relative share 

of private sector investment in total investment is concerned, it plummeted to 24.9% during 

1979-80 as compared with 87.2% during 1969-70. Almost over 90% of the financial market 

was in the hands of public sector. Competition in the business sector turned into public 

sector monopolies; which were bound to be inefficient and to fail. 

The industrialists were discouraged; mainly due to the nationalization of industries and non-

payments to the nationalized industrial units of the private sector. The payments which were 

made were also a token payments consisting upon bonds and similar other financial 

instruments which could not be cashed. The public sector was not in the position to make 

such huge payments. The capital started to fly away from Pakistan. Over 90% industrial 

units and financial institutions were under the control of the government. Bureaucracy took 

over the industrial management as Managing Directors, of different industrial units; having 

a thought that bureaucracy can do everything. The outcome was that the new administration 

even could not control the labor class. The labor unions also played a role in the failure of 

nationalized units. Workers unrest, lock down of industrial unit, inefficient management led 
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to failure of nationalization program and reforms. The industrial sector was shattered. 

Following is a review of the Bhutto’s era. 

The period of early 1970s may be called as bad luck time, which created challenge to revive 

economic and political order.  The industrial growth almost fell into an insignificant level. The 

economic growth decelerated and unemployment surged. The absorption of new emerging 

labor force was interrupted. The country was trapped into the crises. It was realized that the 

nationalization policy was a blunder. The reasons for nationalization did not succeed to 

expand economic indicators. Such government interference resulted in fruitless results; 

trickledown effect did not take place; for improvement of welfare. The regime of PPP 

(Zulifiqar Ali Bhutto) was entirely different, in terms of poor economic performance, as 

compared to respectable growth in the past regime. However, the performance of Bhutto’s 

regime is known as revolutionary period, in which people for the first time realized their 

rights. The awareness of their rights was a hope for progress in their life. Economic reforms 

were introduced in all major areas like industry, agriculture and labor rights. Yet, economic 

conditions did not improve much, which was a result of failure of economic policies. 

Therefore, the Bhutto period ended with political unrest and military regime took over the 

government.The manufacturing sector performed very unfortunate and the share of 

manufacturing (including mining) in total decline to 14.37% during 1979-80; as compared to 

15.57% during 1969-70. On the other hand, imports of consumer goods share in total 

imports decreased from 16.0% during 1969-70 to 10.1% during 1979-80. Manufactured 

goods share in total exports weakened to 43.0% during 1979-80. Thus, there was failure in 

almost all fronts. There was unrest among the workers and labour class since promises with 

them could not be fulfilled. The agriculture sector was also disturbed due to tension among 

landlords and tenants. 

New policies and guidelines were customary to expand confidence of businessmen to mend 

the economy. The urgent need was to rehabilitate the economy in depression. A ray of hope 

was essential required for the torn-out industrial sector. Private sector hovered from the 

country and remained waiting for the positive signals for revival. The so called slogan of 

distributive justice remained an unfulfilled agenda; rather economic growth was pushed 

towards depression. It was realized that nationalization of industries was a fault. Thus, 

nationalized industries were returned to the owners in very debauched conditions, as well 
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as a loss bearing entities. New attention was paid to denationalization, deregulation and 

decentralization. The military took over in 1977 and polices were reversed again.  

3.2 The Revival of Industrial Momentum: 1980-1990 

 (The Zia Era) 

The policy failures in the 1970s provided a ground to change economic management and 

new industrial policies were introduced again. There was a need to rebuild confidence of 

entrepreneurs to uplift the economy. New initiative and policies were introduced by the 

military regime (Zia Period: 1977-88). The renowned economist, Dr. Mahbub-ul-Haq was 

appointed as Deputy Chairman, Planning Commission; Planning and Development Division, 

Government of Pakistan. He was an advocate of earlier surplus created by industrialists 

who benefited from concessions, tax holidays and subsidies.  It created elite industrialist 

class in a very short span of time.  Thus, the income inequality was created through well 

envisioned policy for the large industrialists, in order to stimulate and boost savings and 

investment in Pakistan. 

A new policy was chalked out to address the problems generated by the earlier policies. 

The Industrial Policy Statement issued in 1984 was focused on generation of new jobs, 

addressing unemployment problem, exports promotion, controlling inflation and uplifting 

efficiency in the production sectors. To implement the above cited policy, operative 

measures were introduced, which include tariffs rationalization, deregulation, and reduction 

in tariffs, one window facility and domestic resource mobilization. The government also 

developed an Industrial Commission in 1987 to provide incentives and to boost investment 

in Pakistan.New structural adjustment program was also introduced with the help of 

international institutes like IMF and World Bank; to restructure and rehabilitate the economy. 

The new efforts improved the economy and industrial sector. The following steps taken by 

the government boasted the situation of investment and, particularly, investment in the 

industrial sector. The remittances in country were also expected to rise. The segment of the 

private sector, in overall total fixed investment, augmented from 38% to 83% (1982-88). For 

the same, its’ share in industrial investment increased by 32% i.e. from 51% to 83%, which 

was a big shift in this direction. The private industrial investment grew over 20% p.a. in this 

era. The scholars have appreciated successful policies, which uplifted the economy, 

however, the growth was hardly sustainable. 
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 Naqvi and Sarmad (1993) summarized important actions taken as under: 

“A managed floating foreign exchange rate was introduced, instead of pegged rate. 

As a result rupee was devalued by 38.5% which was 7.7% (per annum), during 1982-

78. The core for such decision was to improve industrial development. It was 

expected to have significant impact on industrial performance, particularly for such 

exports. The exports were not improving much and were a victim of instability due to 

overvalued exchange rate. Therefore such action was warranted.  The home 

manufactured goods were protected and exports were promoted. This decision was 

envisaged to accelerated exports.  It was also seen as a step taken to improve import 

substitution.” 

 

During 1984-87, over 70% of the industrial investment was contributed by the private sector. 

Because of the growth-led industrial policy, manufacturing sector witnessed a respectable 

growth rate. The manufacturing sector grew at an annual rate of 7.3% during 1979-80 to 

1989-90; in contrast to the previous decade, where the manufacturing sector marked the 

growth rate of 5.4%. Its’ growth rate during 1979-80 to 1984-85 was 9.4% p.a., however; it 

declined to 6.9% p. a. during 1985-86 to 1989-90. Thus, the economy was revived to some 

extent but could not set itself on the path of accelerated growth. Henceforth, although 

democratic governments were in power but these governments were instable, the very 

reason that the recession began to set in again.  

The economy of Pakistan was revived and its’ economic growth exceeded 6% in the 1980s, 

which was higher than Korea, China and Hong Kong. In the early 1980s, the same growth 

rate was 7% p.a., which was a respectable economic growth given the structural problems 

and political problems. The industrial growth exceeded 5% in the early 1980s. It was 

matched with the industrial investment which exceeded 18% p.a., during the same period. 

However, this growth was not the outcome of total factor productivity (TFP)68, rather TFP 

remained negative for most of the industries. It means this growth was mainly due to 

extensive growth. Confidence of the businessmen was restored, on the face of poor 

economic performance in the last decade. On the face of above, employment did not 
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increase ominously in this period. It may be the reason that industrial sector was mostly 

capital intensive69. As a result, more capital per worker resulted in higher productivity of the 

labour too.  Besides, capacity utilization also rallied which contributed to labour productivity. 

During this era new efforts, based upon Islamic believes, were introduced for social justice 

through islamization of the economy. The Zakat system was introduced at the government 

level, relevant institutions were developed to introduce interest free banking; i.e. elimination 

of interest rate (sood/rabah) was initiated. There was significant impact in terms of emerging 

new Islamic banks which financed businesses on the basis of Murdaba and other tools of 

Islamic banking principles. These steps did help to advance poverty conditions and helped 

the deprived segment of the society. The government related barriers like sanctions and 

approval of government to establish new industries were abridged.  Such list was revised 

and reduced, to deliver more liberty to the private sector to participate in the industrial 

development. The encouragement of large investment in the manufacturing sector played 

linkage effect and provided base for revival. The remittances grew promptly, which 

facilitated to bridge the gap for trade deficit and also generated demand at home. Its impact 

was to expand the domestic market for consumption goods industry. The average share of 

investment in GDP rose to 20%, which was due to evaluating efficacious policies.  However, 

the value added exports did not increase much in this era. One of the major sources of 

financing investment was foreign aid and remittances. The era is criticised on the grounds 

that hardly any incentive was provided or steps were taken to improve efficiency of the 

industrial sector. 

In 1988, PPP won the election and attempted to reinstate industrial growth. However, PPP 

policies could not succeed much. The manufacturing sector’s contribution to GDP slightly 

improved to 18.35% during 1989-90; as compared to 17.6% during 1979-80. However, the 

manufacturing sector’s share in total employment was slightly declined to 13.0% during 

1989-90; as compared with 14.37% during 1979-80. The consumer goods share in total 

imports also rose from 16% during 1979-80, as compared to 21% during 1989-90. 
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3.3 The Perplexed Decade: Instability and Short-sighted Policies: 1990s. 

This era of 1990s, covers the period of Nawaz Sharif (1990-93), Second tenure of Benazir 

Bhutto (1993-96) and again, the government of Nawaz Sharif (1998-99). During this period, 

privatization and deregulation policies were embraced. The shortage of energy led to the 

birth of rental energy projects. The Seventh Five Year plan (1988-93) was launched. The 

industrial policy (1989-90) underscored the need for developing a solid and extensive 

industrial base, spreading industries to backward and lower regions, development of 

industries such as fibre optics, bio-technology, computers and software, solar energy 

equipment, electronic equipment, fertilizer and chemicals etc. Privatization, deregulation 

and denationalization were followed to improve investment and growth. It is a bad luck with 

the PPP government that it was never be able to build confidence of the businessmen, 

therefore economic performance remained unfortunate. An important factor was launching 

of Structural Adjustment Program (SAP), which was signed with the IMF.  Pakistan signed 

an agreement with the World Bank and IMF to launch structural adjustment program (1988-

91). The second program was launched in 1993. A summary of the main conditional ties of 

the agreement are provided below. 

i. Limiting the industrialist, deregulation and raising sanction limit for industrial 

investment. 

ii. Provision of infrastructural facilities, which reflect economic costs and time cost. 

Reducing the share of public sector in industrial sector and shifting it to private 

sector. Improving efficiency of the public sector entities and reducing the level of 

protection. 

iii. Establishing realistic trade regime for structural change and enhancing export 

oriented incentives which endorse exports. 

iv. Restricted imports will be abridged by quantitative restrictions and barriers. Efforts 

will be made to achieve tariff limit from zero to maximum one hundred percent; by 

the mid-1990. 

v. Trade restrictions and hurdles will be curtailed by actions taken for plummeting 

exemptions, for import of capital equipment in key industries, as well as reasonable 

baggage allowance will be allowed. 
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vi. Indirect taxation will be raised by introducing general sales tax (GST). Subsidies on 

energy like gas, electricity and on telephone as well as on fertilizers will be removed. 

The prices of petroleum and agricultural major crops like cotton, wheat rice and 

sugarcane will be increased. 

vii. The public sector development program (PSDP) will be reduced by 12.5% during 

1989-91.  Restrictions will be imposed on government borrowing and deficit as well 

as credit allocation for the private sector. (World Bank Report, 1993, Country Report). 

As it is vibrant from the above conditional ties, it was a very robust program, which resulted 

in multidimensional results. It exacerbated growth, which did not last longer. Nevertheless, 

as being liberalized program, it improved tax structure and tariffs. The General Sales Tax 

(GST) was imposed which put a heavy burden on all citizen, particularly, on the poor 

segment of the society, which was struggling for mere survival. It was reported that this 

program accelerated poverty in Pakistan. However, the program was aimed at privatization, 

private sector oriented, improving inefficiencies of the public sector and liberalizing foreign 

sector. The World Bank in its review stated that the program was efficacious and helped to 

promote growth, particularly in the industrial sector and liberalized the foreign sector. 

However, other studies stated that it has several undesirable impacts too. It deserted its role 

in increasing poverty and burden of new loans on the economy, which increased debt 

servicing. Public sector control on industrial establishment was curtailed which was good 

for the economy. The regulatory restrictions and hurdles for industrialization were reduced. 

The Banking sector was opened up for international investment, which flourished well. 

Besides, power generation was opened up to the private sector, which attracted limited 

international investment. Over one hundred units were offered for privatization; about 67 

public units were sold to the private sector. Transport and communications were opened for 

private investment. 

Moreover, up to the mid-1990s, industrial establishment were made in the rural areas. In 

such regard, incentives like tax holidays, free from custom duty and sales tax and income 

tax etc. were given to industrial sector. The requirement of the approval of foreign 

investment was relaxed and full ownership was permitted; except for the articles related to 

health, arms, security printing, radioactive substance and ammunition etc. A small negative 

list was issued, which was not open for the private sector consisting of the defence items, 
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health and similar other item related to national security. The Foreign trade was now open 

for the foreigners too. Capital flow was allowed in foreign currency and remittances, as well 

as transfer of profits. The shares of local companies had been issued to the foreign 

investors.  The duty drawback was relaxed to be paid immediately up to 80%; the remaining 

was also to be paid in a week, after verification. The duty on raw material import was 

reduced. The rebate on export earnings for value added exports’ income was enhanced by 

25% i.e. from 50% income to 75% such income. For other exports, 50% income was free 

from income tax.  However, foreign investment was still restricted in few areas like 

agriculture, real estate, irrigation, health, insurance, forestry and petroleum products. Tariffs 

were bargained or made free for import of industrial machinery. 

4. Dependent and Non-Compatible Industrial Growth 

In spite of the above cited achievement up to the early period of 1990s, this weave of 

industrialization was not sustainable. The IMF program ended up with burden on the 

economy as foreign debt without directly contributing to sustained economic growth. The 

poverty and income inequality increased, and the real face of the economy started to 

appear. The decade of 1990s is considered as the decade of lost in the economic 

development process of Pakistan70. The economy went through several economic shocks 

like instability in the political process; the governments were frequently dismissed which 

again halted economic development and continuity in polices, due to financial constraints.  

The industrial growth rate decreased to 5% p.a. in 1990s. The investment squeezed to 13% 

of GDP in 2002-03. The private investment fell to as low as 8% of GDP; during 1990s. The 

industrial growth fell to the lowest level up to 1999.The growth of large scale industry was 

as low as 3.5% p.a. However, small industry upheld its growth rate71. This depression 

continued throughout 1990s. On average, manufacturing sector grew by 7.4% p.a. between 

1950 to 1995.The industrial sector again picked up and achieved  8.2% annual growth rate 

in 1980s; the large scale industry was rejuvenated and exhibited an economic growth rate 

                                                           
 

70 For details and arguments as well as evidences also see Zaidi (2005). The very reason was that Pakistan experienced very 
poor economic performance in this decade. 
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again.  
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of 8.1% per annum. During this period, the private sector did develop some small scale 

industries, which grew at rate of 8.4% p.a. in the 1980s.  The economy of Pakistan faced 

many ups and downs in investment and as a result economic growth kept on fluctuating. 

The revived trend did not continue for longer and country was trapped in political instability 

again. 

The era of 1990-93 was  the  government of Nawaz Sharif, as the Prime Minister, Second 

tenure of Benazir Bhutto (1993-96)  and again of Nawaz Sharif from 1997-99. During this 

period, privatization, deregulation and rehabilitation was the centre of economic policies; 

with poor governance and economic performance.  Energy shortage emerged as one of the 

major issue which affected all sectors.  Thus, energy policy was pursued by the Benazir 

during her period but it was not successful. Renting energy plants were thought an easy 

solution which suffered from corruption and inefficiency. The high energy prices became 

critical for survival of industry and also for the households. The so called independent power 

projects (IPP), became headache for the government due to crooked agreements. The 

public debt kept on increasing and Pakistan was impotent to sustain ever increasing burden 

of debt servicing. The IPP continue charging government without producing desired energy. 

Her government was dismissed on the grounds of corruption and further charges. The 

economy could not be revived with such adhoc policies.  

On the other hand Nawaz Sharif government emphasised to improve transport and 

communications, roads and highways & motorways. An economic revival package was 

announced in February 1997, which included National Debt Retirement Programme, tax 

and tariff reforms, reforms of banking and financial sector, promotion of exports, and 

development of capital market to revive economic growth. Agro-industry was given priority 

too. The manufacturing sector grew around 6.21% p.a., during this period; whereas 

commodity producing sector’s growth rate, as low as, 4.2% p.a. As far as structural changes 

are concerned, the manufacturing sector’s share in total employment declined to 13.0% 

during 1989-90; as compared with 14.4% in 1979-80. However, the manufacturing’s sector 

share (including mining) increased to 13.8% in 2004, as compared with 12.8% in 1990, 

which still did not achieve the performance already exhibited in the high growth period.  

Manufacturing sector’s share in total GDP (real) increased to 18.9% during 2003-04; 

compared to 18.4% during 1989-90. All this development took place under the umbrella of 
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IMF and World Bank programs of structural Adjustment and Extended Fund Policy. It may 

be said that it was a guided development period. Almost analogous policies continued 

throughout this period. This was the very reason that Pakistan also benefited from 

international borrowing and heavy loans were taken from international institutions; 

particularly from USA; on the name of war expenditures against terrorism. 

5. Revival and Rehabilitation of Industry Again: 

 (The Musharraf era of 2000s) 

The momentum of growth was lost in the 1990s. In this period governments were changed 

frequently (1988-97); it was politically instable period. In economic terms it is called the futile 

decade72. In 1999, General Musharaf took over the government, after overthrowing Nawaz 

Sharif’s democratic government. In the 2000s, Private sector was encouraged more and it 

played its role to improve the economy; in spite of poor law and order situation and unrest 

in the Karachi. The Hub of industrial concentration was under the attack in Karachi. Poor 

law and order condition prevailed in Karachi. In spite of the above, public sector investment 

was squeezed to around 5% of the GDP, whereas private investment was over 12% of GDP. 

The private sector was again driving force for rehabilitation and ratifying industrial growth. 

The manufacturing sector grew by 7.1% p.a.; which was much higher than the previous 

decade (4.8%). There had been swings in its growth; from as high as over 8% in 2004-05 

to 6.1% in 2007-08. During the same period investment jumped to 19.5% of GDP (2004-

05); from 16.6% in 2003-04. It may be considered a period of revival of the economy and 

building new confidence of the entrepreneurs. 

The industrial growth was almost doubled by the end of 2000s; as compared to previous 

decade.  The period of 2000s and thereafter was a difficult period, in terms of international, 

as well as, terrorism imposed by the neighboring countries and international forces.  Heavy 

defense expenditures and loss to economy to the tune of over one hundred billion dollars 

led to subvert Pakistan’s progress.  Besides, shortages of electricity also significantly 

affected industrial sector. This sector could not survive without energy. On all above, the 

                                                           
 

72Zaidi (2015) called it as the decade lost. 
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hike of petroleum prices, inflow of inflation from abroad and squeeze of exports and imports 

severely interrupted industrial growth.  With the downfall of Musharaf, PPP took over the 

government. As known in the history of Pakistan, economic growth and industrial 

development hardly remained a precedence of the government. Therefore again the 

downfall of the economy began and so did the industrial growth. The public investment fell 

to a lowest level, which was around 3.3% in 2010-11 and the interest rate on loans was 

exceeded 25%. Eliminating subsidy on electricity and utilities significantly up surged the 

cost of living and inflation was observed double digit. The electricity charges increased by 

over 12% per year and the gas prices also doubled. It was the result of release on the 

charges on utilities. The petroleum prices further increased rather doubled in a span of few 

years. All these breaded poverty, income inequality and squeeze in economic growth. The 

hike in input costs of the specific industrial units like energy and shrinking exports due to 

non-competitive exports, and protected industrial growth as well as, faculty public policies 

led to close down of more than four thousand industrial units. The dependent growth in era 

of Musharaf was not sustainable; therefore, the bubble burst again happened.  

Thereafter, the government of people’s Party was unable to up lift the economy, rather it 

failed to keep the growing momentum of industrial growth. In 2013-14, again Nawaz Sharif 

government tried to rehabilitate the economy and encourage industrial sector.  However, its 

period was not very fruitful. The manufacturing growth was 5.7%, which fell to 3.7% in 2015-

16. However, it improved to 5.4% in 2018-19. This period was known as building up public 

debt to the tune that it was not sustainable. In this decade, Pakistan borrowed more than 

the debt it accumulated since its birth. The economy was in crises, while Imran Khan took 

over the government. The country was indebted to the tune of unsustainable level of debt. 

It was unable to manage its debt services. Credit goes to the new government which 

managed to borrow from friendly countries, without debt services. It enabled Pakistan to 

combat with its bankruptcy. Thereafter, Imran government requested IMF for debt package 

which was successfully negotiated and the country was put on the path of survival. The first 

year of the new government faced crises in almost all sectors. The industrial growth was -

0.3 (2018-19, July-March). It was one of the poor conditions of the industrial sector, ever in 

the history. The Imran government faced strong resistance by the industrialist who do not 

wanted to become a part of documented economy. The shortage of public revenue led to 
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introduce heavy taxation, monetizing the budget and devaluation of the currency. All these 

factors further increased the debt and created new challenges for the poor and middle class.  

Strong efforts are needed to bring the industrials in to documentation of their businesses 

and tax net. They are used to enjoy concessions and subsidies but not to improve 

themselves for competition. It is a big challenge for the new government to bring the 

industrialists in to tax net and revival of the industrial sector. 

The textile industry, which was the largest, was mostly affected. The industry faced 

enormous challenges. The domestic banks repudiated to lend to these industries on low 

interest rates. The interest rate in export refinance was not enhanced either. The revenue 

department neither helped textile sector by any tax concessions, nor paid their overdue 

refunds. For some years such refunds were more than fifteen billion rupees. The 

international competitors of the same industry like India and China were providing subsidy 

for this sector. In this situation it was difficult for Pakistan’s textile to survive. The bubble 

growth got busted and as usual, the economy was put on the track of depression. A major 

contribution towards this crisis was the result of SAP related reforms and structural 

adjustments like liberalization of the foreign sector, removal of subsidies on utilities and 

stagflation. The globalization and trade liberalization did not benefit Pakistan, rather its 

export slowed down; industries shut down and import bill increased. As a result trade deficit 

became unsustainable.  

5.1. Structural Changes in Manufacturing Sector 

The following table offers a depiction of manufacturing goods imports by its economic 

implications, which represents, indirectly a picture of changing demand and meeting its  

requirements through import substitution with domestic industry. Table one & figure two 

indicate that capital goods’ import fell during 1969-70 to 2014-15. In 1969-70, capital goods 

imports consisted upon 50% share in imports which decreased to 26%; up to very recent 

it decreased to almost one-half. On the other hand, industrial raw material for consumer 

and capital goods share was 40% in 1969-70 which increased to 61% in 2001-01. It again 

fell to 40% during 2014-15. It appears that these industries were developing more than 

others.  

Along with this the share of consumer goods imports increased over time. Its’ share in 

imports was increased 10% in 1969-70 to 18% by 2014-15. It indicates that in spite of 



121 

 

increasing manufacturing goods establishment at home, still its share has increased over 

time. It appears that there is a significant change in the import structure of Pakistan. It 

indirectly may imply import of raw material for such industries.  

 

Table: 1 Economic Classification of Imports (Percentage shares) 

 

Years 

Capital 

Goods 

Raw Materials for Capital and 

consumer goods industries 

Consumer 

Goods 

1969-70 50 40 10 

1979-80 36 48 16 

1990-91 33 51 16 

1994-95 35 51 14 

1997-98 32 50 18 

2000-01 25 61 14 

2001-02 28 55 11 

2002-03 31 53 10 

2003-04 35 49 9 

2004-05 36 46 10 

2005-06 37 45 11 

2006-07 36 47 10 

2007-08 29 53 10 

2008-09 29 49 13 

2010-11 24 53 16 

2011-12 24 56 14 

2012-13 24 54 15 

2013-14 23 53 17 

2015-16 

(P) 

26 48 18 

Source: Pakistan Economic Survey (various years) and FBS. 
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Figure: 2 Economic Classification of Imports (Percentage shares) 

 

 

Source: Developed by the author, based upon data from Pakistan Economic 

Survey (Various years) and Pakistan Bureau of Statistics. 

 

6. The infrastructural development era; Nawaz Sharif’s period:     2013-

17 

By 2013-14, energy prices also fell and worldwide recovery in the economy started to pick 

up. This fall in prices benefited Pakistan too. Besides, action was taken to improve Law and 

Order situation, which was badly affecting the economy. An important new project was 

launched with the help of China; “economic corridor” between Pakistan and China (CPEC);  

is expected to serve as a leading force to connect China with Pakistan, South Asia and East 

Asia and rest of the world, through the development of Gawader port.  Due to changing 

international scenario for oil prices and other economic events economic growth started to 

pick up. The economic indicators showed improvement, inflation was curtailed to single digit, 

steps were taken for improvement of tax collection, efforts were also made to cut fiscal 
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deficit, GSP plus status by EU was granted, worker remittances significantly improved, stock 

market again picked up positive signals, new loans from international institutions become 

priority of the government for its survival; which improved foreign exchange reserves and 

Pak. Rupee was strengthened. The Government introduced an agenda of reforms which 

was focused on inclusive growth to improve social justice, poverty and income inequality.  

Withstanding the above citied factors which improved sentiments of the businessmen and 

their confidence was restored to some extent. As a result the GDP growth improved slightly 

to 4.3% in 2013-14; against the 3.7% growth in the last year. Presently, economic growth is 

above 5% (2015-16). The manufacturing sector has 65% share in the industrial sector, 

which grew at 5.5%; compared to the 4.5% growth in the last year. Thus, revival of 

manufacturing started positive signals. The Large Scale Industrial sector (LSM) had 52.5% 

share and Small Scale Industrial sector had 8% share, whereas, the rest counted for 5% 

share73. There was no significant improvement in the small scale manufacturing and its’ 

growth remained stagnant at 8.4%. The LSM growth rate was 5.3%. Mining and quarrying 

sub-sector contains 14.5% share in the industrial sector which grew by 4.4% in the same 

year; as compared to 3.8% in last year.  The Electricity generation & distribution and Gas 

distribution registered a growth rate of 3.7%; as associated to negative growth rate of -

16.33% in the previous year. Thus, there was some improvement in the manufacturing 

sector. The Fiscal year 2014-15 showed further improvement in the economy. The Inflation 

was as low as 2.1%. The agreement with Chinese Government on CPEC was successfully 

reviewed with IMF.  The most important success was in the law and order situation, 

particularly in Karachi. 

 With the cooperation of the government, the military achieved mile stone in the history, 

which was appreciated in the world. The Karachi residents and especially traders were able 

to breathe in free air. It also had significant impact on other parts of the country. For the 

fiscal year 2014-15, the GDP growth target was set at 5.1% and the same for industry was 

6.8%. However, these targets could not be achieved. As a result the GDP growth during 

2014-15 was only 4.3%; against 4% in the last year.  

                                                           
 

73 All these three make up 65% share in the industrial sector. 
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During 2011-15, the industrial growth registered around 3% p.a.; while the same was around 

4% in the FY 2016. The large scale industrial growth was 3.6% only (2011-15). During the 

year (2014-15), there are some positive signs of its revival but it is still too early to expect 

any significant change. No doubt, Law and Order situation did improve significantly in some 

parts of the country, while the same kept on waiting in Punjab and Baluchistan. The current 

target of 7% growth in large scale manufacturing could not be realized and it hardly grew by 

4%. While the small and medium scale manufacturing grew by 8.2%. The growth of iron and 

steel grew significantly and exhibited a growth of 36%, which is a sign of improvement. The 

pharmaceutical industry exhibited a growth rate of 6%. The most important input factor like 

electricity and gas showed some improvements. The industrial electricity load shedding was 

curtailed to some extent, which is expected to play a role for further improvement. As well 

as, targets of overall improvement in energy shortfall are concerned; it is still too early to 

say that these will be realized. In short, the industrial sector seems to show positive signs 

but there is still a need to take policy decisions to rehabilitate the sector. The textile sector 

is in major crises as thousands of industrial units are closed which need public support and 

attention to revive. On the other hand, the exports based industry is also in a big trouble. It 

requires bold steps at the domestic level and also need incentives to make improvements 

for the export sector. Pakistan is again a decade away to reach at the level of 1980s.  It 

seems a dream to achieve the level of growth which exhibited in 1960s. A special reforms 

and rehabilitation programs need to be launched for industrial revival. Overall, development 

could not be realized without industrial development. He government artificially 

maintained foreign exchange rate which was overvalued. The exports squeezed 

and imports keep on increasing. As a result, current account deficit was reached to 

high level. 

Imran Khan’s Era: 2018-19 

The new government of Imran Khan took over in 2018, at the time when the economy was 

fragile, heavy debt was accumulated, the currency was overvalued, exports growth 

squeezed, imports increased, as a result, current account deficit increased to un-sustainable 

level, and it was a challenge to meet debt servicing burden. The foreign exchange reserve 

were falling rapidly. There was a big noise that the wealth of the country has been 
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transferred to abroad by the elite class; not only by the Nawaz family, Zardari family but also 

elite class was a partner in it. Legal cases were registered against the culprits, who were 

suspected money launderers and having fake accounts in the banks. Fake bank accounts 

were identified which had billions of rupees in these accounts. Many cases were registered 

by NAIB and they were put under trial. Most of these accounts were on fake names. Nawaz 

Sharif was punished by the court of law, while other cases are in trial. The country was close 

to bankrupt, however, the new government, first requested friendly countries like Qatar, S. 

Arabia and China for help in this situation. Over nine billion dollars were accepted in this 

regard. It helped the country and the economy was out of danger from bankruptcy. 

Thereafter, the government contacted IMF for loan, which was granted to the tune of $6 

billion. The challenges of revival of the economy, control of inflation and increasing 

unemployment are still big challenges for the government.  The new government intended 

to bring new reforms in all parts of life. The world renowned economists and experts were 

invited to join the government for rehabilitation of the economy. The government was 

inexperienced, therefore, it faced several problems in implementation of policies and 

introducing new reforms.  As result, so far government is unable to bring any big new 

change, except accountability of corrupt elite.  New directions were given to concentrate on 

human development; education, health and social priority, which were given new directions. 

However, the squeezing public revenue, failure to mobilize resources, increasing deficit and 

huge devaluation led more severe crises.  So far neither, the experts were able to bring any 

big change nor has the government succeeded to overcome the situation. The rupee was 

devalued over 35%, which increased external debt over 1500 billion rupees.  National debt 

crossed 100 billion dollars, which has led to a new challenge in terms of increasing debt 

servicing. The government requested S. Arabia to postpone oil import bills for next three 

years. Similar other helps were also entertained. The economy is still fragile. The 

government has not succeeded to change the expectations of the citizens and investors; 

the very reason that the economy is still in depression, having economic growth around 3%.  

It is expected that the coming years may be better, if the government is able to change the 

expectations of the citizens.    

 The government has initiated new programs like housing schemes for poor segment of the 

society and Ahsas program etc. However, due to international pressure of inflation in terms 

of increasing petrol prices and huge deficit in the trade account put heavy pressure on the 
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economy. As stated above, doubling of foreign debt in the previous governments, as well 

as present government, added to the deteriorating performance of the economy. Now, the 

foreign reserves have started to improve. Due to discouraging imports, the Trade deficit has 

improved to the tune of over $5 billion. It remained to be seen whether new government of 

Imran Khan will be able to deliver and bring social as well as economic changes which it 

has promised in its manifesto. . Such change is waiting from the last seventy years; i. e.  

Mass poverty, unemployment, ever increasing debt, population pressure, deficit, low 

Tax/GDP ratio and economic instability. Real actions and their outcomes remained to be 

seen in future. 

7. Sources of Industrial Growth 

As well as, intermediate goods are concerned; import substitution industries (ISI) 

contributed 12.6%, towards new industrial growth.  However, domestic demand and export 

led growth contributed around 0.8% only. All of the above contributed around 14% to overall 

growth of industrial development. In the early era of 1950s, for investment related goods, 

import substitution industries (ISI) contributed the highest, which was 7%. The domestic 

demand and exports were not the major contributors towards the growth of these goods. 

Overall, for the entire industrial sector, domestic demand, export expansion and ISI 

contributed -5.3%, 0.09% and 10.4%, respectively. In other words, the main contributing 

factor towards industrial growth in the early 1950s was import substitution. In the second 

phase (1955-69), the growth of consumption goods was contributed by 31%, 11% and 

16.5% by domestic demand, export expansion and ISI, respectively. Overall, for the entire 

industrial sector, the contribution of demand for consumption goods was 53%, which is the 

highest among all the factors. The demand for intermediate goods consumption contributed 

by 27%; towards overall industrial growth. The third factor contributing towards industrial 

growth was investment demand, which constituted around 21%. 

In the period of 1960-64, the consumption goods demand, intermediate goods demand and 

investment related demand contributed 47%, 19% and 35% respectively, towards overall 

industrial development in Pakistan. All of the above indicates that the major force for 

industrial development was ISI, and consumption goods demand. Overall, exports 

contributed hardly 6.5% towards industrial growth in Pakistan; the very reason that industry 

was developed on subsidy and protected bulwarks. The industrial sector made attempt to 
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stand its own feet and face competition. In other words, the industrial sector was not efficient 

and could not face competition in the international market. The exports were not high value 

added either. 

Lewis S. (1969) estimated sources of industrial growth and pointed out that in the early era 

(1951-55) major contributing factor for industrial growth was import substitution (ISI). Among 

the consumer goods, ISI contributed 85% towards the growth of consumer goods. In this 

period domestic demand for consumer goods contributed negatively towards its growth  

(-6.2%). The export led growth for consumer goods contributed only 0.2% towards the 

same. By this period, consumer goods were not a part of exports; therefore the contributors 

were related to domestic economy. The consumer goods demand was the main factor to 

uplift industrial development, which contributed about 79%; for overall growth of industrial 

sector. 

7.1 TFP and industrial sector: 1960-70 

 The total factor productivity has been estimated by different scholars. Asad S. (1995) 

estimated total factor Productivity (TFP) for different industries in Pakistan. During 1960-70, 

total factor productivity (TFP) was highest for the Rubber products, Basic  metal products, 

Leather & leather products, Printing and Publishing, Textile manufacturing and Tobacco 

manufacturing; for these industries, TFP was 12.6 %, 8.2 %, 9.6 %, 5.7  %, 5.3 % and  8.2 

%, respectively. For other industries like Food processing, Footwear and apparel, Paper 

and paper products, Chemicals & Chemical products, Metal products, Non-electric 

machinery and Transport equipment’s TFP was less than three percentage points. The 

above evidences indicate that productivity of factors did not increase much, while Pakistan 

was experiencing highest growth in the industrial sector. The source of highest growth in 

the developed world is efficiency and technical change which seems to have not played 

much role in the uplifting of industries74. 

7.2 Industrial Clusters and Agglomeration Economies 

There are numerous definitions and concepts of industrial cluster having linkages in 

innovation studies, business economics and development economics. Industrial sector is 

                                                           
 

74 From the stated evidences, it may be inferred that most of the growth was due to extensive sources, rather intensive growth 
in the industrial sector. 
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generally a collection of similar companies within one industry in a specific geographical 

region (see e.g. Porter (1990), Rosenfeld (1995), Prevezer (1996); Schmitz and Nadvi 

(1999); Brenner (2004); Morosini (2004); Sonobe and Otsuka (2006)). 

Industrial cluster have gained considerable importance in the last couple of decades 

amongst researchers and economists because of its enormous contribution in generating 

employment and poverty reduction (e.g. Krugman 1991; Nadvi and Schimtz, 1994; Hayami 

et al., 1998; Schimtz and Nadvi, 1999, Sonobe and Otsuka, 2006). Agglomeration 

economies give upsurges economies of scale at industry level instead of individual 

enterprise level. This encourage enterprises to localize closer to every other industry 

(Schmitz and Nadvi, 1999; Henderson et al. 2001). 

The agglomeration economies, according to Marshall (1920), arise from: 

i. Technology and awareness spill over 

ii. Specialization and division of labour between enterprises 

iii. Amalgamating labour 

The diffusion of technological knowledge, according to Porter (1998), improves volume for 

competitive and innovation burden within each group raises incentive for enterprises to 

modernize. The endogenous growth models state that knowledge spill over is crucial for 

sustainable economic growth (see Lucas (1988, 1993) and Romer (1986, 1989)). The 

literature has proved it empirically that knowledge spill over usually tend to be localized (see 

e.g., Jaffery et al. 1993; Feldman, 1994). Hence, enterprises that are part of an industrial 

cluster obtain more advantage of knowledge spill over as compared with dispersed 

enterprises. 

Another perk of industrial clusters is the division and specialization of labour among 

enterprises that was highlighted by the Marshall (1920). The accessibility of these 

specialized inputs and services allows enterprises to jump into the industry and specializing 

in a particular phase of production lacking much early capital investment (e.g., Humphrey 

and Schmitz (1996); Schmitz and Nadvi (1999)). In other words, Schmitz and Nadvi (1999) 

explain that industrial groups enable new enterprises to take predictable risks so that they 

may enter into the industry. 
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There is an ample literature on economic geography which highlights that low transference 

costs lead to the division and specialization of labour among enterprises and this low 

transportation cost is mainly due to the geographical concentration of firms within a small 

area (e.g., Krugman (1991)). Nevertheless, Sonobe and Otsuka (2006) in their paper claim 

that it is not stumpy transaction costs which lead to division and specialization of labour 

rather it is transaction costs of intermediate goods and services which plays an important 

part in the development of the specialization and division of labour among enterprises. 

Another important benefit of industrial clusters is the labour pooling in addition to the division 

and specialization of labour which is identified by Marshall (1920). Labour pooling is the 

existence of a specialized labour force with precise skills which is appropriate for the specific 

industry in the group. Sonobe and Otsuka (2006) reveal that knowledge spill over are 

narrowly linked with the expansion of trained and specialized labour markets. Another 

aspect of industrial cluster is that firms can join hands to share machinery, marketing costs, 

lobby government to benefit each other which is devoted to as “collective efficiencies’ 

(Schmitz (1995b); Nadvi (1999a, 1999c)). 

Industrial clusters have a crucial part in the Japan’s economy during the period of 

extraordinary growth from 1960 to 1973 (Mano and Otsuka, 2000). Same is the case with 

other economies such as Taiwan, China, India, Brazil and Mexico which also significantly 

experienced swift cluster led economic growth (e.g., Amsden (1977); Sonobe and Otsuka 

(2006); Sonobe et al. (2002); Knorringa (1999); Tewari (1999); Chari (2000); Meyer-

Steamer (1998); Schmitz (1999b); Rabelloti (1995, 1997, 1999)). 

On the contrary, it is fascinating to note that industrial groups performed poorly in emerging 

countries in contrast to their potential of development (e.g., Mc Cormic (1999); Altemburg 

and Meyer-Stamer (1999)). This dilemma gives rise to a question that why some industrial 

clusters have performed better where others have poorly performed. 

7.3 Entrepreneur, Human Capital & its Role        

Human capital is very significant in adopting new information (e.g., Schultz (1975); Becker 

(1962, 1993)) and absorbing new technologies in order to carry out innovation, which leads 

towards economic development (e.g., Nelson and Phelps (1966); Romer (1986, 1989); 

Lucas (1988); Abramovitz (1989); Barrp (1991); Mankiw et al. (1992); Grossman and 
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Helpman (1994)). To ration human capital, the literature has used some proxies to capture 

it e.g. education or years of schooling. However, besides education, it is also important to 

embrace experience and practical skills (OECD, 2000). The core decision makers for 

agglomeration economies are made by entrepreneurial management. As far as industrial 

clusters are concerned, Sonobe and Otsuka (2006) studied eight clusters and found that 

entrepreneurs who are highly educated took the manufacturing sector towards the value 

(quality) improvement stage, particularly by taking the steps in taming the production 

organization, merchandise quality, and marketing channels and in turn attained higher 

productivity and larger operation size. It is also imperative to note that in other developing 

countries like Asia and Africa, there is a remarkable resemblance in the entrepreneur’s 

human capital roles in industrial clusters (Sonobe et al. (2002, 2003, 2004, 2009); 

Yamamura et al. (2003, 2005); Akoten et al. (2006); Akoten and Otsuka (2007); Nam et al. 

(2009, 2010)). In the case of Pakistan, more than 60% industrial units were clustered in 

Karachi only. These industries started to move out of the boundaries of Pakistan and within 

Pakistan; to other cities like Lahore, Faisalabad and Rawalpindi etc. Presently hardly 35% 

of these units are left in Karachi. The reason was that cost of law and order was so high that 

it surpassed the agglomeration economies. Ransom, theft and even the industrialist were 

not safe in Karachi. The government had to launch “Zarb-e-Azam” operation and as a result 

hundreds were arrest as well as hanged to restore law and order in Karachi. But the 

confidence of the industrialist is not still resorted, although law and order situation is much 

better, although not very comfortable. 

7.4 Social Capital and Entrepreneurship 

The role of social capital gained significant importance due to its contributions as identifies 

by James Colman (1988, 1990), in sociology,  Robert and Putnam (1993) in political science, 

and Francis Fukuyama (1995) in economic history. According to Coleman (1988): 

 

“Social capital is defined by its function as it is not a Single entity, but 

a variety of different entities having two characteristics in common: 

they all consist of some aspect of social structure, and they facilitate 

certain actions of individuals who are within the structure”. 
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Besides, Putnam (1993), distinct social capital as “features of social organization, such as 

trust, norms, and networks that can improve the efficiency of society”. Similarly, according 

to Fukuyama (1999), social capital is defined as “a certain set of informal rules or norms 

shared among members of a group that permits cooperation among them”. 

Social capital can impart significant role in dispersion of information and curtailing business 

costs due to improving confidence and depressing opportunistic behaviours (Granovetterc 

(1985); Coleman (1988); Putnam (1993); Fukuyama (1995); Knack and Keefer (1997); 

Bowels and Gintis (2002); Fafchamps and Minten (2000); Durlauf and Fafchamps (2004)). 

Several studies have pointed out the social capita rolein the improvement of industrial 

clusters. The study by Saxenian (1994), pointed out that social networks are one of the 

chief factors in developing the firm’s indigenous system and contribute lion’s share in 

developing co-located economic activities and production activities. Moreover, social 

capital in social networks are stable, it can perk up new entrepreneurship to initiate a new 

enterprises, in their surroundings’ (Aldrich and Zimmer (1986), Aldrich (1999); and Shane 

and Venkataraman (2000)). Furthermore, social nets can also be castoff to elucidate why 

success ratio is higher in some firms in the beginning and development of businesses; as 

compare to other firms (Aldrich and Zimmer (1986)). 

Pertaining to Pakistan, Din et al. (2007) analysed total competence of Pakistan for the LSM 

( large scale manufacturing sector) while assuming Constant Returns to Scale (CRS), as 

well as Variable Returns to Scale (VRS). The variables used as inputs are labour, capital, 

industrial cost and non-industrial cost; whereas variables used as output are contribution 

to Gross Domestic Product (GDP). There were 101 industrial units which were taken as a 

sample for the period of 1995-96 and 2000-01. The results obtained under CRS revealed 

that mean efficiency improved to 0.42 in 2000-01: as compared to 0.23 in 1995-96; where 

only two industries could sustain their ranking in both of the periods. As far as VRS is 

concerned, average efficiency increased to 0.49 in 2000-01; as compared to the 0.31 in 
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1995-96. Similarly, Memon and Tahir (2012) analysed the efficiency of 49 firms from 

manufacturing sector of Pakistan from 2008 to 2010 by using Data Envelopment Analysis 

(DEA). They categorized the firms as large scale, medium scale and small scale and used 

three variables as inputs and two variables as output. Their results indicate that small scale 

firms experienced relatively higher efficiency as compare to large scale and medium scale 

firms.  

8. Industrial Growth and Structural Change 

The following table 2 and figure 3 provides detailed industrial performance, in terms of 

growth rates and its’ share towards GDP.   These industries flourish having hand in hand 

with other sectors providing inputs for this sector. Without such linkage, the large scale 

industrial development may not be sustainable. The small industry grew by 2.3% in the 

1950s which reached the highest growth rate of 8.4% in the 1990s. Thereafter the same 

growth rate was reported again and again. The small industry had the highest share of 

around 55 in the 1960s and it never exceeded in the years to come. Since industrial growth 

fell over time, the same was exhibited for small industry; its share fell to 1.7% towards GDP 

in 2014-15. All above indicates that there is a need for integrated approach to develop a 

strategy for industrial development. The present government seems to have no directions 

for such development. It cannot be survived without special attention of the government. At 

present, the industrial sector is in doldrums and it seems the least priority of anyone.  

 

There have been swings in the industrial structure of Pakistan. The industrial share in GDP 

was only 7.8% in 1950-60 which increased to 17.6 during 1980s. In the 1994-95 the same 

share reached over 18% of GDP. Thereafter, industrial development started to squeeze and 

so did its share in GDP.  It decreased to 14% by 2000s and further fell to 13.3% in 2014-15. 

Thus, it may be called frustrated take off of the industrial sector, which rather than moving 

towards industrial revolution, it started to reverse the revolution. It has severe impact on not 

only exports but also on employment and welfare of workers. 
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Table: 2 Industrial Growth and Its Share in GDP 

Industrial Growth Rate (%) 

 

Year 

Small Scale 

Industry 

(growth %) 

Large Scale 

Industry 

(growth 

%) 

Aggregate  

Industrial 

 sector    

(growth,%) 

Share 

in 

GDP; 

% 

Share 

in 

GDP;% 

Agregate 

(%)  

 

Small  

Industry 

Large  

Industry 

Share in  

GDP 

1950-60 2.3 15.4 7.7 5.2 2.2 7.8 

1960-70 2.9 13.3 9.9 3.5 12.5 16.1 

1970-80 7.9 3.9 5.5 4.6 12.4 17.0 

1980-90 8.4 8.1 8.2 4.9 12.7 17.6 

1990s 8.4 3.5 4.8 4.2 12.7 17.1 

2000s 8.5 5.6 7.1 1.3 11.7 14.1 

2011-15 

2014-15 

8.4 

8.2 

3.6 

2.4 

2.6 

2.3 

1.6 

1.7 

10.8 

10.6 

13.4 

13.3 

Source: Federal Board of Statistics. Pakistan Economic Survey, different 

Issues. Kemal A. R. (1999) and estimated by the author.  P.a. = Per annum. 

Figure: 3 Industrial Growth (%) 

 

Source: Developed by author using Federal Board of Statistics. 

Pakistan Economic Survey, different Issues. Kemal A. R. (1999) and 

Estimated by the author.  P.a. = Per annum. 
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9. The Private & Public Sectors’ Role in Economic and Industrial 

Development 

Two phases experienced boom and recovery of private sector i.e. rapid growth in the 1960s 

and recovery in the 1980s; neither of these was sustainable. In spite of the fact that changes 

in government did not change economic performance much; dictators performed the same 

as democratic government i.e. in terms of inclusive growth, although economic growth rates 

may have been different75. The privatization policy continued more than a decade but still it 

could not be completed. It reflects poor performance of the governments.  The government 

even attempted to privatize big giants such as Steel Mills and WAPDA (its process is not 

completed still). The Pak Telecommunication was privatized but its financial recovery is still 

pending, waiting for more than one and a half decade to be realized.  The private sector 

continuously kept on growing and its share recorded as high as 77.5% in 2001-11. Over 

dependency on private sector could not turn out to be successful. The same was the case 

of Public sector which also failed after nationalization of all industries. A new slogan of 

private-public partnership (a joint venture) sector is in practice. It remained to be seen its 

fate, so far it appears that it may not be successful too. Thus different experiments continued 

in Pakistan, without bearing fruitful results. Likewise, slow privatization may prove horrific 

for the country like nationalization. Furthermore, bootlegging the experiment of privatization 

which other countries experienced may not be a good choice, as each country has its own 

dynamics. Similarly globalization is paying well for some but it does not seem to benefit 

much to Pakistan; rather its industries are closing down and the largest industry pertaining 

to textile is in depression since a decade and there seem no signs of recovery yet. All above, 

there is a call for good strategy for rehabilitation of the economy and industry. In the previous 

government, Dr. Nadeem-ul-Haq, Deputy Chairman (P & D) prepared an excellent strategy, 

with the consultation of many economists at national and international level, which seems 

to be embryonic in the paperwork and the new government has started its new vision of 

2025. The similar visions were prepared by the same rulers in the past too but nobody is 

                                                           
 

75See;  Chaudhary M. Aslam .and Sadaf R., (2012-13) et.  al. 
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doubtful about the fate of such visions. So far there seems no vision to recuperate the 

economy and industrial depression.  

10. The Pattern of Economic Growth and Investment 

In 1949-50, there was hardly 3.5%, of GDP growth. There was negligible share of industry 

in the GDP. With the implementation of Five Year Plans (1955-65), the total investment 

increased to 22.8% of GDP (1964-65); while industrial development was one of the top 

priority, for which 5% of the GDP was invested. By the third development plan (1965-70), 

the total investment fell to around 16% of GDP and in 1969-70 the industrial investment fell 

too, which was around 3.3% of GDP. The golden era of industrial accelerated growth was 

over. 

The Ayub Khan’s period of 1958 to 1968 was a decade of accelerated economic growth, 

which may be called as fine luck years, well planned, as sound targeted policies laid down   

foundations for industrial development and fostering economic growth in Pakistan. Although 

the income inequalities increased in the Ayub era, which was a well thought strategy 

followed in Pakistan and also in other developed countries too. It was thought that, later on 

tracked down effect will take place. The controversial idea of letting the cake grows and then 

think of its distribution later didn’t not help to great deal. After achieving growth i.e. by making 

the cake big, you can make many pies out of that big cake. However, if the cake is small, 

how many pies can you make out of it? It was the philosophy behind let the industry get fat? 

In other words, trickledown effect can be realized later on. The outcome was, as expected 

but it was made a concern without gaining sound sustainable economic and industrial 

growth. The outcome is stated as given below: 

“It was evident that industrialization policies in Pakistan enriched the urban elite 

while agricultural policies enriched the rural elites. The bulk of the population did not 

benefit and many suffered reduction in their real income.” (Ozay, Mehmat 1978) 

In addition to above, Dr. Haq M. revealed that, in the financial sector, 87% of the banking 

and insurance sector was owned by twenty two families. In 1970, nine major banks owned 

90% of the financial assets. Over 70% of the credit approved by PICIC, were for these big 

industrial houses. In the insurance sector, fourteen companies owned 80% of the insurance 

market. The Gini coefficient was 0.39 in 1963-64 which rather reduced to 0.33 1n 1970-71. 

The same was 0.37 for 1998-99. The urban inequality dwindled, during this period. 



136 

 

However, it slightly increased from 0.36 to 0.40 for the rural areas. The outcomes of rapid 

growth were explained by Viqar Ahmed and Rashid Amjad summarized this era as: 

“…rapid economic growth achieved mainly as a result of the policies 

pursued….which generated a great deal of ……increasing disparities in regional 

income between the provinces, a concentration of industrial power, the failure of 

real wages to increase significantly, and a general belief of increasing income 

inequality, all contributed to the rejection of Ayub’s philosophy and strategy..,” 

(Ahmed V. & Rashid A., 1984). 

The income inequality did boost during this period of rapid industrialization, which was the 

consequence of public policies. Monopolies were created in the industrial sector; few 

families benefitted from these policies. The public entities like the Rice Export Corporation, 

and Cotton Export Corporation were there to hold back the prices of agricultural produce 

and transfer surplus to other sectors76.  

One may disagree with the strategy and policies followed in the Ayub era but it cannot be 

denied that  such accelerated economic growth was never experienced again; in spite of 

almost seventy years have been past. At that time income level was very low, there was 

hardly any infrastructure and trained human resources to foster growth. On the face of this, 

not only resources were developed, both human and financial development was made too. 

It was a miracle growth, although income inequalities were increased. In spite of all above, 

it can’t be ignored that it was unprecedented accelerated industrial growth, as well as, 

efficient utilization of foreign aid; which positively contributed towards economic growth. It 

needs to be visualized that how many different kinds of economic problem could have been 

there, if such economic growth may have not been realized i.e. unemployment, lack of jobs, 

poverty & hunger; and as a result law and order situation in the presence of these issues, 

which are being faced today. It may be true that real wages did not grow much in this period 

but employment opportunities and surplus labor was being absorbed, as well as, better off 

too, as compared to current situation. It may not be denied that if such development may 

have not been there, today’s’ industries could not have thrived; since the later periods were 

even worse than Ayub era. The distribution of income is as given below. The lowest 20% 

                                                           
 

76. For details of such policies see previous chapters on agriculture. 
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population had 6.4% share in household’s income in 1963-64, which increased to 8.4% by 

1970-71. It further increased to over 8% in 1987-88. However, it fell to 6.2% in 1998-99. 

The highest 20% population had 45.3% share in household’s income, which diminished to 

41.5% by 1970-71. After this period it started to augment and reached to 48.3% in 1987-

88 and 49.7% in 1998-99.  The ratio of highest 20% to lowest 20% was approximately 7.1% 

in 1963-064 which shrink to 4.9% in 1970-71 and again increased to 8% in 1998-9977. All 

above indicates that income inequality did not swell in the 1960s and 1970s; rather it 

amplified later on, in the 1990s, when income growth was very poor. The poor lost during 

the poor performance of the economy in the 1990s, but they gained in the 1970s. 

Notwithstanding the above, there were enormous benefits of the Ayub’s era accelerated 

economic and industrial growth in Pakistan. The curse of poverty was absent and masses 

were employed. However, the growth rate their real wages may be low, as compared to 

accelerated increase in profits. The entire population was engaged in production activities. 

Structural change was taking place, as expected in the economic theory. The industry and 

agriculture grew very rapidly and export sector was reaping benefits. New industries were 

emerging and industrial zones were flourishing. It was an appropriate time to look for 

distributive justice; before achieving sustained and stable growth of industrial revolution. 

The ill politically self-centered slogans were spread and the momentum of growth was 

interrupted by two major factors i.e. war in 1971 and new policies of the Bhutto government.  

The immature and unfounded bad policies of the later governments tried to take care of 

trickledown effect by nationalization but further destroyed the economy. Pakistan may have 

continued to maintain sustained economic growth for the next decade or so if proper 

policies by the forthcoming governments i.e. for distribution of income, may have been 

followed.  It may have completed industrial revolution and today it may have been a part of 

East Asian tigers78.  

As stated earlier that the first rapid growth period of industrialization was once over after 

1968. The political riots and war with India in 1971 badly damaged the momentum of 

                                                           
 

77For details of figures see Pakistan Economic Survey, various issues and Chaudhary M. Aslam  (1991). 
78.During 1990s and 2000s, double digit inflation and unemployment was there. Income distribution has not been even improved 
today, rather got worse. Foreign and domestic debt washed away economic growth. For empirical evidences See; Chaudhary 
M. Aslam. (1989),  Chaudhary M. Aslam. & Anwar S. (2004), Chaudhary M. Aslam. and  Zulifqar K., . (2008) and Chaudhary & 
Noor (2007). 
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economic growth. The industrial growth squeezed to 2.3% in 1974-5. Thereafter, industrial 

sector did get due importance. It slightly increased to 4.3% of GDP in 1979-80 and fell 

again to 2.9% in 1984-85. In 1994-5, about 4% of GDP was invested for industrial growth; 

whereas total investment was 18.7% in this period. A similar pattern was emerged for 

industrial growth too. 

11. Emerging Issues 

 Pakistan experienced rapid industrial growth in the 1960s and 1970s; as a result of 

highest priority assigned to this sector in the earlier planning. Thereafter, this sector was 

neglected and industrial growth became sluggish. The instable policies resulted in 

frustrated take off for the industrial sector. There is a need to give precedence to this sector 

and industrial revolution must lead to complete take off stage, if Pakistan has to join the 

emerging economies.  

 Pakistan followed industrial development by encouraging large scale industries 

flourished under protection and subsidies.  There were not strong foundations for industrial 

development. The supporting small scale industrial sector was underdeveloped.  The result 

was accumulation of huge profits, which were not the basis of the development of 

competitive industry. An alternative approach could have been adopted like supporting 

small scale industry and allowing them graduate to large scale industries. Such industrial 

revolution could have been sustainable.  

 The concentration of large scale industries in few hands created unrest and income 

inequalities. Nationalization policy as a result was adopted to develop social welfare. After 

nationalization, management of the nationalized units was in the hands of bureaucrats, 

who were inexperienced in business sector. Subsequently, nationalization was demolished 

and industrial sector lingered to suffer for ages. 

 The political instability during the 1990s and frequent change in public policies added 

fuel to the fire. It shattered the confidence of business men, resultantly the industrial sector 

was impotent to gain the required momentum to engross industrial revolution.  

 The advent of the new century brought several challenges for the devastated industrial 

growth in Pakistan. The dependent and uncompetitive industrial growth, not only faced the 

issues of emerging globalization, liberalization and international competitiveness but it also 
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suffered law and order situation post 9/11 attack on Afghanistan . Pakistan was compelled 

to participate in the war of terror, which further halted industrial growth in Pakistan.  

 Withstanding the above, as the result of globalization, privatization, liberalization and 

non-competitive protected development of domestic industry could not face the emerging 

challenges. As a result, several industries were shut down or shifted out of the country. 

The largest industrial base in Karachi also became the victim of these issues. The above 

sighted factor displaced industries from Karachi to other areas and abroad. Moreover, anti-

trade bias for domestic industry also significantly had undesirable impact on industrial 

growth in Pakistan.  

 The above sighted demise of industrial sector has also affected the foreign sector of 

Pakistan; impact on rade. The growth of manufacture exports fell ominously. Imports 

amplified substantially leading to trade imbalance. It was another challenge created due to 

industrial downfall in Pakistan.  

 In the era of 2000s, the public sector made some efforts to rehabilitate the industry. 

There is some advances; nonetheless Pakistan still lies far behind from embarking upon 

industrial revolution.  

 The capital goods import significant fell as a result of slowing down in industrial 

development, whereas, the import of consumer goods augmented over time, indicating that 

industrial foundations are becoming weaker and weaker.  

 The total factor productivity in the industrial sector fell over time, indicating that industrial 

sector became non-competitive. It may be noted that TFP is the major source of escalated 

growth of any sector. 

 The most important challenge is unsustainable industrial growth in Pakistan, as well as, 

changing priorities, without achieving their goals. Pakistan is still far away from industrial 

revolution. 

 The share of small scale industry fell significantly over time and the same was the case 

for large scale industry. The aggregate share of industrial sector fell from over 17 percent 

in 1980s and 1990s to around 13 percent, recently (2014-15). This clearly depicts that this 

sector has lost its significance for overall development and its contributions towards the 

economy. Industrial development is very crucial aspect of the economy. It bring structural 

changes and curtails unemployment by the creation of new employment opportunities.  
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 Pakistan is still far away from take off stage even after the 70 years of development 

planning and industrial development policies. It is a foremost challenge to develop 

industrial sector, which is a pre-requisite and complementary for the development of 

economy.   
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  CHAPTER: 4 

 

Development of Small Industries and Medium Enterprises 

1. The Significance & Growth of Small Industries 

 

The Pakistan Economic Survey (PES), reported importance of Small Enterprises (SMEs) 

as given below.  

The small and medium scale enterprises have a significant role to play in progress of a 

country, especially for developing countries like Pakistan, which are waiting industrial 

revolution to be realized. The SMEs are important because it employs 70% of the non-

agriculture labour and contributes 40% to our GDP79. The expansion and growth of small 

scale industries act as an engine for sustainable industrial development and provide 

foundations for economic growth. It contributes towards the broad base growth of an 

economy in various ways i.e., creating employment opportunities, training labor for 

industry, spreading managerial skill and innovative ideas, poverty alleviation, foundations 

for small businesses require less capital, stable economic growth and sustainable industrial 

base; in terns that these small and medium enterprises graduate as large entities. The 

elasticity of employment of these sectors is relatively higher, as associated to large 

                                                           
 

79. See Pakistan Economic Survey, 2012-15. 

“SME-led economic growth has become the hallmark of economic 

prosperity and general wellbeing in the world. SMEs are globally    

recognized as critical for economic development and poverty alleviation. 

In Pakistan 99 percent of economic establishments are SMEs; absorbing 

80 percent of unskilled labor.  These SMEs are collectively providing 

support to economic growth by contributing 40 percent to GDP and 30 

percent to the exports from the manufacturing sector1”. (PES 2011-12- p. 

48, Chapter on Manufacturing) 
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industries. It is fascinating to note that job creation in small scale industry cost about 2.5 to 

3 times less than the large scale industry. The small and medium businesses can create a 

job and support a family with capital as low as Rs. 50,000, as compared to large 

businesses.  It requires more than PRs. 200, 000 to create a job in large business; reason 

being that most of the large businesses are capital intensive. It is said that small industries 

create more jobs than large-scale manufacturing, provided the amount of capital; besides, 

such businesses are labor intensive, mostly family orientated businesses which often 

engage whole family and sometime more than one families are engages in a businesses. 

Thus, it also has demonstration effect too in terms of spreading skill, information and 

agglomeration economies. The cities like Gujranwala, Sialkot, Faisalabad and Gujrat are 

good examples of such businesses. In these cities small industries like Fan industry, Sports 

goods, Looms and small tools are made even in the homes and small streets of the cities. 

The role of small scale industrial sector becomes even more important when an economy 

is witnessing a sky rocketing population growth, escalating trend of unemployment and 

rising poverty80. Therefore, it is very important to focus on the development of small and 

medium enterprises, as well as, strengthening the informal sector. Nonetheless, less 

devotion was given to this sector. The position assigned to small and Medium Enterprises 

(SMEs) may be realized as stated in Pakistan Economic Survey 2011-12, p-48 as under. 

“Most impotent initiatives included approval of the first SME81 policy of Pakistan and 

infrastructural development through public sector development program.” 

The public industrial development policies in Pakistan were partially focused on the 

development of these sectors. In general, economic policies directly or indirectly 

encouraged large scale manufacturing82. In the past, faulty planning of both the public and 

private sector engaged in large entities were expected to also develop small-scale 

industries, against the planning for heavy industries, which turn out to be inefficient due to 

their growth on subsidy and protection, as well as, substitution for home imports. The policy 

                                                           
 

80. These are widespread economic problems of Pakistan but the government has seldom paid much intention towards such 
development. It is on the face that there are small industries departments in provinces but their performance is unnoticed and/ 
or these are silent sleepers. 
81. SMEs are defined as “having employment up to 250 pupil, Rs. 250 Million annual sales and 225 Million rupees paid up 
capital. 
82.  A detailed analysis of the same has been provided in the last chapter 3. 
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to impart industrial revolution based upon public support for large industries did not 

succeed because it did not have foundations in small entities. The small and medium 

enterprises act a foundation for the development of large scale industries. When major 

industries of Japan moved to ASEAN, more than two hundred small industries moved to 

this new location to provide support to these industries pertaining to the production and 

export of Autos and electronics etc. Neither the large industries neither achieved their goals 

nor were the small industries were developed. At present, the industrial sector is growing 

on its own without any strategy or guideline from the public sector, in terms of policies and 

support. No wonder that industrial sector is in severe depression and stagnation. In the 

chapter 15, it has been analyzed how many industries have been closed down and several 

have anti-trade bias and these are on the verge of shut down. Hardly any significant steps 

have been taken for its revival.  The industrial units are either closing down or moving from 

their places of establishment. However, this trend is changing now but still much more 

efforts are required for its development. Moreover, export oriented policies were also 

inclined towards large scale industries. Owing to these biases, exports of the small scale 

sector did not grow much and remained in doll drum. Due to the aforementioned outcomes, 

the base of the small scale and medium industries did not expand much and what so ever 

it grew was at the mercy of nature. 

It is required to initiate a basic and self-generating technical expertise of sustainable growth 

of industrial sector at the gross root level. Development and dissemination of aforesaid 

knowledge is essential to develop suitable technology at home. The First stage of 

development must consist upon such development, which can successfully done through 

encouraging small and medium enterprises with small capital investment.  The technical 

base must be established through small-scale enterprises, which could prove to be a 

sustainable path for industrial revolution. Moreover, it will deliver entrepreneurship and 

managerial skills and trained industrialists who can successfully launch large entities. The 

small industrial set ups are likely to graduate to large entities. Once the base of technology 

is developed, the second stage will lead to take off with machine tool industrial 

development. It will improve advanced level of knowledge and give way to rapid growth in 

industrialization. Therefore, given the importance and background of small and medium 

scale industries, the contribution of this sector is like a pre-requisite for sustainable 
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industrial development and its contributions are very important towards the sustainable 

industrial revolution, as well as, accelerated economic growth of the overall of the 

economy. Unfortunately, in Pakistan, small scale industry experienced negligence; there 

were hardly consistent policies for its development. It was neglected so much that hardly 

its determinants, actual growth or development characteristics, as well as, growth rates in 

different periods were recorded. One survey pertaining to small industrial growth was 

carried out and its same results were reported again and again for the years to come; in 

the Pakistan Economic Survey83.  Due to neglects, neither the small-scale industries were 

given much importance to play a significant role nor has sustainable development in the 

industrial sector taken place. As a result, frustrated industrial growth is stagnant at pre-

requisite stage of takeoff. The share of industrial sector in GDP fell from over 17% of GDP 

to less than 15% of the GDP now. Nevertheless, small originalities grew in specific area on 

their own and played quite a limited part in the industrial revolution and economic 

expansion of the country.  

 2. Comparative Growth of Large and Small Industry 

In the 1990s and 2000s, the small-scale industry grew at a higher rate in some years, as 

compared to overall industrial sector, yet the size and volume of the small scale industry 

has continued to be limited. According to latest figures, it has been reported that small-

scale manufacturing contributes 13.12% in manufacturing and 8.49% in industrial sector. 

In fiscal year 2015-16, small scale manufacturing witnessed a8.21% growth as compare to 

8.22% growth in the previous year. Table 1 portrays comparative details of the growth of 

industrial sector and its relative share in the economy. 

Table 1 show that during the 1970’s the small scale industry grew by 7.9% per annum, 

compared with the growth of 4.7% of the large scale industries. This growth pattern was 

changed in the long run. During 1960-86, on average, the large scale industry grew by 

three percentage points higher than the growth rate of small industries i.e., small scale 

industrial growth was only 6.3% per annum, compared with the large scale industrial growth 

                                                           
 

83. See Pakistan Economic Survey, different Issues for small scale industrial growth rate reported as 8.4% for 1980s and 1990s. 
Also see Table 2, in the last chapter, this growth rate was 8.4% and 8.5%. 
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of 9.1%, per annum (p.a.). During the early 1990’s, small-scale industries again surpassed 

the growth rate of large industrial growth. During 1990/91 – 1994/95, small industrial growth 

was 8.4% p.a. against the growth of 3.4% p.a. of the large scale industries. These figures 

indicate that these industries do have potential if appropriate policies support the sector 

and due importance is given to small industries.  

The small-scale industries continue to grow on its own. However, its share in GDP 

remained low; the very reason that hardly any serious effort was made to accelerate its 

growth. During the early 1990’s, overall industrial share towards GDP was 18%; out of 

which small industries contributed about 5% in 1990-95. During 1994-95, small industries 

accounted for 31% of the manufacturing And its share in GDP was 1.7% in 2014-15. It 

indicates that still the share of industrial sector and particularly of small industries is low. 

Its share fell to 3% for some years. Thus, there is a need to encourage small industrial 

base and, particularly, small and medium manufacturing need to be encouraged for 

sustainable growth. A profile of regional small industrial development is given in the 

following table. 

2.1 Small Industries in Punjab 

The Small Industrial Corporation launched a rural industrialization program and self-

employment scheme for encouraging small industries. The corporation has developed 

small industrial estates at Sialkot, Gujrat; Gujranwala, Lahore, Bahawalpur, Daska, 

Jhelum, Sahiwal, Sargodha, Chakwal, Mian Channu and Gujar Khan. Presently, industrial 

estates at Khanewal and Taxila are in initial stage of development. In addition to above, 

the corporation also supplemented training in skill generation and specific technology 

transfer centers in .the areas of Ceramics, light engineering, pottery, small tools, sports 

goods, metal, cutlery' and agricultural machinery.           
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Table 1: Share and Growth of Manufacturing Sector (%) 

Year Growth Rates Aggregate 

Growth 

(Mfg.) 

Share in GDP 

(Mfg.) 

Aggregate 

Share in GDP 

(Mfg.) 

Industry Small 

Scale 

Large 

Scale 

 Small 

Scale 

Large 

Scale 

 

1970-80 7.9 4.7 3.5   -  - - 

1960-86 6.3 9.1 8.1   -   - - 

1983-88 7.3 10 9.3    

1990-91 8.4 5.3 6.3 3.5 12.5 16 

1990-95 8.4 3.4 5.7 4.8 12.8 17.8 

2007-08 8.3 6.1 6.1 1.2 12.3 14.4 

2008-09 8.6 -6.0 -4.2 1.3 11.5 13.8 

2009-10 8.5 0.4 1.4 1.4 11.3 13.6 

2010-11 8.5 1.7 2.5 1.5 11.0 13.4 

2011-12 8.4 1.1 2.1 1.5 10.8 13.2 

2012-13 8.3 4.2 4.6 1.6 10.8 13.4 

2013-14 8.3 4.0 4.5 1.7 10.8 13.4 

2014-15 8.2 2.4 3.2 1.7 10.6 13.3 

2016-17 8.2 6.2 6.3  1.8  10.8 13.6* 

 

Source: Pakistan Economic Survey, Various Issues. 

* Also include tertiary industry. 

Moreover, development centers for handicrafts; carpets, crafts and village development 

projects were also introduced. In addition the corporation also established 11 training 

centers for women. These are recent activities of the corporation, which is a shift in policies 

in placing specific importance to this sector. Such a role was absent in the past. Due to this 

change small industries are performing better in recent years.  
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2.2 Small Industrial Development in Sindh 

The Sindh Small Industries Corporation (SSIC) mainly concentrated to develop cottage 

and craft related small-scale industrial activities. The corporation developed 13 small 

industrial estates, having 1535 developed plots. Besides, 76 training centers were 

functioning under the corporation. More than 2000 boys and girls were trained with different 

skills. Presently, five projects are in completion process at Karachi, three in Hyderabad 

Division, one at Mirpur Khas Division and two at other places. 

2.3 Small Industrial Development in KPK 

The Sarhad Industrial Development Board has focused to develop small industries in KPK, 

along with provision of training and credit. The board is managing 16 Carpet Centers, 9 

textile/handicraft centers, 6 embroidery & knitting centers, 2 readymade garments centers 

and 4 art & craft galleries and display centers. 

Besides, model projects were established to demonstrate light engineering and metal 

centers. Moreover, 8 wood working centers, one leather goods services center, one each 

ceramics and electronic development center were also established. The board also 

introduced 9 industrial estates covering over 1600 factory plots.  

2.4 Small Industries in Baluchistan 

Small Industrial Development in Baluchistan Like other small industrial 

development activities, the Directorate of small industries, Baluchistan is, 

presently, running 70 handicraft and related training centers in the 

province. Besides, advisory centers are also introduced to disseminate 

technical know-how in the province. About 1500 trainees were enrolled in 

different training centers. 

3. Investment Pattern 

The small scale industries provide foundations for large entities. However, appropriate 

attention was not paid to develop these industries. Its growth is left to the mercy of nature. 

Such pattern of growth cannot lead to industrial revolution. As a result, without industrial 

development the country cannot be developed.  
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Table 2 below investment trend in the early 1990's. The share of small industrial investment 

was 10% during 1991-92, which increased to 12.6% during 1994-95. It indicates an increase 

of small percentage points, during four years. The volume of small industrial investment was 

also very small. During 1991-92, only Rs. 5.96 billion were invested in this sector, whereas 

major investment was by the private sector. The public sector spent only Rs. 0.16 billion. 

The public investment during 1994-95 decreased to Rs. 0.06 billion. It again shows 

inconsistency in government efforts. It may also be noted that during 1994-95, the amount 

invested by the public sector was also for establishment of centers etc., which did not make 

any direct contribution towards the development of small-scale industries. An outline of 

industrial investment is as set in table 2. 

Table 2 indicates that manufacturing sector hardly attracted significant amount of 

investment. The 

Table 2: Industrial Investment   (%), ( Rs.  Billion) 

Year/Sector 1991/92 1992/93 1993/94 1994/95 

Manufg. (aggregate) 58.5 

 

63.4 

 

69.8 

 

79.1 

 

Small Scale Mfg. 5.96 6.89 8.37 9.96 

Public 0.16 0.19 0.17 0.06 

Private 5.8 6.7 8.2 9.9 

Small Mfg. 

(% of total) 

10.2 10.8 12.0 12.6 

                Source: Pakistan Economic Survey, various Issues.  

Small industrial sector is almost neglected and left on its own. In 1994-95, 

hardly Rs.79 billion was invested in the manufacturing sector, out of which 

twelve billion rupees were for the small industrial development, which is a 

meager investment. The public sector’s support for the small industries is 

negligible. There is a need to chalk out a clear cut strategy, if this sector has 

to be developed. 
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4. The Role of Public Sector and Economic Policies           

The public sector takes away a significant share from the credit market, besides; one-third 

of the GDP is in the control of the public sector, therefore, in which so ever the public sector 

sets the priorities, the private sector’s investment will also move in the same director. The 

public sector is trend setter in the market, since it has large share in the market. 

4.1 The Credit and Credit Policies84 

Credit is one of the important factors for promoting any economic activity. The government 

has established several institutes, which directly or indirectly help to provide credit for 

small-scale enterprises. Several factors hinder to fully utilize the credit facilities i.e. 

corruption, guarantee for loans and delaying tactics of public corporations. One window 

operation is still a dream in this country. These issues, like lack of proper credit facilities, 

inappropriate skills, lack of suitable premises and difficulties in access to raw material for 

variety of businesses continued to discourage this sector. It has been reported that the 

major constraint in expansion of small enterprises is the lack of adequate credit facilities. 

An ordinary businessman cannot benefit from these credit institutes. About 40% of small 

business reported that absence of credit accessibility is a major hindrance in the system of 

expanding their business. Kemal and Mahmood (1993) reported that 46% entrepreneurs 

complained that lack of appropriate salesperson was an obstacle for their business. In the 

transport sector, 43% businessmen reported that non-availability of credit was a problem 

for them. Chaudhary and Chaudhary (1996) reported that inadequate access to credit; 

bureaucratic interference and lack of appropriate facilities are some of the major obstacles 

for small industries. 

The above-cited studies also pointed out that most of the small businesses are financed 

from domestic resources. Such contribution was 82% in manufacturing sector, 84% in 

services sector and 79% in the transport sector. It may be noted that most of the public 

credit schemes provide more than 50% as a loan, which was hardly availed by small 

                                                           
 

84. This section is based upon the extracts taken from Chaudhary, Azim and Burki (1993) , Chaudhary and 
Chaudhary (1996)and Kemal and Mahmood (1993) 
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businessmen. Loans from banks contributed 12% of the total investment in the 

manufacturing sector, 4% for services sector, 1% for trade and 9% for the transport sector. 

A source of credit for these businesses was relatives and friends.  

An average investment needed in the informal business ranged from Rs. 17,000 in the 

non-mechanized transport sector to Rs. 6,57,000 in the small manufacturing sector. The 

average investment for the trade sector was Rs. 3, 24,000, for services sector Rs. 1, 63,000 

and Rs. 2, 14,000 for the transport sector, while the cost for land and building was 

excluded. Credit needs were substantially reduced due to non-provision of loan for entire 

investment i.e. Credit for building and land is hardly provided through credit schemes 

(Kemal and Mahmood 1993). Another study also supported the above findings that 66% of 

the businessmen reported lack of credit for expanding their businesses. 

The above discussion has an important bearing for credit policies. It indicates the meagre 

credit needs of the small and informal businesses were fulfilled. The major credit needs 

were not fulfilled through institutional support. Thus, public credit policies call for 

appropriate policy changes to cater for the needs of this sector; otherwise, this sector will 

be left unsupported. 

4.2 Credit Response of Businessmen 

In general credit schemes are not well advertised so that the clients could not know the 

benefits and features of such programmes. Chaudhary, Azim and Burki (1993) pointed out 

that 80% of the businessmen hardly knew most the credit schemes. However, they were 

willing to avail such facility, if it is made available to them. More than 80% of businessmen 

were interested to make a use of credit. However, lack of guarantee, inflexible repayment 

schedules and high interest rates also discouraged to make use of credit to those who 

even knew about the credit schemes. 

The instability of business also discouraged the businessmen to obtain loan. Kemal and 

Mahmoud (1993) reported that most of the businessmen were running more than one 

business i.e. 41%. About 56% of the businessmen had at least 10 years’ experience in the 

current business. Most of these people did not own premises, which also discourages to 

expand the business and thus reduces the chances to make use of credit. Most of credit 

needs were for integration of goods production (56%) and for working capital (35%). The 
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working capital needs are generally financed by commercial banks, which are inclined 

towards big businesses or abused by political big guns that get away without paying their 

loans. Thus, small businesses are left either on the mercy of high cost loans or to continue 

to suffer from inadequate funding. Such a state of affairs requires appropriate attention of 

the public policy makers.  

4.3 Economic Policies, Incentives and Small Loan 

The State Bank of Pakistan (SBP) allocates credit and make changes in its distribution. A 

National Credit Consultative Council (NCCC) was set up with responsibility assigned to it 

to fix targets for small loans on yearly basis. A Small Business Division was to be 

established in SBP to promote such economic activities. However, this division was never 

set up, which shows the lack of interest and importance given to this sector. 

The Commercial banks are advised by the SBP to allocate quota for small businesses. 

During 1993-94, Rs. 2.55 billion was lay out against the target of Rs. 0.23 billion. It was a 

big change in supporting this sector. It also indicates that if proper facilities are extended, 

the small businesses do respond to them. Moreover, an amount of Rs. 3.6 billion were 

disbursed against the target of 3.9 billion for small scale industry during 1994-95 which 

again indicates that this sector is responsive to credit facilities and it is also in a need of 

such credit support. 

The loan amount for small business was set at Rs. 50,000 in 1972 which was revised to 

Rs. 75,000 in 1974, to Rs. 100,000 in 1975, to Rs. 200,000 in 1982 and to Rs. 300,000 in 

1990. The maximum original value of asset to qualify for the loan rose from Rs. 3 million 

(1974) to Rs. 10 million in 1984. There is still a need to update these targets and also to 

consider the actual needs for small business and then these limits may be fixed. The tosses 

incurred by the commercial banks were guaranteed by the SBP for small loans. Thus, 50% 

of loss is reimbursed to the commercial banks. In spite of such guarantees, this sector 

continues to suffer from inadequate support and meagre resources were made available 

for this sector.  

4.4 Credit Policies 

Small loans scheme was initiated in 1972. Its progress was very slow since then. Recently 

it has gained some importance. Small loans and their targets set by the SBP need to further 
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explore in terms of areas and sectors. Due to limitations in its scope, the benefits remained 

constrained. The results achieved through these schemes are encouraging but it is 

important to note that the accomplishments were outlaid from the needs. The loans 

disbursed for small-scale industry achieved 311% of its targets during 1989-90, 150% in 

1990-91, 390% in 1991-92 and much higher achievements were witnessed during 1992-

94. Similarly small loans disbursed for industries exceeded the targets during the early 

1990's. However, the achievements regarding the same for the agriculture sector were not 

very encouraging. It indicates that the needs of the 70% of rural population remained 

unfulfilled. Equal attention need to be paid for agro-based small industries which has bright 

chances for success. The above-cited high percentage achievements are encouraging; 

however, it is so due to very small base of the small industries. It is not going to increase 

the production of this sector by the same percentages as its base widens. 

The small business was considered eligible for loan having one million rupee assets. It was 

revised to 10 million rupees in 1984. In actual, the loans were awarded to relatively having 

higher assets. As a result, very small businesses hardly get their share and their size might 

have remained constant over time. Thus, the needs of very small businesses continue to 

remain unfulfilled. It is important that the base must be widened along with an increase in 

the disbursement of credit. In general, debt/equity ratio is 80:20 and it may be 70:30 for 

medium loans. It indicates that for a loan of Rs. 600,000, the investor has to raise Rs. 

180,000 from own resources (for 70:30 ratio) and about Rs. 120,000 under the ratio of 

80:20. It appears that this ratio is still on higher side. Thus, for feasible cases on merit, may 

be allowed to avail higher amount of loan. Such flexibility will help to expand the sector. 

Another problem in credit is repayment period and its inflexibility. Adequate grace period 

may be extended and some flexibility in payment of instalments may also be introduced. It 

will strengthen the businesses and it will also provide an opportunity to ease the cash flow. 

This provision will increase the repayment amount of the loans. 

Simplification of procedures for the requirements to qualify for loan, guarantees, as well 

as, their procedures for mortgage may also be made such which could be easy to meet 

and it must be within the range of small businesses. Mortgage of property, assets and 

stocks is simplified and their value assessment must be based on rational criteria. There 
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are still so many requirements to qualify for loan, therefore, small businessmen prefer to 

forego rather apply for loan. 

The public credit policies do, generally, offer lower interest rates in the areas where they 

want to encourage investment. In Pakistan, loans have become a privilege rather a facility. 

They are obtained through influence, and corruption etc. As a result, true businessman 

doesn’t try to have a loan since actual mark-up becomes high once they account for 

corruption payments. On the other hand possibility to abuse the loan is high. Thus, such 

loans are extended which are not used for the purpose but counted for small business. 

Strict monitoring of loans and remedial measures for corruption are the difficult tasks to be 

done for its success.  

4.5 Skill Training 

Training is one of the important components for successful business. In Pakistan, skill 

needed for small businesses is generally unorganised. The long years invested by trainees 

are a result of cheaper labour and exploitation by the trainers. Moreover, formal training 

often lacks in practical training while the informal training suffers from no theoretical 

training. Thus, hardly well trained manpower is produced for small enterprises either by 

public institutions or by private sources. Moreover, public and private facilities are 

inadequate, low quality and misguided. Proper policy directions, based upon research, 

must be introduced to bear fruitful results.  

The informal training is a chain to train generations without any formal content to it. A study 

by (Chaudhary, Azim & Burki 1993) reported that only 7% of informal trainer (ustad) had 

any formal training. About 71% were trained under informal practices. One of major 

constraints in acquiring formal training was reported the lack of finances (46%), about 22% 

reported that such institutions did not exist in their neighbourhood. Majority of businessmen 

preferred to have trainees rather running the business with the help of trained persons. 

The trainees prefer informal training due to acquiring practical experience, no fee involved 

and personal contacts.  

Several government departments also provide training for small skills and businesses. 

These departments and institutions are industry department; vocational and technical 

institutes labour departments, educational directorates (Technical), Overseer’s Pakistanis 
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Foundation and directorate of manpower and training. Most of these institutes are 

vocational, technical and apprenticeship. There are 60 training institutes in all over the 

country, out of which 32 in Punjab, 12 in Sindh, 8 in NWFP and 7 in Baluchistan, providing 

different training. One centre is also working in federal area. Over 16000 trainees’ facility 

was there, against which 9000 trainees were trained every year. It indicates that about 60% 

of the total capacity was utilized and the rest was either wasted or lying ideal. Moreover, 

these institutes were suffering from either competent trainers or they did not keep their 

knowledge up to date. 

The major problem of these institutes was out dated courses being imparted no 

development in trainer's value, and limited practical training. Besides, skill generation was 

often irrelevant to the needs of market. Such problems were emerged from meagre funding 

and lack of appropriate organization/control and semi competent instructors (Semotics 

consultants, 1992). 

In the training area, there is a need for qualified instructors, keeping up their knowledge; 

proper funding of these institutes, updating, and making practical oriented training and 

major focus on coordination between business needs and training provided. Adequate 

focus is also need on practical training and adjustment of trained manpower. Besides, 

establishment of business districts, linking training, production and business facilities will 

lead to benefit from agglomeration economies. 

The training period under informal system ranged from one to ten years. On average, the 

period for the same was 4 years while 20% trainee took more than 5 years while 19% took 

around 5 years for completion of the training. Under such a system of training 40% 

businessmen did not pay any amount to the trainees. About 73% do get some wages for 

one year, 16% for 2 years and 9% for three years. Kemal and Mahmood (1993) reported 

that the reason for informal training was to have cheap labour. Moreover, the wages paid 

to trainees were lower than the family helpers. Besides, even those who get the wages, 

70% of them were not paid for overtime work. Similarly, 22% paid helper do not get any 

wages and compensation for sick holidays. Since such arrangements are unregulated, 

thus, it leads to exploitation of labour. The average period of formal training was far less 

than the informal training period. The businessmen delay the training process for cheaper 
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use of labour or for personal benefits. Thus, there is a need to encourage formal training 

and the private existing facilities may also be utilized for practical training. Such 

coordination will help to support the informal training process and it will also reduce the 

training period. More important is the quality of training, which will be significantly improved.  

5. Technological Adaptation and its’ Level 

Most of the small businesses were labour intensive and minor tools were used for 

manufacturing of goods. Chaudhary et. al. (1993) reported that 49% enterprises used 

simple machines, 38% used minor tools and only 12% were making use of modern 

technology. The businesses having modern technology, 44% of them had imported 

machinery and 37% used indigenous machines. Modern machinery was used in agri-

business, tailoring, carpet industry, sports goods, steel pots etc. The entrepreneurs who 

were not using modern machinery thought that labour intensive techniques were cheaper. 

Most of the equipment used in modern machines were imported in the last five years or so. 

The above information leads us to conclude that there are three segments in small 

business, having modern technology, local machines and labour-intensive techniques. The 

businesses, which used modem machinery, were limited. It also tells us that small 

businessmen were not well aware of modern techniques. Moreover, these businesses are 

labour intensive and having small capital.  

5.1 Production capacity and utilization of Resources 

A large number of enterprises suffer from inadequate marketing, lack of effective demand 

for their products and no relevant knowledge to expand the business. Low quality skill leads 

to low quality of product and thus it limits demand. The improvement in quality will help to 

not only full capacity utilization but also expansion in business. Thus quality training along 

with adequate facilities is the immediate needs of the small entrepreneurs. 

6. Small Businesses and the Role of Fiscal Policy 

The fiscal policies of the government not only regulate businesses but it also provides 

incentives for their expansion and stability. The taxation structure, import and export duties, 

as well .as, subsidies are some of the tools, which do this job. In terms of taxation there 

are direct and indirect taxes. Excise duty also plays an important role in restricting demand. 
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The role of taxation system is given below. Income Taxes Income tax ordinance 1979 

contains provisions for taxing income and providing relieves. All the income from small 

business is also taxable as other incomes. The business income exceeding Rs. 30,000 is 

taxable, which is lower than the income earned through salaries. The large scale 

manufacturing also pays corporate tax, in-addition to income tax. Thus, there is no tax 

rebate for small business; rather, it is taxed at higher rate than other professions. In terms 

of tax holidays, the large firms enjoy more benefits than the small businesses. The 

business centres established in new areas are generally more attractive for large 

manufacturing entrepreneurs than for small businesses. A good example of the same is 

the centre at Goodown Amazay industrial estate, where the industry enjoys large benefits, 

sells their products at lower price due to lower taxes and enjoys tax holidays. On the other 

hand new small businesses are established at urban areas where hardly tax holidays or 

other subsidies are available to them. With the revision of sales tax structure, a large 

number of new items have been brought under this tax. Thus, as a result, several products 

of small-scale industries are being taxes now. Whereas such actions lead to raise revenue 

for the government it also leads in reallocation of resources. As a result, small-scale 

industry is being affected due to (i) shifting demand away from their product or shifting the 

resources away from small businesses due to decreasing profit and (iii) increasing cost 

and reducing profit.  

In terms of imported machinery, the large firms do enjoy benefits from rebates on custom 

duties. These firms also get benefit by exporting their goods and earning foreign exchange. 

As a result it leads to disadvantage of the small businesses which have to compete with 

large manufacturers, based upon local labour intensive and backward technology. Such 

technology is also a cause of low quality production of the small businesses. 

Business sector enjoys several benefits from trade policy and concessions providing 

through such policies. The trade policy helps (1) by providing cheaper imported 

equipment's (ii) capital is rendered cheaper to labour (iii) importing enterprises install in 

house machinery thus discouraging the small businesses (iv) imported superior technology 

leads to better quality of products and (v), large business benefits from exports of their 

goods. In addition to above, large firms are allowed high rate of depreciation allowance. 

Such concessions indirectly affect small businesses by raising relative profit of large 
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producers, as compared with small businesses. Therefore, the small businesses cannot 

compete with large producers and, remained a secondary business.  

Macroeconomics policies in Pakistan favour the big businesses. The demand for small-

scale industrial products consists upon consumer goods, secondary exportable and 

contract supply. The products of small-scale producers are of low quality suffering from 

poor market channels, non-branded and channelled through middlemen. The bulk of profit 

is taken away by the middleman. Due to quality constraint, they have limited access to 

international market. The durable goods produced through capital intensive techniques are 

also of better quality. Thus, all above goes against the small producers. On the other hand, 

credit policies are also biased towards big producers, which generate differential benefits. 

It leaves a limited room for the small producers to sell at lower price. Moreover, even if 

income distribution gets better, as income increases, demand shifts away from poor quality 

goods to better quality products. Thus, again bottlenecks are created for small businesses.  

The above discussion regarding macroeconomics policies draw our attention towards 

several aspects. There is a need to support small-scale industry in such a way so that the 

quality of their products must be improved. Moreover, market channels need to be 

improved so that the role of middleman is curtailed and profit goes to the producer. Since, 

macroeconomics policies direct future demand, therefore, these policies need to keep 

balance in income distribution so that equitable expanding demand for small businesses 

could lead to expansion of their production. In addition to above, efforts and incentives are 

needed to gear up these industries towards export orientation. Whereas, industrial estates 

are established for large producers, there is also a need to set up such estates for small 

industries equipped with all infrastructure facilities. The present small industrial estates 

suffer from inadequate facilities. Moreover, healthy competition and competitive terms of 

trade must be maintained among these segments of the economy.  

7.  Development Planning and priority for Small Businesses 

As mentioned earlier, major economic and industrial policies were biased towards large 

industrial development. Up to the third plan, although industrial development was 

encouraging, however, very little attention was paid towards small industries. After reaping 
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the rotten fruits of large entrepreneur, like worsening income distribution, generation of 

monopolies, worse working conditions for labour, spread of poverty and unemployment, 

capital intensive investment and concentration of industries at few places, it was realized 

that an answer to some of these problems lies in the encouragement of small industries. 

Moreover, nationalization was taken place. Agriculture being the large sector and having 

good foundations for industrial inputs was ignored. Only recently it was aimed to encourage 

agro-based small industries, in the 6th plan. Although some earlier efforts were made to 

encourage small businesses but it was the first time, during the 6th plan, when small 

industry have some place in the economic planning. 

During the 6th Five year plan (1983-88), major focus for encouraging small industries was 

through the private sector. It was aimed that an amount Rs. 11.4 billion will be invested in 

the small industries. This amount constituted 22% of the total industrial investment. Such 

investment was to be made for agro, small and rural industries. In actual Rs. 10.7 billion 

were invested during the plan period, which constituted 98% of the plan targets for this 

sector. It indicated that if proper attention was I paid, this sector responded positively. 

It was aimed that small scale industry will grow by 7.3% per annum whereas actual 

achievement was much higher than the 6th plan I target. Such an achievement was based 

upon the priority assigned by 1 the public sector for the establishment of agro-based 

industries and proper support of the private sector. The government followed a policy to 

encourage the private sector. However, the performance of investment made by the public 

sector was not encouraging. An amount of Rs. 17.9 billion (at current prices) were allocated 

for industrial development i.e. Rs. 17.7 billion for large scale and Rs. 0.23 billion for small-

scale industries. However, the actual allocation was I even less than the plan target. Overall 

the plan achieved 82% investment targets. However, for the small-scale manufacturing, 

only Rs. 226 million were provided. Thus, the success for the small-scale establishment 

was not discouraging, as planned.  

The 7th Five Years development Plan (1988-93) aimed at mobilizing Rs. 87.5 billion for this 

sector, out of which Rs. 21.7 billion were to be spent for the development of small 

industries. It was aimed that industrial investment will grow at a rate of 6.5% per annum. 

The small-scale industrial investment was targeted to grow at 18.8%, which shows a 
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priority for small industrial development. It was planned that the process of agro-based 

rural small industrial momentum generated during the 6th plan will be strengthened, further 

during the 7th plan period. However, major investment was to be made by the private 

sector. The plan target was that R. 19.6 billion will be invested by the private sector and a 

little hover Rs. one billion would be made available by the public sector to facilitate 

investment. 

A strategy to achieve the above investment targets was based upon encouraging exports 

of these industries. The focus was on the provision of needed support to improve quality 

of products and strengthening the industry by provision of appropriate technology. The 

State Bank was directed to set larger amount of credit for these industries. The commercial 

banks and DFI's were also directed to simplify their procedures for easy access to credit. 

Moreover, location restrictions were to be relaxed to allow expansion of small scale and 

light engineering industries. Needed support was also provided to link the domestic market 

with international markets. In addition, small industry was supported for developing 

linkages with large industries by sub-contracting.  

No formal evaluation has been carried out for the 7th plan. Preliminary review and mid-

plan review reports indicated that the plan aimed to achieve 8.5% per year growth, 

particularly in small-scale industry. For the period of the first two years of the plan, the 

private sector investment turned out to be Rs. 7 billion. During the plan period Rs. 21.7 

billion were targeted. Given the performance, it was expected that 92% of the plan target 

were realized which was not bad achievement.  

The 8th Five Year Plan (1993-98), placed special emphasis on industrialization. It was 

planned that 680,000 jobs will be created in this sector; first time intended to focus on job 

creation. The plan aimed at to achieve growth rates of 10.5% and 8.4% per annum for the 

large and small-scale industries, respectively. Agro-industrial development momentum 

was expected to continue to grow; such industries constitute 30% of the small and micro 

enterprises. In the past export of these industries were concentrated on traditional items, it 

was aimed that diversification of goods and export markets will be one of the major focus 

during the plan. Following steps were aimed to encourage the small industries: 
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a) Wider provision of infrastructure facilities.  

b) Promotion of small industrial estates.  

c) Strengthening small industrial corporations.  

d) Strengthening Small Business Finance Corporation. 

e) Rationalization of fiscal regime to ensure rapid growth.  

f) Establishment of common facility system. 

g) Improvement of linkages between small and large scale industries. 

8. The Small Businesses and Emerging Informal Sector 

The informal sector has gained much importance. It has created jobs for the most 

neglected segment of the society. It also helped to curtail poverty. There is hardly any 

recognized definition of this sector, however, it is recognized on the basis of workers 

activities, level of investment and self-employment etc. The International labour 

Organization [ILO (1972)] defined informal workers and enterprises as those facing free 

entry and competitive market conditions. The informal sector may be defined as those 

activities which are simple, low skilled and which face competitive and free entry conditions. 

Informal sector comprises of all the unorganized and the unregistered commercial 

enterprises and all non-commercial enterprises without formal operational organization. 

Informal sector may also be classified where wages are flexible and unprotected. Thus, 

informal sector has free entry, low skilled and small business. Labour absorption capacity 

of the formal sector is quite limited; therefore, a large proportion of labour force turns to the 

informal sector for employment. It is found that the informal sector employs about 20 per 

cent to 70% of the total labour force in the urban sector in different developing countries. 

Despite the fluctuation in the economic conditions of the developing countries, informal 

sector continued to employ over 50 percent of the labour force. However, the major attack 

on the informal sector is that, as it usually employs unskilled labour, productivity of the 

workers is very low. As a result they are offered very less earnings and workers are usually 

exploited. Another reason of exploitation is the unrestricted entry of labour force. Therefore, 

it is required that informal sector should be promoted to absorb surplus labour along with 

attempts to enhance labour productivity and protection of labour force against exploitation. 
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Various authors have analysed the prospects of employment generation and other 

conditions of the informal sector. Khan (1983), Kazi (1987), Chaudhary, Burki, and Pervaiz 

(1991), Aftab (1990), Nadvi (1990), Kemal and Zafar Mehmood (1993), Kazi and Raza 

(1989), Ghayur (1994) analysed informal sector, based on various surveys. An analysis of 

earnings differential between formal and informal sector indicated that the large figure of 

people working in the informal sector are not the main earners of the family, rather they are 

old persons, very young persons and women, without any significant education and skills. 

He further found that informal sector is not the major point of entry for the new migrants 

from rural areas, although it is considered the first shelter to stay in urban areas. 

Khan (1083) analysed earnings in the formal and informal sectors on the basis of a survey 

of 570 households residing in Lahore for both male and female labour force. She found 

that earnings in the formal sector were higher as compared to informal sector for both male 

and female workers. She further found that educational returns were higher for female 

workers in both sectors. The rate of return on education at graduate and postgraduate level 

for female was 23.4 percent compared to 10.7 percent for male. The same with primary 

education constituted 68.1 percent for females and 31.2 percent for males. 

According to Kazi (1987) the existence of the informal sector is based upon two reasons. 

One is the rapid rural-urban migration and the other is the low absorptive capacity of the 

modern sector of the economy. According to his findings, the income earnings of the skilled 

labour force and self-employed workers in the informal segment were higher if equated to 

the incomes in the formal sector. About 89 percent of the self-employed in the informal 

sector were earning more than Rs .1500 per month, as against Rs.1100 per month 

earnings by the worker in the formal sector. Informal sector is a major source of training 

and skill and most of the training is gained through 'Ustads' and 'Shagirds' process which 

is beneficial for both employer i.e. 'Ustad' and employees 'Shagirds'. The employer gets 

additional labour at less than the on-going wage rate and employee gets skills, which he 

cannot afford otherwise. Chaudhary, Burki. And Parvez, (1990) also reached at a similar 

conclusion to that of Kazis. Their study was based upon primary data pertaining to Lahore, 

Karachi, Mian Channu, Sialkot, Gujranwala and Deska. The survey covered about 24 

informal activities related to Ustad Shagrid. The main findings of the study are that most of 

the ustads and shagirds belongs to poor families, about 82% of the enterprises were owned 
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by ustads themselves; the ustads were found generally to get their working skills by 

remaining as shagirds for about 2 to four hours per day; ustads usually start paying to their 

shagirds after one year of training and the payment is too nominal; after getting training 

and acquiring skills of about 3 to 5 years, most of the shagirds (about 92%) are ambitious 

to start their own business, however, they suffer from lack of capital and most of them are 

unaware of agencies which provide loans. Those who do know such lending institutes lack 

in ability to provide guarantee. Such manpower may end up working for others. Majority of 

those starting their own business usually finance by personal savings and start with small 

amount of investment. Majority of them does make their livings but may not have enough, 

earnings to live comfortably. 

Kemal & Zafar (1993) indicated that Pakistan's informal sector was large and rapid growing. 

The major cause of rapid growth of this sector was being out of tax net and free from other 

costs. This sector was also large employer of child labour and women. As this sector is 

free from labour regulations, the workers employed are usually exploited. Their study 

negates the general impression that not many educated and skilled persons would join the 

informal sector but about 80% of the entrepreneur was having some formal education and 

informal training. More than half of the workers have education up to secondary level. 

There is subcontracting and interaction between formal and informal sectors, especially, in 

the manufacturing sector. They pointed out that the growth of formal sector leads to higher 

growth in the informal sector.  

8.1 Informal Sector: Employment and Income Generation 

The informal sector is a major absorber of labour force in Pakistan. The employment 

generation cost is too low in this sector, as compared with formal sectors. It is reported that 

the job creation cost was almost 80 times less in the informal and the small business than 

that of the large manufacturing. About 37% of the informal sector labour force is self-

employed and 38% are regular workers. About 12% are shagirds and 13% are family 

helpers. Of the total labour force, 89.3 per cent are adult males and 8% are females, child 

labour force is about 3%; out of which about 95% are male children. Most of the female 

labour force had adequate skills. Unskilled females are very negligible proportions in the 

informal labour force. The hours of working in the informal sector are much larger 

compared with those in the formal sector? The hours of work and profile of earnings is 
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provided in Table 3. The self-employed persons work 59 hour, per week, and the family 

helpers work for 61 hours, casual workers for 64 hours and shagirds for 55 hours. In the 

formal sector hours of working are about half of the hours of working in the informal sector. 

Capital-labour ratio of the informal sector is less than one-half that of the formal sector. The 

capital-output ratio in this sector is even substantially lower than the average for the 

economy. It was about 1.28 compared with 3.0 for the economy. Empirical analysis shows 

that informal sector can create about 14 times more job opportunities; with the similar level 

of capital due to its substantial lower capital-labour ratio. The working hours and income of 

child labour are given in Table 3.          

Table 3: Working Hours and Income of Child Labour 

Sector Hours of Work  

(Per Week) 

Monthly Income (Rs.) 

Manufacturing  54.7 806 

Services 50.0 60.5 

Trade 59.1 1196 

Transport 62.0 980 

                               Source: Kemal and Zafar (1993) 

The wages in the informal sector are quite low compared with formal sector wages. 

Shagirds are paid about Rs.500 to Rs.600 per month. On average, the overall monthly 

average wages are about Rs.I500. However, self-employed workers and ustads' usually 

earn three to four times more than the average wages in the informal sector. They earn 

higher income due to return on both physical and human capital. The financing of the 

businesses were about 10% from family income, 8% from bank loans, 6% from abroad 

income, and 7% finances the informal sector investment by profits and reinvestment. The 

working hours of child labour and wages in different sectors are given in table 3. The 

highest wages for child labour had in transport sector. The working hours were ale the 

highest in the transport sector (59 per week).The wages in this sector were PRs. 1196 per 
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month. The lowest working hours were in the hours services like cleaning and washing 

(50). The wages were also low in this sector PRs. 60.5).  

8.2 Child Labour and Female Labour Force 

Child labour is one of the dark and disturbing sides of the informal sector. Most of the child 

labour belongs to the families suffering from absolute poverty and children have to 

sacrifice their childhood, education and health to fulfil the basic needs of their family. They 

have to work for long hours to earn very nominal income. It appears that child labour 

accounts 5% of the entire labour force in the informal sector. Child labour in the transport 

sector is 8.8% of the total work force, 4.4% in the manufacturing sector, 4.2% in the 

services sector and 2.1% in the trade sector. The consequence of the child labour cause 

heavy costs to be nation and to humanity. The children have to work long hours which 

destroy their health. They suffer from malnutrition, ill health, low life expectancy and 

illiteracy etc. Thus, a part of a generation is wasted. 

Informal sector also provides an opportunity to female labour force to work both as self-

employed and as workers. The surveys and various studies show that most of the self-

employed women have primary education (52%) and informal training through 

ustad/shagirds (69%). Most of the female workers work close to their homes, as they also 

have to take care of their family. The immobility of these female workers leaves them to 

the exploitation by middleman; as a source of cheap labour.  

9. SMEDA: Initiatives and SMEs Support 

SMEDA85was established with the following mission. 

 

 

 

                                                           
 

85The following information have been taken from the Development Report 2010-11 by SAMEDA. 

“To assist in employment generation and value addition to the 

national income, through development of the SME Sector, by 

helping increase the number, scale and competitiveness of 

SMEs” 
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The Small and Medium Enterprises (SMEDA) does not seem to be any priority of the 

governments. The SAMEDA had been busy in offering seminars and information, which is 

a good contribution. There is hardly much direct contribution by the organization. It even 

could not succeed to establish data and statistics on regular and consistent basis. The 

projects under SMEDA succeeded to cater meagre amount to be intended for these projects 

may not be realized either. The project still seeks support from the private sector for their 

implementation. Still its allocation has to be in the annual development Plans, which was 

not there. It was reported that SMEs grew 7.5% during 2010-1186.  It is stated in the Pakistan 

Economic Survey (PES), 2011-12 that SMEDA as a government agency is providing 

undeniable support to economic development of small industries. However, such support 

could not even establish basic statistics pertaining to small industries, not to speak of 

economic development plan for small industrial development. It is further stated that lack of 

provision of actual data and quantifiable research are making the adding difficulty in the 

chores of securing attention of policy makers and key government stakeholder’s. The 

SMEDA has contributed to the task by starting publication of SMEDA research working 

paper series. Of course it is goo to start such activities but there is a need to establish survey 

of SMEs regularly, research based on the data collected and ultimately policy formulation 

for uplifting of SMEs, for which hardly any serious effort is made so far. In other words such 

an important area is surviving its own without any policy guideline and outcomes. 

 SMEDA has established 21 regional offices and office in all four provinces of Pakistan. 

During the year 2012-13, Rs. Four billion were mobilized with the assistance of private 

sector to promote SMEs. The SMEDA created over 15000 jobs. It was pointed out that still; 

it is suffering from lack of and poor infrastructure and technology in SMEs. Out of 29 

development projects, under Public Sector Development Programme, five were completed. 

These projects are expected to cost around Rs three billions.  If the speed of projects 

initiated and completed remains the same, it may take decades to have any significant 

achievement in this direction. SMEDA also launched internship portal, which provides an 

opportunity to the students to gain experience and practical knowledge. It is likely to help 

                                                           
 

86. See: Pakistan Economic Survey, 2011-12. 
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in placement of fresh students for employment. In this direction SMEDA claims to involve 

several departments like universities and chamber of commerce etc., but no actual 

achievement is reported in the PES, 2013-14.  It is appreciable that SMEDA prepared five 

years development program to up lift the small industries. The plan (2013-18), aimed to 

support employment creation through SMEs and value addition to SMEs products. It was 

expected to promote and uplift traditional units; as stated in the Pakistan Economic Survey 

(PES)-2013-14. The SMEDA prioritized thirteen sectors for development intervention87. It 

aimed at policy initiatives and matters related to regulatory environment, strategic initiatives 

business development services, networking and infrastructure development.  The 

businesses recognized that support were for Gems & Jewellery, construction, Fisheries, 

Energy, Horticulture, Crafts, Dairy& Livestock, and Engineering, Industry, Chemicals,  Auto 

part manufacturing, support services, Minerals, Textile , Tourism, Leather and logistics. As 

reported in the PES-2015-16, five projects were initiated with a cost of Rs. four billion. It 

appeared that, in spite of chalking out development plan 2013-18, there was not much 

change in the traditional role of SMEDA. One sports industries development centre in 

Sialkot was established, which was expected to improve sports related production. The 

centre cost was Rs.436 million. SMEDA is continuously providing training facilities, 

seminars and information to create employability, which is a good service to the business 

community. During 2014-15, in cooperation with JICA, ten SMEs will be developed as 

model factories in the fields namely productivity and quality in KPK- province, with the 

cooperation of Bank of Khyber (BoK).  An amount Rs. 750 million was provided to support 

small businesses by the BOK. Such institutional supports are mobilized by SMEDA. 

Moreover, SMEDA has also established links with Turkish SME, JICA, DFAID, Brazil, 

Malaysia and China to collaborate in the promotion of small industries.   The SMEDA also 

proposed seven direct interventions under thirteen sectors for rapid growth of small 

businesses. It is a part of five years development projects under SMEDA. This plan is a 

part of Vision 2025. 

                                                           
 

87. See for details Pakistan Economic survey 2013-15. 
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The SMEs policy was approved in 2007. The policy was focused on to address the 

following issues: 

 To create favourable business environment for small businesses and eliminate 

obstacles for establishing such enterprises.   

 To increase SMEs access to formal finance and institutions and improve 

resources, as well as services for small businesses.  

 To establish feedback through monitoring and evaluation mechanism to provide 

sound evaluation mechanism for effective promotion of SMEs. Facilitate to collect 

data and information for SMEs. 

The SME bill was prepared in 2009. The credit guarantee scheme for small rural centred 

businesses was presented in 2010; with preliminary capital of 10 million pound sterling, 

financed by DFID. The aim was to provide financing facilities to small establishments at 

the lower end. During 2009-10. Almost Rs. 2.5 billion was allocated by the national 

government for SMEs credit guarantee scheme. Moreover, an amount of Rs. 3800 million 

was allocated to 11 banks in 2011 for credit facilities for the SMEs. Moreover, the State 

Banks’ credit guarantee scheme supported several projects pertaining to SMEs in KPK, 

Gilgit Baltistan and FATA areas in 2010. The credit financing scheme by banks helped for 

uplifting small businesses in the deprived areas. Such loans were available at the discount 

interest rates and these credits were available up to 7 years for SMEs. The schemes 

related to agriculture based small businesses like storages, cold storages, purchase of 

plants and machinery under Balancing, Modernization and Rehabilitation (BMR) were 

introduced. Furthermore, refinancing system for restoration of SMEs and agriculture 

activities pertaining to flood pretentious areas was also launched in 2010.  

SMEDA support was also provided to 471 agri. based enterprises; 150 units were helped 

to support to start up agricultural small businesses based,  which included cold storages, 

grading of fruits, packing units, screen houses, and processing of mangoes. Furthermore, 

75 solar dryers intended for drying vegetables and fruits were also supported. Besides, 

713 training and capacity building initiatives were taken for 3000 farmers and other 

communities. The SMEDA created 65,000 jobs with the help of small businesses, under 

the development plan.  Moreover, volume of more than 4000 SMEs agriculturalists was 
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supported. Additionally, 50000 SMEs and agri-business in the horticulture and livestock 

sector supported. In addition, eleven key projects of agricultural research and development 

were launched with the cooperation of private SMEs and public sector.  Under this project 

about 20,000 farmers, including 25% women farmers provided capability building and 

enterprise expansion support; in association with NGOs, private sector, agriculture 

extension services were supported during 2006-11 programs.  

The SBP in collaboration with International Finance Corporation (IFC) and JICA also 

launched business support and joint research project to provide information pertaining to 

key SMEs. Under this program, 10 SMEs were considered, to provide support for up lifting 

industrial sector. Moreover, SMEs training program continued, as a major project of the 

SMEDA. Under this program, around 200 officers were trained for credit disbursement for 

SMEs. Trade development authority of Pakistan (TDAP) also facilitated the large, small 

and medium exporters to find new markets. They established over 32 training institutes 

and projects to promote exports. 

The SMEDA offices have succeeded to some extent to bridge the gap pertaining to lack of 

data and statistics for research activities for small industries; although it is not still in a 

position to provide data on annual and continuous basis, which is essential for planning 

and improvement of SMEs. However, SMEDA has established journal to provide an access 

to new information pertaining to research and development. Moreover, SMEDA has also 

launched infrastructure and productivity enhancement project, which is meant to help and 

upgrade labour skills.  To promote small businesses, around 14 manufacturing and 32 

energy efficiency projects were launched with the cooperation of JICA, in the areas of light 

engineering, textile and marble. It needs to be evaluated that how much real contribution 

has been made by these projects. The SMEDA report hardly provides any solid 

achievements in the area of SMEs. There is a need to assign such job to an independent 

body to identify real benefits contributed by SMEDA.  Such activity is rarely launched to 

evaluate the performance of public sector institutes. Such reports are generally prepared 

by the parent departments which are rarely fair and unbiased; as this evaluation report by 

SMEDA, 2010-11; from which this information are reported. 
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10. The Outcomes and Achievements 

Recently, development plans did place some importance to small-scale industries. 

However, major problem lies in their implementation. Particularly, public sector hardly 

played any active role in accelerating these industries. Therefore, implementation and 

improvement in planning is needed, as given below. 

 Changes in the policies, quite often, also lead to instability. Thus, a long run 

planning is needed for encouraging sustainable growth of small scale industry. 

 The planning priorities have led to frustrated growth of large and small-scale 

industry. Sustainable policies require that foundations for small industry must be 

strengthened for long can stable industrial revolution. 

 The growth policies without taking into account distribution aspects need to be 

reconsidered for the very reason of employment, poverty income inequality and 

unemployment. 

The discussion pertaining to small industries was focused to highlight present status and 

future prospects of small-scale industries in Pakistan. The emphasis was also to pin point 

the role of this sector in employment generation and development. Several aspects related 

to the same were analysed which included contribution and importance of the small--scale 

industries impact of credit, trade and macroeconomics policies. Besides training facilities, 

quality of training and its status was also discussed. Moreover, the role of this sector in 

employment generation was also highlighted. Besides, role of the public sector in 

development of small businesses was also identified. 

The analysis indicated that the present status of small industries is not very encouraging. 

Small industries have not played their role in full potential to generate employment, 

enhance skill and industrialization. Small industries are weekly organized and informal 

sector is still unorganized business and hardly a part of business policies. Notwithstanding 

the above, fiscal and credit policies also have not geared the momentum to accelerate the 

growth of small industries. As a result, this sector remained limited due to lack of sufficient 

effective demand for their products, inadequate market channels and low quality of product. 

The credit facilities extended did not reach the needy small producers. The expected role 
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of the small industries to generate sufficient employment has also not taken place. Rather, 

some small industries are getting away from labour intensive techniques of production due 

to cheap capital. The macroeconomic policies were also inclined to encourage large 

industries. Such policies have led to frustrate industrial growth. In spite of more than half a 

century, industrial sector did not become a dominant sector of the economy. Small 

industries share towards GDP is still negligible.  

Sustainable industrial growth may not flourish until indigenous industry, particularly; small 

industrial base is strengthened. For this purposes, it is needed that fiscal, credit and trade 

policies must be directed to encourage small industries with a focus on export orientation. 

Besides, training and skill need to match market demands. Public and private training 

institutes must coordinate to develop a joint programme for practical and theoretical 

training. Such training must be linked with industry's needs. Discriminatory tariff and other 

regulations need to be revised to create favourable environment for industrial growth and 

competitive businesses.  

11. The Emerging Issues and Needed Policies 

The above analysis indicated several aspects of small scale and micro industrial 

development in Pakistan. It appears that the needed role of industrialization for 

employment generation is lacking. The small industries did not flourish so that it could play 

a significant role to accelerate the development. Sustainable industrialization requires that 

some indigenous base must be developed for successful industrialization. Such a need 

may properly be filled through development of small industries. It will also help for optimal 

utilization of human resources, generation of skill, improvement in management abilities 

and market channels etc. Moreover, it generates competition and efficient production, 

which could lead to large businesses. However, such a development has not properly taken 

place. In addition to the factors discussed so far, other important issues, which contributed 

to its failures, are summarized below. These problems are related to credit policies, fiscal 

policies, trade policies, employment policies, training and skill generation and 

macroeconomics policies. 
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As discussed, credit allocation was hardly equitable and thus credit policies failed to 

achieve their desired objectives. The needed loans were not provided to the needy and it 

was biased towards large-scale manufacturing. Recently, some attention has been paid to 

the small industrial sector. Even, presently very few businessmen benefited from them. A 

large segment was not aware of such facilities. Even those who were aware also avoided 

obtaining loan due to lengthy and complicated procedure. Besides, the collateral 

requirements are not only complex but also non-flexible. The State Bank, which allocates 

quota for credit has no institutional arrangement to assess the needs and demand for such 

credit. The members of credit committee are such that some of them have no knowledge 

of the subject matter. Only, friends of SBP are often invited for such meetings. Thus, to 

expect efficient credit allocation is a dream. 

As well as, the training and skill generation is concerned it also suffers from several 

bottlenecks. The formal training lacks in practical experience and the informal training 

institutes hardly knows the theory. Thus, the supply of trained manpower was not matching 

demand. They often are kept under longer training period only to exploit cheap labour. 

Moreover, there exist low-grade skills which are also learned after long pains. Lower quality 

of training leads to low quality of production and it limits demand for the output and the 

expansion of industry. Modern equipment is rarely applied. The availability of such 

equipment is dependent upon imports. No local generation of such technology exist. 

Moreover, the existing firms also suffer from underutilization of capacity. Such problems 

exist due to lack of demand, abuse of facilities and inadequate market channels. There 

exists an efficient small scale and labour intensive technologies in the world for specific 

industries. Pakistan has neither made an effort to evolve an appropriate technology nor 

has it established institutions for their diffusion.  

The fiscal policy in Pakistan, most of the time, was biased towards large-scale 

manufacturing. Trade policy, custom and excise duties are also in favour of large 

producers, which put the small producer in disadvantage in competition and scale 

economics. The excessive concessions in favour of large manufacturer, duty differential 

for industrial and commercial taxation are some of the discriminations between large and 

small industries. 
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One of the most important reasons for encouraging small industry is employment 

generation. Overtime, this industry is also getting away from even generating employment. 

It is moving toward capital intensive techniques. It has been found that a 10 Percent change 

in wages change the employment by 3.6%. Similarly a 10 percent change in capital labour 

ratio changes the employment by 4.4%. The 10% increase in output of small industries 

increase the employment by only 0.2%. It appears that increase in capital labour ratio 

affects the most to employment. Due to inadequate small industrial development, 

unemployment continues to increase overtime, which has prevailed double digits since a 

decade or so. Presently, it is considered to exist over twenty percent. Given the present 

structure of the small-scale industry, it appears that this sector does not have good 

prospects to flourish, although presently credit policies have become better than the past 

but only credit will not change the situation. Thus there is a need to introduce an integrated 

package to develop this sector.  

The small industry is not generating the desired employment for, which there is a need to 

expand it vertically and horizontally. It can only be done by realistic approach through fiscal, 

credit; trade, technology transfer and employment related training facilities. Therefore, the 

following steps may be taken to improve the situation.  

 There is a need to expand the credit network to small producer who is not 

benefiting from such facilities. Proper information network needs to be introduced 

for reaping the fruits. 

 Small scheme loans need to be fixed as per area and industry.  

 Proper institutions need to be developed to assess the needs for credit. 

Particularly, State Bank must establish such network for realistic credit allocation. 

 Credit repayment must be made flexible to provide every opportunity to avoid 

bad loans. 

 Credit procedures and disbursement need to be simplified.  

 Appropriate technology transfer and its further development must be encouraged 

at home.  

 Present network of formal and informal training suffers from inadequacies. A 

public and private mix system must be developed to achieve appropriate and quality 

training and skill generation. Major needs are: - 
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 With the changing industrial environment, training packages and programs be 

made flexible to it makes consistent with the changing demand for human skill.  

 An appropriate information system and technology transfer needs to be 

introduced. Public sector must play its role in this regard.  

 Most lacking factor in the small industry is inadequate marketing channels. 

Public sector can help at the initial level, to encourage such activities. Besides an 

evaluation and improvement system must be developed for the existing public 

sector corporations.  

At the aggregate level, following may be integrated into the economic policies: -  

 Long-term macroeconomics environment in favour of large producer must be 

changed and made it compatible with small-scale producer.  

 Differentiated custom, sales and other duties need to be changed and made 

compatible. 

 Investment must be made attractive for the small-scale industries by offering 

investment package, which include small-scale industrial estates.  

 Income tax rules and assessment policies also need to be simplified and made 

favourable to small industrial expansion.  
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CHAPTER: 5 

 

Population Growth, Demographic Changes and Human 

Resource Development 
 

1. Historical Trends: Population Growth and labour Force 

After Pak-India partition in 1947, about 2/3rd of the Muslim community lived in Pakistan 

(both West and East Pakistan), however, 1/3rd of them were left in India. Rendering to 1951 

census, the territory of Pakistan (both West and East Pakistan) had 75 million populations, 

in which 34 million population resided in West Pakistan. Whereas, East Pakistan (now 

Bangladesh) was left with a population of 42 million people. As per the 1951 census, West 

Pakistan had 1.6% Hindu population, while the same were 32% in East Pakistan. The 

population growth rate was over 2.4%. Between 1951 and 1981, the inter censual growth 

rates witnessed a surge in the population growth rate which was nearly 2.7%  per annum 

(p.a.) and it slightly fell to 2.5% in the 1970s; which largely ascribed to the severe decline 

in death rates, during the decades of 1960s and 1950s, while fertility rate remained 

stagnant. The result was rapid increase in population. In fact, inter censual growth rates 

peaked in the period of 1961-72 and sustained to grow at high levels in 1972-81. 

Over time, literacy improved, as well as, income also increased. Population policies were 

designed to control population, which helped to decrease population growth. Besides, the 

fertility rate declined as a result of the increasing age in marriage (for females, it augmented 

from 16 to 23 years between the years of 1961 and 2007). By this time, population growth 

rate was confined around 2% p.a. In 2015, the crude birth rate fell to 26 (per 1000 persons) 

and crude death rate registered 6.8 (Per 1000 persons), as a result population growth rate 

registered 1.92%. The male and female life expectancy had increased to 65.2 years and 

67.3 years, respectively. The estimated current population, as reported in the Pakistan 

Economic Survey 2014-15, is 191.71 million; about 75 million of population was living in 

urban areas and 116.6 million were resided in rural areas. In 2015-16, out of 191.7 million 

people, there were 30% people who were dependent; either of age below ten years or old 
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persons having age more than 60 years. If working age is considered as 15 years, then 

dependent persons will be around 40%. Thus, working age group is around 60% of 

population in Pakistan. It is a peak time for Pakistan to mobilize youth for development of 

the country. The youth group is larger in numbers. It is a golden time to make a best use 

of youth to develop Pakistan. 

Presently, as per early release of population census 2017, the population of Pakistan is 

207.8 million, in 2017. There are 200.1 million people living in the four provinces of 

Pakistan, the rest are residing in the areas of FATA, Gilgit and similar areas attached with 

Pakistan. Overall population growth rate has been worked out as 2.4%. It may be noted 

that population growth rate reported in the Pak. Economic Survey. Up till this, the 

government officials keep on decreasing population growth rate without any strong 

linkages with population conditions. The same Pak. Economic Survey reported population 

growth rate as 1.89% (2016-17) and 1.93% (2015-16). In spite of hue and cry that 

population of Pakistan has been underestimated in 2017, still the growth rate was reported 

as 2.4% (2017), which is a high population growth, not matching with economic growth in 

Pakistan. There are 131.3 million people in rural areas, while the urban population is 76.5 

million. In Punjab, 112.6 million people are residing and its population is rising at rate of 

2.13% p.a. The population of Sindh is 47.8 million and its growth proportion is 2.4% p.a. In 

KPK, there are 33.2 million people and its population growth rate is 2.8%; one of the highest 

among all provinces. It may also be due to migration from other areas, particularly from 

neighbouring country, which was victim of terrorism and war. In Baluchistan 8.94 million 

people are living and its population was growing at a rate is 3.3% per annum. It is ̀ important 

point to note that population growth is still very high and it is not sustainable. 

It is expected that by 2030, there will be over 38% dependent populations in Pakistan. In 

other words, working population will be around 62%. It is important that working age 

population will increase, however, the challenge will to engage in productive employment 

and letting them to fell in to poverty and illiteracy trap. All above calls for either to control 

population growth rate to optimal level or improve economic growth to support ever rapidly 

growing population.  
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2.  Population Density 

The following table one provides population density in Pakistan and in its provinces. The 

population of Pakistan is neither evenly distributed nor there is any program and planning 

to improve the distribution of population across provinces. However, it is important that 

population must be distributed optimally, which is important to accelerate economic growth, 

reduce poverty and also for optimal exploitation of resources.  In Pakistan the population 

density increased from 166 persons (1998) to 241 persons (2015)/per Km., which is an 

increase of 2.7% per annum (p.a.).  It indicates that the province of Punjab has the highest 

population density of around 360 persons per kilometres of area in 1998. It increased to 

506 persons by 2015; which is around 2.4% increase per year. In the same period, in Sindh 

the population density increased from 216 person/Km., to 326 persons/km; an increase of 

3% per year. The same is the case for Baluchistan where population density increased 

from 88 persons/Km., (1998) to 133 persons/Km, (2015), which also constitute to increase 

around 3% p.a. The same increase for KPK was 51 persons/Km. (1998), which increased 

to 74 persons/Km. (2015); an increase of 2.6% p.a. Islamabad is capital of Pakistan. In the 

Islamabad territory, there was highest density. In Islamabad, there was 1546 persons/Km. 

in 2015. The early results of new census 2017 indicated that population density in Pakistan 

increased to260 persons/sq. The same density increased to 446 for Punjab and 339 for 

Sindh. 

Among the four provinces, Punjab has the highest population density. However, the growth 

in population density is higher in Sindh and Baluchistan Still in these provinces an ample 

room is there to absorb the growing population. In these provinces, not only virgin 

agricultural land is there, which is waiting for to be exploited but the largest industrial hub 

is also in Sindh; Karachi. In both of these provinces, the increase in population may have 

even been more if law and order situation had been better in these provinces. These are 

the provinces which were mainly victim of terrorism too. The KPK province has also been 

significantly suffering from terrorism. There is a need to launch special economic policies 

which help to exploit the ideal resources in Baluchistan and Sindh. There is a potential to 

exploit mineral and agricultural resources in these provinces. Due to terrorism in Karachi, 

the industries have been either moved to abroad or in other parts of the country, which has 



179 

 

almost 60% of the industrial hub of Pakistan. These industries were enjoying agglomeration 

economies and such benefits have been lost for these industries. Although the law and 

order situation has been improved due to military operations but still economic policies 

need to support the industries to come back. For this, special efforts will be needed. There 

is a difficult task to bring back those industries which have been moved to other countries. 

It is a big loss for Pakistan.  

Table: 1 Population Density of Provinces 

(Persons per sq. km) 

 
     Year/ 

Prov. 

Pakistan 

 
Punjab  Sindh KPK 

Baloch- 

istan 
FATA Islamabad 

 1998 166 359  216 51 88 117 889 

 2005 196 417  251 59 102 136 1038 

 2006 200 420  255 62 107 133 1241 

 2007 205 427  259 63 110 139 1241 

 2010 218 461  293 67 119 151 1416 

 2011 222 470  299 68 122 154 1468 

 2012 227 479  306 70 125 158 1503 

 2013 232 488  313 71 127 162 1546 

 2014 236 497  320 73 130 166 1591 

 
2015 

 

241 
506  

326 

 

74 

 

133 

 
170 1632 

2017 260 546  339 - - - - 

Source: Pakistan Economic Survey; Pakistan Bureau of Statistics, (Different Issues) 
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3. Sectoral Employment of Labour Force 

The following table two provides a review of sectoral employment of labour force in Pakistan. 

At the time of Independence over 70% of population and over 60% of labour force was 

engaged in agriculture. Presently over 40% of the labour force is employed in primarily 

agriculture production, still the huge section of labour force is active in this sector. The 

mining and manufacturing sector has employed about 15% of the labour force and it has 

increased significantly. However, this sector has to expand more rapidly to absorb the 

released labour from rural areas. Thereafter, trade & services, as well as construction 

industries have employed around 15% and 4.4% of the labour force, respectively. The other 

sectors are very small in terms of absorbing the growing labour force. The structural 

changes seem consistent with the economic rationale i.e. as country grows; the employment 

in agriculture has to decrease, while the same increases in services and industrial sectors. 

For agriculture the same has decreased in developed countries the extent that it is hardly 

2% of the labour force who are employed in this sector. The most growing sectors are 

services and manufacturing sectors.  These sectors are growing in Pakistan but their growth 

is slow which need to accelerate to achieve rapid growth of the economy. The increase in 

population and labour force put burden on the economy; the increasing labour force could 

not be absorbed, due to slow employment creation. The increasing trend of unemployment 

is provided in the following table 3.  

Table: 2 Sectoral Distribution of Employed Labour Force (% of total) 

ar Agric-

ulture 

Mining 

&Manufa-

cturing 

Elect. 

&  Gas 

Const.- 

ruction 

Trans-

port 

Trade & 

Services 

Others 

2009-

10 

43.2 13.6 0.8 7.0 5.4 15.5 14.1 

2010-

11 

43.3 14.1 0.5 7.2 5.3 15.2 14.2 

2012-

13 

42.0 14.5 0.8 7.7 5.7 14.7 14.5 
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2013-

14 

42.5 14.3 0.59 7.5 5.5 14.6 14.4 

2014-

15 

42.3 15.5 0.41 7.3 5.0 14.6 14.5 

2014-

15 

41.5 15.3 0.47 7.4 5.3 14.6 14.6 

2018-

19* 

40.1 14.8 0.57 7.9 6.5 15.4 14.8 

Source: Pakistan Bureau of Statistics, Labour Force Survey and Pakistan Economic 

Survey, 2015-16 

4. Unemployment 

The population was growing around 2% per annum, however, employment was not growing 

over one per cent, therefore, as a result unemployed labour force continued to grow. The 

unemployment figures are provided in the table 3. 

Table: 3 Unemployment Labour Force 

Year Popula-

tion 

(Million) 

Labour Force (Unemployed, 

Million) 

Percentage of 

Unemployment Rate  

Total Rural Urban Total Rural Urban 

1995 125 1.88 1.16 0.72 5.37 4.80 6.90 

2001 139 3.46 2.15 1.31 8.27 7.55 9.80 

2006 157 3.10 1.84 1.26 6.20 5.35 8.04 

2010 173 3.16 1.90 1.26 5.55 4.82 7.21 

2014 186 3.58 2.06 1.52 6.0 5.01 8.02 

2019 213 3.8 - - 5.8 - - 

                      
Source: Pakistan Economic Survey and World Bank Data Tables. 
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The unemployment rate was around 5.4% in 1990, which rose to 6% in 2014. These are 

official figures reported for unemployment. However, actual unemployment rate was much 

higher88. In addition to population growth, rural labour force also continued to migrate to 

urban areas, looking for employment. The urban unemployment which was around 6.8% 

in 1995 increased to around 10% in 2001 and further rose to 8.5% in 2014-1589.  It may 

note that since 2016, the government (Econ. advisory Wing) is not reporting unemployment 

figures. During 2018-19, total population increased to 213 million, economic growth fell to 

around 3% and investment also decreased, however, Pak. Economic survey is reporting 

that unemployment from over 6% in the decade but it fell to 5.8% in 2018-9. It creates 

doubts for the government data reported which is not consistent with its own other figures 

like growth rate etc. The chapter in the Pakistan Economic Survey had very attractive title, 

Population, Labor Force and Employment, however, the chapter do not report any figures 

on employment; i.e. overall  rural and urban figures.  I wonder, how the title is chosen which 

do not contain what is highlighted in the title90. This increasing pressure of population and 

unemployed labour in urban areas put an extra burden on urban facilities. The urban areas 

expanded at an accelerated rate (over 3%), which deteriorated the basic services and 

infrastructure in the urban area. Most importantly, clean drinking water, education facilities, 

health facilities, roads and traffic problem emerged as challenges of the urban areas; which 

significantly affected urban life. The major cities have grown to unmanageable level. In the 

big cities the problems like clean drinking water, health, housing and sanitations are few 

among many emerging issues of the urban areas. 

 

                                                           
 

88.  The actual unemployment rate was as high as 12%. For details see chapter on unemployment in part III of the book. Also 
see: Zulifqar K.  and Chaudhary M.  Aslam (2007), Forman JoES. 
89. These are official figures, which are much lower than the actual reality.  In the next chapters, a detailed chapter on employment 
and unemployment provided in detailed in next chapters. 
90  The government offices keep on reporting what is positive and hardly report unfavourable figures; i.e. Statistics on 
unemployment; which is much higher than reported. An important issue of poverty is hardly any more focus of the Pakistan 
Economic Survey. Of course it find a small space in the appendix. What a wonderful writing skill is apparent that policies and efforts 
of the government for promotion of employment have been reported but its impacts and overall position of employment and 
unemployment is not there. Once, the issue of unemployment is not recognised, how a solution to it can be focused. Our estimates 
for the same have been provided, based upon different methodologies adopted to reach a conclusion on this important issues. 
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5. Employment Elasticity and Employability of Labour 

 The economy of Pakistan is not growing at a rate which can create enough jobs so that 

growing labour force may be absorbed. Not only that the growing labour forced was not 

absorbed but also the back log of unemployed labour force continued to grow. The 

economy of Pakistan needs to grow over 8%, to absorb the population growth of 2.4% p.a. 

However, the growth rate is hardly around 5.5% for decades. As a result, unemployment 

emerged one of the major problems. Therefore, economic policies focused on employment 

generation are needed to absorb growing labour force.  The agriculture still remained the 

major sector where 42% of the labour force was employed. The agricultural sector is 

releasing labour, as a result of mechanization and modern farming. The surplus labour 

migrates to urban areas to find jobs and end up with reservoirs of unemployed labour force. 

Thus, there is a little hope, even in future, that it will continue to provide jobs even to the 

growing labour force in the rural areas. As development continues, population and labour 

is released from agriculture and other sectors must grow at a pace not only to absorb urban 

growing labour but also migrated and released labour from the rural areas should also be 

absorbed in urban sectors. The only scope for new employment in agriculture is to focus 

on extensive growth91. Thus new virgin land may be brought under cultivation to absorb 

some labour. It is a challenge of development, which every country has to face. For this 

purpose, focused and sustained economic policies are needed, which generate jobs, as 

per growing labour force. The services and industrial sector must grow at a rate to absorb 

the growing labour force. It is the area where Pakistan has poor performance. Neither its 

economic growth was stable nor is it sustainable, which might absorb new growing labour 

force. 

It has been projected that employment elasticity for different sectors will decrease, over 

time; due to mechanization in agriculture and slow growth in industrial sector.  Besides, the 

                                                           
 

91 . Extensive growth means that new area should be brought under cultivation. However, intensive growth means to improve the 
productivity of the existing farms. 
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industrial sector is becoming capital intensive and therefore job creation is low.  It is an 

international truth that as country develops, the employment share, among sectors, and 

employment elasticity will decrease for agriculture. Therefore, labour and population 

engaged in this sector will be released and it has to be employed in other sectors. If the 

other sectors are not growing at a pace of the growth of released labour, the unemployment 

is bound to increase. As a result, it becomes challenge, as it happened in Pakistan, to 

absorb the growing labour force.  Besides, there are two factors which have to be kept in 

mind while policies are focused on employment generation. The sector which has low 

employment elasticity but if large segment of labour is employed is employed in this sector 

like agriculture; it is likely to absorb more labour; if extensive growth policies are adopted. 

In the case of agriculture, it will continue to provide employment until industrial sector is 

developed. Therefore, agriculture must not be ignored since it is a livelihood for major 

segment of the population.  However, if a sector is small and employment elasticity is even 

high, still it will not be able to absorb much of the growing labour; since its size is very 

small. However, if potential is significant for a specific sector, it could be the one for which 

investment will create new jobs. The following table 6.4 provides employment elasticities 

for different sectors, which indicates potential for employment creation and it could provide 

economic rationale for creation of jobs and foundations for employment generation policies. 

Table 4 below provides elasticities for different sectors. It also provides comparative 

pictures for employment elasticities, based on different techniques and estimates, over 

time. It is clear from the table that elasticities decreased for all sectors. It shows that the 

sectors, which have to create new jobs, are becoming capital intensive; since not much 

jobs are being created in these sectors. There is a need to look into such employment 

pattern; if at all the issue of unemployment has to be addressed. As it is clear that the 

employment elasticity of the construction sector is the highest, among all sectors but it is a 

small sector, which could not generate enough job for growing labour force. The 

employment elasticity for construction sector is (0.82). It indicates that if it grows by 10%, 

about 8.2% employment will be generated in this sector. This sector can be focused to 

generate new employment opportunities i.e. public spending on public works and services 

should be increased for sector. There is still an ample room to expand agriculture too. 

Alone in Baluchistan, more than two million hectares of virgin land is waiting to be exploited. 
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If investment is made in this sector, significant number of job may be created in this sector. 

Given the population and elite system, the province has failed to develop and exploit these 

resources. Therefore, a plan with the help of federal government, in collaboration with 

international investors, may be launched to develop this land. As a result, the unskilled 

labour force may be absorbed there. This has been successfully done in Sindh. New area 

in Sindh has been brought under cultivation by retired army personnel’s, which benefitted 

the both i.e. local population of Sindh and released labour force. The second suitable sector 

for new job creation is services sector, which can be focused for employment generation. 

There is an ample room for expansion of health and education facilities. 

There is a dire need and demand for further development of these sectors.  Proper courtesy 

has not been paid to develop these sectors. The progress of this sector will also lead to 

expand construction sector too. Thus, it will work as forward linkages for employment 

generation. Thereafter, trade and transport need to be promoted. The priorities may set as 

pointed out above. On the top of all the above, unemployment issue can only be handled 

on sustainable level, when industrial sector is developed on priority basis. The industrial 

revolution in Pakistan is suffering from unstable growth and economic policies. A growth 

rate similar to that of the 1960s must be revived, if Pakistan has to at all combat the evil of 

unemployment, which give birth to several other evils like Poverty, waste of human 

resources, illiteracy and crimes etc. 

Table: 4 Sectoral Employment Elasticities 

Economic Sectors 6th 

FYP* 

7th 

5YP** 

 Regression 

Results 

Estimates: Growth 

Trends 

Agriculture 0.45 0.57 0.35 0.43 

Mining & Quarrying - 0.75 0.50 0.38 

Manufacturing 0.14 0.28 0.20 0.30 

Electricity, Gas & 

Water 

0.34 0.22 0.32 0.78 

Construction 0.95 0.74 0.82 0.83 

Trade 0.31 0.52 0.44 0.51 
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Transport 0.43 0.44 0.34 0.39 

Finance - 0.44 0.29 0.42 

Services 0.56 0.64 0.72 0.78 

Total 0.34 0.45 0.37 0.42 

Source:  Chaudhary M. Aslam and Hamid A. (1999).  Five year Plan (FYP). 

 

6. Demographic Planning Programs and Their Impacts 

Pakistan was one of the paramount Asian countries to start a program for family planning; 

with the assistance of international donors. In 1950, the mortality rate was 27 per 1,000 

populations which dropped to 12 (per 1,000) by 1990. However, during this period, the birth 

rate was 44 (per 1,000) population. The infant mortality was 79.6 (per 1000 people) in 

1980s which decreased to 64.6 (per 1000 persons) in 2013-14, which is a significant 

decline in it. The crude death rate has dropped to 6.8 (per 1000 person) by 2013-14. In 

1990, on average, every family had 6.2 children, and only 11 percent of the married couples 

were commonly practicing populace control devices. The population control efforts started 

with the introduction of the first five year plan (1955-60). In the mid-1960s, the Ministry of 

Health initiated a program to promote intrauterine devices (IUDs). In this regard, the 

government offered payments to hospitals and clinics as incentives. The government was 

able to draw funding from several worldwide donors. Nevertheless, the targets were 

ambitious and could not match with the efforts made to successfully run the program. 

Besides, these programs were not very popular among the people due to illiteracy, poverty 

and inconsistent funding for the programs.  Moreover, doctors and clinics reported higher 

figures for their services in orders to receive incentive payments. Conversely, the impact 

was not very visible.  In 1969, the population planning program was suspended for few 

years, which led to lose its momentum.  

In 1970s, the government announced numerous new programs, including population 

Motivation System Programme was initiated, which engaged new teams of women to visit 

rural areas to provide consultative services and provide family planning devices free of 

charge. In 1975, the Inundation Programme was also introduced. In spite of all these 

efforts, the programs did not bear fruitful results. However, meager impact was there. The 
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program was almost stagnant for more than one half decade. In 1980, the population 

Division was renamed as Population Welfare Division. As a result, it was expected to have 

significant impact of new efforts but in reality the situation did not change much. By 1980, 

the population reached to over 84 million. There was mismatch of population growth and 

economic growth in Pakistan; it was on the face that 1970s exhibited quite poor economic 

performance. The shortage of food and hike in its prices led to bread poverty and it was 

first time that poverty emerged as one of the burning issues in Pakistan.  

7. Manpower Strategies 

Different manpower strategies were adopted to absorb the labour force and also to control 

high population growth. Major points related to the same are given below. 

 Establishment of employment exchange to facilitate information pertaining to labour 

market and new jobs creation. 

 Establishment of training institutes for absorption of labour and enhancing 

productivity. 

 Minimum wage legislation to protect the vulnerable labour class.  

 Provision of health facilities like social security and protection of workers from ill 

treatment in industries. 

 Focus on creation of new jobs to eliminate unemployment. 

 Establishment of National Training Board to facilitate employment. 

 Enhancement of labour unions to protect labour rights and laws.  

 Enhance employment for women and eliminate child labour. 

 Create balance of power between labour and entrepreneur. 

 Improve living standard of labour by providing economical housing facilities. 

 Provision of vocational training. 

 Income policy consistent with productivity increase and increase in inflation. 

 Increase literacy rate to create awareness and self rights. 
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 Encouragement of self-employment and provision of credit in cash and kinds like 

commercial vehicles. 

 Rural employment will be encouraged by provision of credit for rural small 

industries. 

 Special allocation of funds will be made to improve labor quality. 

The strategy adopted in different development plans92 to address unemployment issues 

focused on as cited above to develop human resources. A large segment of the labor force 

was either active in the agriculture segment or earning less than minimum wages in 

informal sector. Most of these workers were illiterate and agriculture was dependent on 

traditional methods of production. In the 1950, about 70% of the population and more than 

½ of the labor force were active in agriculture and resided in rural areas. The rural and 

small scale industry was almost non-existed, particularly, in the rural areas. The emerging 

need was to literate, train and employs the surplus labor in other than agriculture sector. 

During the Seventh Five Years Plan (1988- 93) an allocation of PRs. 2.46 billion was made 

available for development schemes and programs pertaining to labor and manpower 

training and welfare. An amount of PRs. 1.5 billion was allocated for vocational training to 

enhance productivity of untrained and illiterate workers.  More than fifty new training 

institutes were planned to be established for the employability of the new growing labor 

force. However, the steps taken in this regard were not sufficient enough to combat the 

growing issues of employment generation. There was another challenge to improve 

productivity of workers by providing education and skill training. For this purpose agriculture 

sector was assigned priority in the development plans.  However, these priorities did not 

continue and died down without achieving their goals.  

The Sixth Five-Year Plan (1983-88) envisaged that Pakistan’s population will reach to 147 

million in 2000; if the present population growing rate were to continue around 2.8 per cent 

per annum.  However, it was discovered that actual population growth rate was even higher 

                                                           
 

92 . For details of strategies adopted in each five year plans see Five Years Plan, Planning Commission and See; Saeed  A. K.  
(2011). 
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that of as indicated above. By the Seventh Five-Year Plan (1988-93), the population 

planning policies include NGOs to participate in the program which helped to increase 

international donor assistance. The awareness campaigns were introduced and focused 

on to expand maternal and child health along with edification and media promotions.  

In 2007, Pakistan ranked 6th in world as per population ranking of the countries of the 

world. Its population had increased over 164 million people. It has been projected by 

the United Nations (UN) that Pakistan will move into 5th place, in the world, with nearby 

292 million persons by 205093. The present population of Pakistan is 207.7 million (2017), 

having population growth of around 2.4%; among the highest population growing countries 

in the world. The high population growth rate in Pakistan is a threat to its growth, which 

could destroy all efforts made for improving welfare of human.  Four people may have 

already died while you are reading this; mainly due to starvation, not enough food to 

survive. Over population could bring disaster, if not controlled to optimal level. In Pakistan, 

over 40% population do not find two times meal in a day. It is a time to think, is it over 

population in Pakistan? 

8. Determinants of Human Capital 

The major components of human capital are literacy, professional education and training, 

as well as, legal and social norms. The social capital flourishes from the environment 

created by the above cited factors. It is the very reason that son or daughter of a doctor 

and engineer is likely to adopt the same profession of their parents; the very important role 

played by the social capital.  

8.1 Literacy rate and Human Development 

Human capital, the word often used by the economist’s for the knowledge, skills, and 

training of labour force is one of the most important influences in accelerating economic 

growth of any country.  The education and training plays a key role to convert human 

                                                           
 

93 It is on the face that Pakistan ranked 147th Country in terms of human development (2016). 

https://en.wikipedia.org/wiki/United_Nations
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resources to human capital. Therefore, investment in human is necessary to achieve 

desired goals.  The literateness rate is one of the vital indicators of education; as it 

enhances productivity and also has high return.  Besides, its social returns surpass its 

economic gains.  According to the Pakistan Economic Survey 2014-15, the literacy rate 

(10 years of age and above) was 60% in 2012-13, which decreased to 58% in 2013-14. 

Similarly, in the 1980s it was around 30 percent. The literacy rate is higher in urban areas 

than in rural areas; while it is higher among males, as compared to females, reflecting 

gender inequality.  The province wise data on literacy proposes that Punjab clues with 62 

percent followed by 60 percent for Sindh, 52 per cent for Khyber Pakhtunkhwa (KPK) and 

44 percent for Baluchistan. The female literacy in Baluchistan is as low and less than 5 

percent; extremely poor conditions. The literacy rate for males was 39% in the 1980s which 

increased to 70%, recently (2013-14). The same for the females was 19% in the 1980s, 

which increased to 47% by 2013-14. The female literacy is far behind males in Pakistan, 

which indicators gender bias. It is important to note that female literacy in Baluchistan is 

less than 5 percent, which is an alarming figure. The details of literacy rate and growth of 

enrolment is provided in the following table 6.5. 

Table: 5   Literacy Rate at National Level, ( %) 

Indicad./ 

Year(Y) 

   

1990- 

91 

 

      

2001- 

02 

     

2004- 

05 

    

2007- 

08 

     

2010- 

11 

   

2011- 

12 

   

2012- 

13 

   

2013- 

14 

   

 

2014- 

15 

Net Prim. 

Registration 

Ratio.5-9,Y  

 

 

46.1 

 

42.1 

 

52.3 

 

55.1 

 

56.3 

 

57.1 

 

57.0 

 

57.2 

 

57.60 

 

C. Subsist. 

rate. 1-5 

 

 

50.2 

 

57.2 

 

67.2 

 

52.2 

 

49.2 

 

50.4 

-  

  51.4 

 

51.1 

 

Source: Pakistan Social and Living Standards Measurement (PSLM) Survey 2013-14. 
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Table (5) indicates that since 1990-91, the primary enrolment has increased by 11% i.e. in 

twenty three years, which indicates poor performance.  It also reflects that it does seem 

not to be a priority of the government. The improvement in human resources may be just 

judged from these growth figures. The survival rate of children (age 1-5) also indicates the 

similar picture, rather even poor conditions. The literacy rate decreased during 2013-14; 

i.e.  60% in 2012-13 decreased to 58% in 2013-14.All above figures reflect critical issues 

and significance of priorities of the public sector. 

8.2 Spread of Education and Literacy  

 Education plays a crucial part in the expansion of a country, rather a key factor to accelerate 

economic growth. Besides, high literateness rate ensures viable economic development, 

improves labour productivity and brings economic success, particularly, due to higher return 

on education. Education across all segments of the society eliminates income inequalities 

and poverty.  Moreover, it is the major variable which helps to bring population growth at 

optimal level94 and also curtails gender discrimination. In developing countries, education is 

one of the major factors which adds to the assets of the poor and eliminates poverty, which 

are major economic issues. Like many other evolving countries, Pakistan has not made 

much advancement in the area of quality education & research, as evident from the above 

table that illiteracy rate is as high as 42% of the population cannot read and write. 

Furthermore, school enrolments are stumpy and school drop-out rates are worrisome. Every 

11thstudent can hardly make up to 11th class. Rendering to Pakistan Education for All (EFA) 

review report 2015, a large populace of around 6.7 million children was out of school; out of 

which 55 percent were female. It could pose a major impediment in achieving literacy 

targets. On the face of above, the quality of education is so low that even Federal Public 

Services Commission observed that education standard are falling so much that not even 

3% candidates can pass competitive examinations (2017). One of the major causes is that 

education is a low priority sector for all times, therefore, the budgetary allocation for 

education has persisted stagnant around 2.0 percent of GDP; for more than previous two 

                                                           
 

94 . With the spread of education fertility drops and health improves, as a result net outcome is that population growth rate 
drops substantially. 
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decades or so.  Major chunk of funds are spent on absent teachers, empty class rooms, 

buildings and ghost schools, which do not exist.  New but low quality building blocks, where 

more than half do not have toilets and clean drinking water. After spending on irrational and 

uneconomic and socially unwanted projects, meagre amount is left which could be provided 

for uplifting the quality education. The parents, who can afford, prefer to send their children 

to private schools, since they are not satisfied with public school’s education. It may be 

noted that provision of basic education is included in basic needs as well it is a right of the 

citizens, as per constitution, which is hardly ever implemented. The governments have 

denied the right of primary responsibility of the public sector to ensure provision of such 

services. Not all parents can afford to send their children to private schools; as a result, their 

children either end up with illiteracy or poor quality schools. It leads to embrace twin evils 

i.e. waste of time, loosing opportunity to earn and again remain illiterate. There is also a 

danger that these students may also pick up crimes in early child hood. Hardly any 

government has paid proper attention towards it. It is learnt recently that in KPK, children of 

private schools are shifting to public schools, due to improvement in the quality of public 

schools. It shows that parents wants to send their children to public schools subject to their 

quality is satisfactory. It may also be the reason that poor families can afford private schools 

and due to compulsion they send their children to public school. A strong and clear cut 

priority is needed for uplifting of education in Pakistan.   

 Education at all levels is deteriorating in Pakistan, which calls for immediate policy attention. 

A National Plan of Acceleration Framework 2013-16 (NAF) was premeditated to improve 

development towards education; as identified by the Ministry of Federal Education & 

Professional Training. The National Plan is aimed at improving its network for primary 

enrolment ratio to 91 percent by the year 2015-16. This reflects that enrolment of an 

additional 5.06 million children in primary classes at an additional total charge of Rs.189 

billion over the 3-year period. The National Plan expects to enrol further 5.1 million (2.4 

million boys and nearly 2.7 million girls) by the year 2015-16. The target failed as usual. The 

vicious targets without commitments hardly succeed. Several such programs were prepared 

and left unfulfilled like Roshni schools etc.  The core problem is that hardly any effective 

accountability system exists to account for failures. Such programs are developed again 

and again, which failed again and again. The very reason for such failure is that if no 
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significant change takes place in improving budget allocations, implementation of programs 

by competent experts, accountability of the responsible, as well as lack of appointments on 

merit and improper evaluation projects is carried out; no significant change will take place. 

It is also important that the lessons learned from failures of previous projects, must be taken 

seriously. 

There is poor performance of Pakistan, as well as improvement in literacy rate is concerned. 

The literacy rate rose by simply 23% during last 24 years; to 2013-14; from 1990-91. It 

reflected less than one per cent growth per year whereas the population was growing over 

2% per year.  Overall literacy is 62.3% (2017-18), which is still far from achieving million 

goals. It means that the growing population was not even enrolled in schools. However, 

literacy augmented from 35 percent in 1990-91 to 45 percent in 2001-02 and further to 53 

percent in 2004- 05. Subsequently, it slightly augmented to 56 percent in the years of 2007-

08.  It again slightly increased to 58% in 2013-14. It remained stagnant at 58 percent both 

in 2011-12and 2010-11.  There was hardly only 2 percent increase by 2012-13. The 

declining trend for literacy for some years shows that Pakistan has missed the education for 

all (EFA) goals and millennium development goals (MDGs) targets too. 

 The image of gender disparity is likewise not very encouraging, with 47 percent of female 

literateness rate and 70 percent male literateness rate in 2013-14. It indicates that the large 

segment of the society which is youth is being wasted, due to non-provision of literacy and 

skill.  It appears that Pakistan will miss the train which can take it to prosperity; by utilizing 

human resources. Such neglect will lead to a burden of this illiterate conjecture on the 

economy, rather contributing towards accelerating economic growth.  The improvement in 

training of youth and other human resources does not seem to be there, which are also 

obligatory to achieve the gender parity. The Millennium Development Goals (MDG) target 

by 2015 was 88.0percent literacy which has been missed. Only 11.0 percent literacy has 

been augmented during the last 24 years; from 1990 to 2014-15; which is a poor 

performance.  
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8.3 The Provincial Performance of Literacy and Implications 

The literacy progress of provinces for the year 2013-14, indicates that Punjab is the 

uppermost with 64 percent literacy (Female: 63 percent and Male: 66 percent) followed by54 

percent in KPK (Female: 46 percent and Male: 62), Sindh shows 48 percent (Female: 43 

percent and Male: 53 percent). Lastly, Baluchistan is at the lowest with about 39 percent 

literacy (Male: 46 & Female: 30 percent). This shows very serious condition regarding 

gender disparity in education at primary level. If the present trend were to continue, the 

human resources will continue to be wasted and it will remain a dream to convert these 

resources to human capital. Unless and until these resources are converted to human 

capital, the dream of accelerated growth cannot be unfulfilled. Neither the problems like 

poverty and unemployment can be solved nor can gender issues be improved, until and 

unless human resources are converted to human capital.  Besides, the socio-economic 

conditions can also not be improves up till the nation is literate. It is the education which 

generates several forward linkages like population growth rate declined as a result of 

literacy, productivity is enhanced, income of the labour improves, poverty is curtailed and 

social uplifting takes place. The social benefits of education far exceed economic benefits.   

9. Employment Creation and Promotion Policies 

In every Five Year Plan, employment generation and unemployment issue was addressed. 

However, in practice it was not taken seriously. A chapter on manpower was added in Fiver 

Year plans for beautification. The employment generation was shown on the basis of 

investment made in different sectors. However, investment with targeted employment 

generation or unemployment reduction was hardly worked out. By the Third Five Years Plan, 

unemployment started to merge as an issue. The official figures hardly captured actual 

unemployment rate, due to faulty definition of unemployment.  
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The definition of unemployment was adopted such that hardly much unemployment could 

have been identified95. During 1980s, unemployment was reported as low as 3.4%, which 

could not be believed.  During 1984-85, unemployment was reported as 3.7%; as per 

productivity criteria. It appears that Pakistan was functioning at full employment level, since 

3.7% unemployment rate could be considered as natural rate of unemployment. It is all 

definitional and statistical manipulation, which showed low level of unemployment; hardly 

matching with the ground realities. Another reason was that such figures were only reported 

in the secondary data compiled by the public sector. These figures were hardly believed by 

the people and research scholars. However, actual unemployment was over 11% at that 

time, while time criterion was applied to calculate unemployment96. The same rate exceeded 

over 13% when new measure of unemployment was applied.  

The decade of 1990s was very poor in the economic history of Pakistan. The average annual 

growth rate was around 4.5% per annum. The unemployment in the Pakistan Economic 

Survey was reported as 5.7%. However, the same rate was around 12% and 16% under 

different scenarios, while time criterion and productivity criterions were applied. The highest 

official unemployment rate reported was for the year 2001, which was 8.3%. However, it fell 

to 6 % and still remained a burning economic issue in Pakistan. It means that around 3.6 

million labour force was unemployed, which was a big loss to exchequer. The rural 

unemployment rate was reported as 5%, while the same figure for urban areas was recorded 

at 8%.  The actual figure for the same was also much higher, when time criterion, 

productivity criterion and new methodology was applied for calculation of unemployment97. 

 

 

                                                           
 

95 . In the early estimates, the definition of employed persons was that if a person has found who worked one hour during the 
survey time, he is considered employed person  
( S. t. Cetris  Prebush). As a result unemployment hardly exceeded 4% for several years, which was close to natural rate of 
unemployment. How a developing country have an average growth  around 4-5% for years and population growth of over 2% 
can have such low unemployment rate.  
96. It includes underemployment labor. For details see: Chaudhary M. Aslam and Hamid, A. (1999). 
97 . It is identified in the coming chapter when unemployment as a major economic problem is analysed.  
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10. The New Education Policy 

The New Education Policy formulated in 2016 has yet to be implemented. The application 

status of the old National Education Policy 2009 is still not known. Hardly any outcome of 

the same has been shared. Generally good policies and plans are prepared but their faculty 

implementation process and failure to carry out post project evaluation leads to failure of not 

only policies but also projects introduced under such policies. Education has never been 

remained a priority sector. The professional training component is still in progress under 

these policies. The government aimed at to exaltation and review of the previous education 

policy, which was presented a way back in the year 2006. Its contributions are still unknown.  

The National Education Policy was positioned under the 3rd Inter-Provincial Education 

Minister's Conference (IPEMC), which permitted establishment of New Education Policy 

(NEP) 2009 and The Review Committee was formulated to propose policy modifications in 

view of 18th Amendment in constitution, as well as, new global trends in the education. The 

world is moving towards artificial intelligence and converting labour to human capital, 

however, we are not able to achieve universal literacy. With the passage of time, the 

emergence of new knowledge, technology and human capital, untrained, unskilled and 

illiterate labour will become redundant. Such human resources will not be able to contribute 

in the economic progress. Only those countries will lead which have an edge in terms of 

new knowledge and skill. The countries like China and Germany are making good progress 

in this direction. Pakistan may benefit from the skills and trained labour of China, if it can 

negotiate through China –Pakistan Economic Corridor (CPEC).The future vision of Pakistan 

is summarized as given below.  

11. Vision 2025/30 

 Pakistan Vision 2025/30 purposes at significant development in levels of edification, as well 

as progresses in the education’s quality. The board is to increase public spending on 

education to influence 4.0 percent of GDP by 2018. However, till to date it is a beauty on 

papers and such allocation did not exceed the historical pattern of neglected sector. 

Presently, education is provincial subject; therefore, major role has to be played by the 
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provinces to bring any change in the education. The provincial governments are responsible 

to achieve Millennium Development Goals for education. In order to attain these 

goalmouths, the provincial governments have to toil hard and place a priority to education; 

such commitment does not seem to be there. They not only have to act on accelerated plan 

for educational development but inequalities in access to education have to be addressed.  

The progress in this direction may be seen from the performance of the largest province of 

Punjab. During 2016-17 in Punjab, hardly fifty percent budget allocation was utilized for 

education. The provinces do not have ability and capacity to handle such important issue. 

Notwithstanding the above, even in a province where utilization of education budget is 

better, the physical achievement is poor. Pakistan has to introduce and implement an 

emergency education plan to follow the accelerated development in the world regarding 

human development. There hardly appears any such action plans at the provincial levels. 

Now, the new vision 2030 is CPEC, which is Game Changer in the Pakistan Economy. It 

may work as accelerator to boost Pakistan economy. 

12. Labour Policies 

The labour policy is designed to adoption of principles, rules and regulations to protect the 

rights of the labour and to provide amicable environment for worker and producer to 

smoothly run their business.  Labour policy determines legitimate needs and rights of the 

labour and how these laws can provide progressive environment for manufacturing sector. 

In Pakistan first labour policy was introduced, along with the implementation of first five year 

development plan in 1955. The following were the main objectives of the labour policy; 

 Labour Encouragement; Encourage labour and trade unions for healthy manufacturing 

environment, while protecting the rights of the workers. 

 Affable Working Environment; to provide an environment for collective bargaining with 

the entrepreneurs and discourage exploitation. 

 Working Rights; the workers were given the right for strikes, if their rights were not 

protected. However, negotiations were encouraged for such purpose and legal protection 

was provided for law full rights of the labour. 
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 Dispute Settlement; A platform was provided for Settlements of disputes between 

labour and entrepreneurs through consultation, conciliation, negotiation and finally through 

arbitration. 

 Promotion of Labour Welfare; Promotion of labour welfare through labour unions. 

12.1 Second Labour Policy 

The second labour policy was introduced in 1959, which has the following silent features. 

Following were the major objectives and principles of the policy; 

o Guidance from ILO Convention 

The labour policy will seek guidance from ILO conventions. 

o Right for Labour Unions 

Trade union activities were allowed and importance was given to settle issues with mutual 

negotiations between employer and employees disputes.  Arbitration was permitted if issues 

not settled. 

o Welfare Facilities 

Social amenities provided to the workers i.e.  Health, Education, recreation and housing 

facilities and wages may be paid as per labour productivity. 

o Labour Market and Employment Information 

Employment agencies will maintain employment information likes statistics pertaining to 

working and living conditions of labour. 

o Sharing Responsibilities 

Social welfare was considered joint public and private responsibilities. 

12.2 Third Labour Policy 

The third labour policy was introduced on 5th of July 1969.  The policy consisted upon 

following major points.  It was attempted to improve working conditions and labour rights.  

Major points of the policy are given below: 

o Freedom for Associations and Unions 

Freedom of association for labour for forming trade unions, strengthening collective 

bargaining and right to strike. 
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o Protection of Wages 

A fair and minimum wages and simplification of labour laws; in the light of ILO conventions. 

Increasing the stake of workers’ wages as per labour productivity.  

o Law and Justice 

Effective implementation of the labour laws to protect worker rights. 

It appears that the above policy aims at improving working conditions for labour and 

providing justice. However, due to political unrest and instability in the country, the policy 

did not bear fruitful results.  Frequent strikes became a feature, which damaged industrial 

growth and confidence of the entrepreneurs.  The political powers used labour for political 

purposes.  As a result soon, Z. A. Bhutto took over the power and nationalized all industries; 

workers were given powers and rights to share profits. The workers were made a part of 

ownership of industrial establishments, having feelings of ownership. It was the idea that 

worker will work better and improve industrialization.  However, these changes did not 

benefit much to the labour; rather damaged the industry too.  Thereafter a new labour policy 

was introduced by the people’s party in 1972, which was based on revolutionary steps as 

given below. 

12.3 Fourth labour policy 

The fourth Labour Policy was implemented in 1972; by Pakistan people’s party, which had 

revolutionary reforms for the labour.  The salient features of the policy are given below.  

Workers Representation in Management 

 Workers representatives became a part of management; up to 20% of the factory level 

representation was given to them. 

 The workers were given the right to inspect any accounts, records, premises and stores 

of the factories. 

Workers’ Share in Profits 

 Workers were given share in the profit, which started with 2% and later on rose up to 

5%; further more worker could receive 10% of the enhanced profit. 
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Ensuring Law and Justice 

 If the grievances of the worker were not addressed by the management, the matter can 

be taken to the labour union or court of Law. The court has to decide the matter from 20 to 

60 days. 

 The collective disputes could be referred to the workers councils, where workers and 

management will have representatives. 

 The notice of strike was reduced from 21 to 3 days; if negotiations failed in the worker 

council, the matter may be taken to the court. 

Job Security 

 For any termination of services, it will require to record reasons to do so. 

Workers’ Welfare and Social Security 

 Workers will be entitled to cash bonus linked will profit. Workers will be paid wages and 

overtime payments workers welfare fund will be operated by the nominees of workers and 

management. 

 Social security scheme was introduced for which employer will make contribution up to 

6% for the workers. Workers will be entitled to old age pension and group insurance. 

Reward for Efficiency 

 Group benefit scheme will be introduced to increase the incentive of the workers to 

enhance efficiency. 

Trade Unions’ Movements 

 Trade union movements were encouraged to negotiate genuine demands of the workers.  

The workers can setup federations of unions at national level. 

12.4 Labour policy: 2002 

On 23rd of September 2002, The Ministry of labour and Manpower announced labour policy 

which was based on the following objectives; 
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Guidelines from ILO Rules 

 The labour laws will be brought up to the standard of ILO conventions the employer – 

employee relationship will be rebuilt on trust and partnership for nurturing by letter 

mechanism for negotiations and cooperation’s. 

Affable Environment 

 The Government will facilitate workers and entrepreneurs to settle issues amicably good 

conduct for affable manufacturing environment. 

 The labour laws, which were become complex, need was realized to rationalize and simplify 

existing laws.  

Trade Union Activities 

 Promotion of healthy trade union. 

Labour Judiciary System 

 Labour judiciary system was restructured and social safety nets were to be further 

strengthening. 

Gender Equity 

 Gender discrimination must be discouraged. The education of workers children must be 

supported form workers welfare fund. 

Eradication of Child Labour 

 Elimination of child and bounded labour. 

Safe Working Conditions 

 Regulations related to conduct of work was framed a system of licensing of contractors of 

workers was brought under labour laws. 

 The service tribunal act 1973 excluded workers of the public sector. The legitimate demand 

of the public sector workers, workers of the banking companies were brought at power with 

other workers.  
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Labour Market Information System  

Labour market information system (LMIS) was introduced to collect reliable data for labour 

market and make research for improvement of workers. 

Labour Laws and Protection 

 Labour laws were rationalized pertaining to industrial relations, employment conditions, 

wages, health and safety and labour welfare. 

The emerging issues, from the above analysis are given below.  

13. Emerging Issues 

 High population growth remained a challenge for Pakistan. Pakistan had emerged 6th 

in world population classification, with above 164 million people and the United 

Nations (UN) has projected that it will move into 5th place with around 292 million people 

by 2050. However, in terms of development, it ranks around 184th country in the world; i.e. 

after 70 years of economic planning and development. Pakistan will not be among 

developed countries even after a century. It is a matter of great concern for our economic 

managers and policy makers.  Both control of population at the optimal and acceleration of 

economic growth is warranted beyond 7% per year economic growth. It Pakistan 

succeeded in doing so then some welfare may be expected. The dream of Inclusive Growth 

is far away to think about it. To bring the above cited both changes is a challenge for 

Pakistan. 

 The literateness rate of the population (10 years and overhead) is hardly 60 percent; as 

compared to 58 per cent in 2011-12. Additionally, the current literacy (2017) has further 

declined to 58%. Literacy is higher in urban areas than in rural areas, which are leading to 

a divide the society further in to two classes. The gender disparity among male and female 

literacy and education is another divide, which has to be closed for development. It is still 

far away to talk about human capital and dreaming of a knowledgeable society.  

 As far as Balochistan and Sindh are concerned, tribal and feudal social systems are the 

biggest hurdles in achieving the education goals which are not supportive of education for 

female and poor classes and the major cause of increase in gender disparity. Literacy rate 
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in Baluchistan is lowest i.e. 44 per cent, particularly women literacy in rural areas is 

negligible (5%), which requires crash a program to impart literacy. This shows very critical 

situation regarding issue of disparity in education. This needs comprehensive consultation 

process at national level to address this issue which has long run impact on the human 

development and socio economic conditions of Pakistan. But the major reasons in 

achieving the Millennium Development Goals are commitment gap, implementation gap 

and lack of good governance, which has not improved much from the last 70 years.  

 In 2015, a large stock of around 6.7 million children were out of school amongst which 

55 percent were girls which for years have posed a major obstacle in achieving EFA 

targets. The literacy rate rose by merely 23% during the period of last 24 years; from 1990-

91 to 2013-14, which is not encouraging at all. However, it increased from 35 percent in 

1990-91 to 45 percent in 2001-02 and 53 percent in 2004- 05.  All above shows, that 

education has not been a priority for the governments. It has been committed again and 

again to spend 4% to 5% of GDP on education; however it remained around 2% or so, 

which shows seriousness of the public authorities to keep up the commitments. 

   After struggle of eight five years development plans and planning, as well as, 

implementation of development programs for almost seventy years of annual planning and 

development, the agriculture still employs over 40% of labour forces and 60% of population 

resided in rural areas. The frustrated industrial revolution has not absorbed surplus labour, 

rather now the industrial momentum has squeezed to the lowest level of growth. 

Unemployment is on increasing trend. Literacy rate is hardly 62%. The economic crises 

and unfounded globalizations has led to failure and shut down of significant number of 

industries. These industries were victim of poor law and order situation, terrorism, ransom, 

global competition, liberalization and inefficiency. These industries either shut down or 

moved out the country which led to high unemployment. Thus, after seventy years, the 

industrial revolution is still a frustrated revolution. No wonder unemployment has emerged 

a threat to the economy and ever increasing poverty. 
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Appendix: Table 1 Population and Population Growth Rates 

 

 

Year 

 

Population      (m) 

 

Perce-

ntage 

growth 

pop. P.a. 

Life expectancy 

at birth 

 

Total(m(m) 

 

 

Urban 

 

 

Rural 

 Urban 

Pop. % 

of  

T. pop.  

 

Males 

Fem-

ales 

1947-48 32.500 5.003 27.497 15.4 1.8 - - 

1951-52 33.707 6.019 27.798 17.9 1.8 32.9 - 

1961-62 42.880 9.655 33.324 22.5 2.4 47.0 45.0 

1972-73 65.309 16.594 48.727 34.5 3.6 52.9 51.8 

1981-82 84.254 23.841 60.412 39.5 3.1 - - 

1991-92 113.791 35.682 78.110 31.4 3.1 59.3 60.7 

1996-97 131.635 42.650 88.985 32.4 2.8 62.9 62.1 

2000-01 143.000 47.000 94.00 32.9 2.7 63.0 63.0 

2005-06 158.000 54.000 104.00 34.2 1.8 64.0 66.0 

2010-11 175.000 65.000 110.00 37.1 1.6 63.9 65.8 

2014-15 190.000 74.000 116.00 38.9 1.5 64.9 66.9 

2018-

19* 

212.800 85.000 127.00 40% 2.4 65 67 

 

Source: Pakistan Economic Survey, different Issues.*= july-March 
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Table: 2 Important Demographic Variables 

 

Years 

CBR (as per 

1000 pop.) 

TFR (per 

female) 

IMR ( as per 1000 

live births) 

CDR (as per 

1000 pop.) 

1951 62.4 - - - 

1961 51.0 - - - 

1965 36.5 5.5 80 9.0 

1971 36.9 6.3 106 10.6 

1976 42.8 7.1 87 11.5 

1981 37.1 6.5 - - 

1986 43.3 6.9 105.6 10.1 

1991 39.5 6.0 102.4 9.8 

2002 27.0 4.1 85.0 8.2 

2006 26.1 3.8 76.7 7.1 

2011 27.5 3.4 70.5 7.3 

2016 25.6 3.1 63.2 6.7 

CBR= Crude Birth Rate; TFR= Total Fertility Rate; 

IMR= Infant Mortality Rate;CDR= Crude Death Rate 

Source: Pakistan Economic Survey, different Issues 

 

Table: 3 the Labour Force Participation: 

Underemployment and Unemployment Rate 

 

Year 

Labour 

Force 

(millions) 

Labour Force 

(Employed) 

(millions) 

Labour 

Force 

Participt. 

Rate (%) 

Rate of 

Unempt. 

(%) 

Undempt. 

Rate (%) 

1964-65 17.65 16.47 33.17 1.08 - 

1970-71 18.70 18.37 30.41 1.76 8.31 

1975-76 21.54 21.08 29.86 2.14 - 
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1980-81 25.65 24.70 30.59 3.70 - 

1985-86 28.05 27.02 27.86 3.64 9.56 

1990-91 31.83 29.83 27.97 6.28 11.01 

1995-96 36.70 34.92 27.88 4.85 12.70 

2000-01 41.00 37.22 28.97 8.27 13.26 

2005-06 47.00 43.22 30.41 6.20 12.91 

2010-11 58.00 54.05 32.98 5.55 - 

2015-16 60.00 57.42 32.30 6.00 - 

 

Source: Pakistan Economic Survey, different Issues. 
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  CHAPTER: 6 

 

Fiscal policy And Management of the Economy 

 

 

 

 

 

 

 

1. The Foundations of Fiscal Policy And Its Role in Development 

A good Fiscal Policy (FP) facilitates in proper utilization of government revenue to acquire 

economic development and sustainable economic growth. The ultimate goals of fiscal 

policy are 1) welfare of the citizen by ensuring price stability and management of emerging 

economic and 2) resolving financial issues such as poverty,  unemployment, and inflation, 

income inequality, maintained of law and order, as well as provision of resources for 

defence of the country. The government through fiscal tools ensures inclusive growth. The 

constitution of Pakistan puts responsibility on the government to ensure provision of basic 

necessities to the deprived segment of society98.The above responsibilities are discharged 

through taxation on the rich and transfer of benefits like basic facilities and welfare 

expenditures in favour of poor segment of the society. The fundamental tools of the fiscal 

policy through which such transfers are ensured are good governess, taxation and public 

welfare spending. Once the above responsibilities are comprised through decisions of 

government spending and taxation, the end result is failure of trickle down fails.  

                                                           
 

98 . It is the chief obligation of the state to provide basic needs like food, shelter, clothing, basic health and basic education. 
Besides, the deprived segment of the society like poor persons must be taken care by the state. All these above are almost in the 
agenda of all the political parties in Pakistan. However, even after 70 years, all the above has been ignored and these are basic 
demands of the society.  

“The macroeconomic relationship between fiscal policy and 

economic growth has long fascinated economists. Unfortunately, 

analyses of that relationship have frustrated empiricists for almost 

as long. One root of that frustration is the array of possible policy 

indicators” [Fu, et al. (2003)]. 
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There is a substantial amount of debate over the effectiveness of fiscal policy (FP) 

regarding macroeconomic conducts. On the theoretical front, however, there are two core 

schools of thoughts on the outcomes in literature pertaining to the role of fiscal policy.  One 

school of thought suggests that governments are incompetent; therefore, their role may 

remain narrowed. The role of the government must remain limited to alone in formulation 

of rules & regulations, management of the economy as well as provision of welfare oriented 

public goods. An alternative school of thought suggests that government should take active 

part in the early stage of development so that growth may be accelerated. The public sector 

may improve the economy by providing support for dissemination of knowledge, enhancing 

investment, research & development, productive investment, and the provision of other 

services and public goods which can encourage growth in the both  short-run (SR) and the 

long run (LR). At the early stage, the government also engages to produce private goods, 

which may not be produced by the private sector; due to involvement of heavy investment 

like establishment of machine tool factory99, provision of basic utilities and transport & 

communication facilities. The fiscal and monetary policies must be formulated to stabilize 

economy by acting as saviours from depression and trade cycles. The role of fiscal policy 

was well documented, as given below. 

 “Perhaps the most fundamental achievement of the Keynesian 

revolution was the reorientation of the way economies viewed the 

influence of government activity on the private economy. Before 

Keynes, it was a commonplace that government spending and 

taxation were powerless to affect the aggregate levels of spending 

and employment in the economy; they could only redirect resources 

from the private to the public sector”. (Blinder and Solow 2005) 

 

In Keynesian economics, the government may play an active role in stabilization of the 

economy and also to accelerate economic growth. Whereas, neo-classical believes that 

                                                           
 

99 . This industry involves steel mills which is essential to produce machine tools and machinery for agricultural and industrial 
revolution.  
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government’s role may not be more than managerial and regularity for the economy. They 

believe that since government may not have perfect knowledge of the economy, therefore, 

government is likely to overshoot or undershoot the economy. As a result, government may 

end up harming the economy more than stabilizing it. In developing countries, the 

government budget may be deficit to promote economic growth. In literature, it appears 

that 3% to 4% deficit of GDP may not be of much harm to the economy100. However, deficit 

must be at the optimal level101; matched with the economic growth. Such an optimal fiscal 

policy, based upon economic rationale may have significant impact on the economy.  

The different tools of fiscal policy such as taxes, government expenditures, subsidies, tariff, 

public works & projects and public debt can help in upholding full employment level of 

output, without an inflationary or deflationary gap in action of developing economies such 

as Pakistan. This is the very reason that in developing countries, resources are not fully 

utilized and therefore, active fiscal could play a prominent role in accelerating economic 

growth. Perceptibly, taxes and public expenditure is influential tool in the hands of public 

power, which greatly influences by altering disposable income, consumption and 

private/publics investment. An anti-depression taxation augments disposable income of the 

individual, endorses consumption and investment behaviour in economy. This will 

eventually result in a boost of spending activities which will in turn amplify demand 

(effective demand). The effective demand is likely to promote economic growth.  Besides, 

during inflation spiral, anti-inflationary policy measures like tight fiscal and monetary 

policies can help to stabilize economy. In the period of inflation, such channels are 

espoused which assist to wipe off the unwarranted purchasing power and glut consumer 

demand, further helping to control inflation. The tax revenue could be raised by this 

approach and it may not impede new investment and growth. Taking care of  all above 

facts in mind, it may be settled that fiscal policy can play a momentous part of endorsing 

economic development and economic solidity in an emerging economy like Pakistan.  The 

era of 1960s is the period in which successful fiscal policies were followed and Pakistan 

                                                           
 

100 . For evidence and reference see section on the role of fiscal policy (FP) and economic growth, in the this chapter. 
101 . It is generally believed that 3 to 4% deficit may be sustainable. However, deficit above than this level will be inflationary. In 
Pakistan inflation beyond sustainable level is not growth promoting.  
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achieved respectable economic growth; over 6.5% p.a. for more than a decade.  However, 

it is equally important to note that faculty or politically motivated fiscal policies may end up 

with harming the economy more than doing any better for the economy. It is the very reason 

that the era of 1990s is remembered as the decade lost in terms of growth and development 

in Pakistan. 

2. Resource Mobilization and Foreign Dependence 

Pakistan has imparted on respectable economic growth for nearly above decades (Pak. 

Economic Survey, 1998-9) i.e. up to the decades till 1990. It is reported that the country’s 

economy grew at over 6% per annum, for more than three decades. Nevertheless, 

economic performances stay behind expected levels in the 1990's. Predominantly, the 

performance of tax revenue (tax collections) was constantly not up to scratch. We know 

that, Wagner's law reflects that public expenditures' elasticity surpass well above unity in 

the period of premature economic growth process. It entails that a country demands more 

of public expenditures to convene the rising demand for not only social services, but also 

public goods. These surplus government expenditures for offering basic social services 

also necessitate a sufficient boost in public revenue. The immature countries, including 

Pakistan, are at an early stage of development; therefore, these countries necessitate high 

revenue to GDP ratio, as matched up to other countries. Failure to achieve this could lead 

to unsustainable and slow down of the economic growth, which could further put squeeze 

on resource mobilization. In the 1990's, the economic growth of Pakistan decelerated to 

approximately 4.5% per year. It further aggravated the problem. While squeezing economic 

growth also led to put pressure on decreasing revenue mobilization. The economic growth 

was as low as around 0.2% in 2008-09 and 3% for some years in the 1990s (Pak. Economic 

Survey, 1998-99), which was an outcome of  economic crises named as the decade lost 

(1990s); in terms of losing growth opportunity. Fiscal policy (FP) is an engine of economic 

development and also the essence of fiscal policy is taxes and revenue. Significance of 

tax-revenue in the fiscal system of a state cannot be annulled, since it is a foremost basis 

of revenues. Tax revenues represent major constituents of revenue all over the world with 

the exemption of a small number of countries well-off in natural resource; where non tax 

revenues are main cause of revenue collections. It is also important to mention that public 
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service delivery is adequate in countries where tax collection as a % of gross domestic 

product (GDP) is considerably higher102. The collection of tax revenues is not always an 

easy task for countries. It was a famous and motivational slogan of the American 

Revolution: “No Taxation without Representation”. It is a general perception in Pakistan 

that the public representatives hardly represent the public and significant numbers of such 

representatives also pay trifling taxes. The very reason is that a party gaining hardly 30% 

votes can be a ruling party; which may be still minority but ruling the public.  It happens 

due to faculty democratic system103. 

Pakistan is in front of a solemn difficulty in hoisting public revenue. The tax system is weak 

and inefficient. It is hardly based upon the economics of taxation i.e. cannons of taxation. 

On adhoc, Resource mobilization is one of the major goals of taxation; rather consider ring 

promotion of economic activities and growth. The constant failure in recovering public 

revenue escorted the public sector to depend on international aid/debt and further leading 

to continuous deficit budget and reliance on foreign resources104. As a consequence, the 

public debt piles up to the tune of over 90% of gross domestic product (GDP). The budget 

deficit reached to over 8% of GDP; which dismally unsustainable. The budget deficit and 

increase in current expenditures, as well as, international flow of inflation led to double digit 

inflation in Pakistan (Chaudhary and Ahmed, 1996)105. During the later period, substantial 

increase in oil prices staggered inflation in Pakistan, which was hardly managed through 

monetary and fiscal policies. All these factors increased inflation and created imbalances 

in the economy106. All these tribulations are interlined for which Chaudhary and Abe, 1999 

called nexuses of three diseases; debt, deficit and inflation.  The roots of these economic 

issues lied in the failure of the public policies, which were not able to produce enough 

                                                           
 

102Feld and Frey (2007). Tax Compliance as the Result of a Psychological Tax Contract: The Role of Incentives and Responsive 

Regulation. Law & Policy, 29: 102-120. 

103 . Hardly 60% of the voters cast their votes, which are divvied among more than dozen parties. Thus a party getting not even 
30% vote will be winner, thus, there was never a majority government. 
104 . Such reliance could be a source of revenue instability and instability in economic growth. It is a general perception that 
economic growth was better in dictatorship periods, as compared to so called democratic periods. Although in reality 
dictatorship and democracy are same in Pakistan; as well as economic development (Inclusive growth is concerned. 
(Chaudhary M. Aslam.  et. Al.,  2012) 
105 .The double digit inflation and high deficit was also there in the 2000s. 
106. Such outcome could lead to income inequality, increase in poverty, squeezing growth and increase in inflation also 

squeezes the income of the poor who are direct victim of such economic shocks. 



213 

 

proceeds to match the essential public expenditures. So far adhoc pains were taken to 

develop taxation sector, which were not based upon scientific approaches. As a result, the 

attainment of revenue targets resulted in deficit as constant concern of Pakistan economy.  

The outcome was not a success to accomplish not only demands for financing expansion 

projects but it even turned out to be complicated task in meeting the current expenditures 

and needs. As a result, development expenditures squeezed, which resulted in poor 

economic performance107. 

Taxes are the largely vital rudiments of public revenue. As country nurture, the 

developments in the tax revenue to GDP ratio need to be enhanced. The tax to GDP ratio 

reflects the responsiveness of the people and assists to strengthen public and social 

services. The demand for these services swiftly augments in the near the beginning stages 

of growth, since such infrastructure is roughly non-existent or in a pitiable condition for such 

countries. Taxes are also the paramount mechanism to verify the reaction to the regimes’ 

policies. The social services structure is awfully pitiable in Pakistan. A huge part of the 

population, nearly half is evicted of basic health, sanitation services and transport 

infrastructure. Nearly, One third of the children are deprived of even basic education 

schooling. The tax performance rather than improving worsened even more. In Pakistan, 

on average, the tax / GDP ratio decreased from 18 percent to 13 percent of GDP and 17 

percent in the 1983-4. Tax / GDP ratio additionally dropped to approximately 13 percent of 

GDP in the decades of 1990s. Moreover, figures shows that public expenditures were 

recorded over 24% of GDP. Consequently, the budget deficit was palpable. The deficit 

financing turns out to be on shaky grounds (see Chaudhary and Waseem, 1995). Azhar 

(1996) found out that the revenues from taxation alone, has lacked any targets which had 

strong scientific base and, hence, the targets never become visible. During 1998-99, 

revenue deficit was around 20% of the objectives. Consequently, it resulted into slow 

provision of the basic social services (Chaudhary& Hamid, 1999). As stated earlier, the 

emerging deficit was the consequence of the collapse of the public sector to lift revenue 

and domestic investments. These trends designate that the tax efforts did not produce the 

                                                           
 

107.See Pakistan Economic Survey for empirical evidences. 
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required public takings. It is also vital to mention here that Pakistan lies far in the rear of 

producing optimal and prospective level of tax revenue, as compared with other early 

countries in the region. The revenue collection was estimated to be over 25% in several 

early countries (World Development Reports 1979, 1991 & 1997). All the above signify to 

require a broad analysis of the taxation structure and its operating mechanism in Pakistan. 

In general, the countries stumble on fiscal problems when their tax responsiveness resides 

under the fundamental level of public expenditures. Study in the field of taxation is essential 

to perk up tax collection and expansion of the tax base. Even though, the literature is 

affluent on the subject matter, but regrettably it is very inadequate pertaining to Pakistan. 

Khan (1993) establish that elasticity of overall tax revenue to GDP was 1.35% in the era 

from 1960-61 to 1971-72. Whereas elasticity of excise duty was recorded against GDP 

was 2.28%. The elasticity for excise duty was found to be high than all previous elasticity. 

On the other hand, he also referred to tax reforms, which have worsened the 

responsiveness of the tax revenues. After the emergence of World Trade Organization 

(WTO) and the brisk introduction of market-oriented reforms in Pakistan, the revenue from 

excise & custom duty has dried up. Accordingly, it is accepted that tax elasticity may also 

have diminished for this source of revenue. As a consequence, other means of revenue 

generation have to be investigating which have potential to meet the growing demand for 

social services. Gillani (1986) employed the Divisa Index Method (DIM) and proportional 

adjustment Method (PAM) for inference of tax elasticity in Bangladesh. The empirical 

evidences recommended that tax elasticity was unfortunate for Bangladesh (likewise to 

Pakistan). Thus, solemn labours should be done for tax assortment at the active rates and 

tax avoidance should be curtailed. It was recommended to develop the tax elasticities. The 

case of Pakistan is alike to that of Bangladesh, given that both of the countries have 

numerous familiar characteristics.  

During the last one half of a century, Pakistan's taxation and public expenditures have gone 

through several changes. The foreign dependence has also increased to the extent that it 

is becoming difficult to finance the debt services. The dependence of public sector on 

domestic loans also increased over time. Presently, over 6% of Gross National Income has 

been washed away by domestic and foreign debt services. The domestic resource 

mobilization either in terms of national saving or resource mobilization through taxation 
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remained poor. On the other hand, the public expenditures increased due to increasing 

demand for public services. Besides, efficiency of the public sector in terms of utilization of 

public resources becomes poor and poor. As a result, demand for good governance 

became stronger and stronger. 

Resource mobilization takes place through revenue receipts and capital receipts. The 

revenue receipts of the federal and provincial governments take place through taxation, 

estate duty, sale tax, welfare taxes and surcharges on natural resources like gas and 

minerals etc. The provincial governments collect land tax, irrigation charges, provincial 

excise tax, stamp duty, vehicle tax and entertainment taxes etc. The taxes of the local 

bodies also generate resources for public welfare. The capital receipts include foreign 

borrowing, foreign aid and international non- banking borrowing. Besides, public debt, 

treasury and deposit receipts also add to the public exchequer. If the public revenue is not 

enough to meet the needed expenditures, deficit financing becomes unavoidable. The 

following table 1 provides resource mobilization for selected years of the public sector. The 

table indicates that the federal and provincial budgets have always been remained in 

deficit. The budget deficit kept on increasing during 1975-76. It decreased in 1979-80. The 

deficit remains within manageable limit, up to 1979-80. After 1979-80, it again increased at 

an accelerated rate. It indicates that tax mobilization remained poor in Pakistan. 

Figures 1.1, 1.2 and 1.3 (table 1) provides a picture of resource mobilization 

through fiscal mechanism.                

Table 1.1: Resource Mobilization (Federal and Provincial) (% of GDP) 

Year 1949-50 1960-01 1965-06 1972-03 1975-06 1979-80 

Revenue Receipts 1.25 3.5 7.0 9.8 21.2 44.4   

Tax Revenue 0.9 2.44 4.4 7.3 18.1 32.2 

Public Expenditure 1.2 3.1 8.2 10.6 24.2 46.3 

Deficit - 0.4 1.2 0.8 3.0 1.8 

Capital Receipts 0.17 1.3 3.8 7.2 18.9 24.1 

Capital Expenditures 0.7 1.9 1.4 7.6 19.9 26.8 

Overall deficit 0.5 0.2 1.3 1.3 3.9 1.1 
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Revenue (% of GNP) 6.3 9.9 14.0 15.9 17.0 19.5 

Tax Rev., (% of 

GNP) 

4.7 7.0 8.7 12.0 14.5 14.1 

Deficit Fin., (% of 

GNP) 

3.1 0.6 2.6 - 1.5 1.6 

Source: Ahmed and Amjad (1984). 

Fig. 1: Resource Mobilization Federal and Provincial as % of GDP 

 

Source: created by author using data from Source: Ahmed and Amjad (1984). 
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Fig.1.2: Resource Mobilization Federal and Provincial as % of GDP 

 

Source: Created by author using data from Source: Ahmed and Amjad (1984). 
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 Fig. 1.3: Resource Mobilization Federal and Provincial as % of GDP 

Source: created by authors using data from Source: Ahmed and Amjad (1984). 

Figure 1.3 shows the revenue receipts were 1.3% of gross domestic product (GDP) (1949-

50), which increased to 3.5% of gross domestic product (GDP) in 1960-1. It further 

augmented to 17% of gross domestic product (GDP) in 1972-3 and to 19.65% in 1979-80. 

Thereafter, it hardly ever touched such level of resource mobilization108. Although the tax 

revenue efforts are significant 1.2) but these are still far less than other countries; where, 

the same ratio is over 22% of GNP. The deficit financing was 3.1% of GNP in 1949-50, 

which decreased to 1.5% in 1975-6. However thereafter it again increased to 4.2% in 1978-

79 and again decreased to 1.6% in 1979-80. The figures for the same are much higher for 

the 1990s. 

 

 

                                                           
 

108 . Recently it is as low as less than 10% of GDP. 
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3. Interaction of Fiscal Policy and Macroeconomic Variables 

Fiscal policy plays its role mainly by changing total demand, circulation of income & wealth, 

and capability to manufacture goods and services in the economy. In the short run (SR), 

alteration in spending or taxing can modify both the size and the pattern of demand for 

services & goods. Eventually, the aggregate demand can also manipulate distribution of 

resources and the productive capability of an economy through its sway on the returns to 

factors of production, altering the labour force to human capital, and provision of public 

resources for growth related projects.  Different tax regime, throughout their upshot on the 

total returns to capital & labour, savings and investment can also control both the size and 

the provision of productive resources. Therefore, the role of fiscal policy is very important 

for accelerating and maintaining stable as well as sustainable economic growth. Empirical 

evidences duly support the above cited outcomes of fiscal policy. 

There is a considerable body of literature concerning the role of fiscal policy and economic 

growth. Landau (1986), Skinner (1987), Grier and Tullock (1989), Barro and Xavier Sala-i-

Martin (1992) and Kneller et. al. (1999) explained the above cited relationships between 

fiscal policy and economic growth variables. Fiscal policy is viewed as an instrument to 

mitigate fluctuations in output, investment and employment. By modification in the 

composition and rates of taxation and government spending, fiscal policy goal must shift 

the economy to attain latent production capabilities of a country. The two key gears of fiscal 

policy are government expenditures and taxation. They exhibit long term and short term 

effects, which may be evaluated by different techniques. Econometric models were 

developed and tested for such contributions. In the context of early models like MIT, Penn 

and Social School (MPS) models, endogenous growth models clearly documented 

empirical evidence regarding contributions of fiscal policy. Besides,  Easterly and Rebelo 

(1993), Mauro (1995) and Folster and Henerkson (1999) explored that government 

expenditures to develop infrastructure, promotion of  literacy,  education, research & 

development, human capital formation, maintenance of law and order are some of the main 

contributions of fiscal policy. Robert Lucas (1988), highlighted that investment into 

education increases the level of human capital that improves resource base of the 

economy and thus accelerates output growth. He argued that education expenditures are 

the main source of sustained long run economic growth. Barro (1990), Romer (1990) and 
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Bloom et. al. (2001) also contributed by highlighting that public infrastructure, research & 

development investment and health expenditures can significantly promote economic 

growth.  Moreover, Odedokun (1997) also conducted a study pertaining to forty eight 

countries and pointed out that expenditure on public infrastructure facilitates and 

investment promotes economic growth. Howitt (1992) explored the role of subsidies and 

stated that subsidies have an unambiguously positive effect on output growth. All the 

subsidies are not provided to promote growth but subsidies are also provided to help 

consumers to get cheaper products, for example, subsidy is provided to lower income 

groups on electricity consumption and basic consumption goods. The subsidies are also 

extended to protect vulnerable groups too. All above indicates that it is important that the 

direction of fiscal policy must be guided by economic principles, otherwise, its benefits 

could be negligible. Sometimes, fiscal policy directions are politically motivated; therefore, 

such policies are less likely to have economic impacts on the economy.  

4. Tax Distortions, Complementary and Substitution Effects of Fiscal 

Policy 

The public sector has to finance the publicly provided goods and services either by tax 

revenues or debt. Taxation distort decisions of private agents regarding factor 

accumulation and production decisions because it affects the choices of producers and 

consumers regarding their activities of production, investment, consumption and welfare of 

the society. Milesi-Feretti and Roubini (1998) contributed by pointing out distortion in taxes, 

which plays negative effect on private decisions, particularly regarding saving  and invest, 

and therefore altering the growth rate of the economy.  Mendoza et. al. (1997) found that 

taxes on consumption affect the individual choices of allocation between work and leisure 

time. It ultimately influences production and consumption. In other words, fiscal policy could 

improve welfare of the society if conducted efficiently and it can equally harm the economy 

if it is politically motivated. The government strategies concerning expenditures and 

taxation often upshot in the discrepancy amid to revenues and expenditures; which latter 

results in augmenting more of the public debt. Increasing public debt can affect investment 

and saving; either directly or indirectly through interest rate and inflation. It could also 

decrease current expenditure by having Ricardian equivalence effect on consumption. 
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Thus, it can even decrease current demand and as a result affecting consumption and 

production.  

 Notwithstanding the above, there are three different views concerning the connection 

between fiscal deficit and savings/investment. These views are held by theoretical and 

empirical evidences. The neoclassical economists believe that financing fiscal deficit 

through public aid/debt can augment the interest rate and thus upshot in the crowding out 

of private sector investments. Beck (1993) provides evidences to the neoclassical view of 

fiscal deficit and investment. He established that when government increase its borrowing 

from the domestic market to fulfil current consumption, it shrink credit for private sector. As 

a result, this leads the private investment to either reduce or crowd out.  On the other hand, 

government borrows on lower interest rate but still commercial banks prefer lending to 

government due to security and less risk. As a result, enlarged government spending which 

is financed by domestic borrowing at the cost of private investment can have depressing 

consequences on the overall economic growth of the country. 

The second school of thought; Keynesian economist believes that when government 

spending rises, it fuels demand and domestic economic activities by a greater share in the 

course of the multiplier process. It crowds in government investment, particularly while the 

economy is not at the full output (employment) level.  However, the composition of 

government expenditures establishes the amount of crowding in or crowing out.  Hussainet. 

al. (2009) set ups that private sector can promote only if the public sector investment is 

done in the  infrastructure, education and health ( human development ) that absorb large 

fixed costs and long gestation period. These public sector activities condense the cost of 

production, particularly for the private sector. Thus, expansion in infrastructure does 

promote private investment and eventually economic growth. In the support of above, 

several studies supported the above cited outcomes like studies by Buiter (1977), 

Aschauer (1989), Greene and Villanueva (1990), Baldacci, Hillman and Kojo (2004) also 

stated that public expenditure and private investment are obligatory in promoting economic 

growth. 

The third school of thought is based on the Ricardian Equivalence Theorem, which focuses 

on the substitution and balancing effects. It declares that deficit of current period will be 

equivalent to the current value of potential future taxation.  So the savings by individual 
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households will augment at present, if deficit is finance from borrowing, because they 

anticipate that tax level will increase to repay the debt in the future. Consequently, the 

national savings will augment and, consequently, counterbalance any boost in the rate of 

interest and raise in public spending through borrowing.  Such outcomes are less likely, in 

the case of developing countries. In developing countries, people are not well aware of 

future decisions regarding fiscal policy; therefore, it leaves a little room for their rational 

decision (et. al. Chaudhary M. Aslam. 2005)109. Besides, mass illiteracy in developing 

countries, fewer citizens is aware of the impacts of fiscal policy. Therefore, the burden of 

negative impacts of fiscal decision ultimately does not favour the citizens in developing 

countries. As a result, there will be no transform in the rate of interest and private 

investment. However, Bahmani-Oskooee (1999) supported the views that fiscal 

deficits (FD) will not have much effect on total demand, provided that the 

household spending decisions are grounded on the present value of their 

incomes/wages; that takes into account the current value of their taxation liabilities 

in the future. 

5. Fiscal deficit and Inflation 

It is a general perception that fiscal deficit leads to increase inflation.  The crux of the matter 

is that optimal level of deficit may not create inflation. However, deficit beyond the 

absorption level of the economy is harmful for the economy and it may not also be 

sustainable110. However, deficit more than four percent may be inflationary. Again it is 

important to relate deficit with the growth of the economy and then decide which level of 

deficit is creating unsustainable level of inflation, which may be harmful for the economy. 

Regarding deficit and inflation well known economists stated as under. 

  

                                                           
 

109 . See for details in the case of Pakistan, Chaudhary M. Aslam et. al. (2005), Forman J. of Economic Studies. 
110 . In the case of Pakistan it is a perception that deficit beyond 3 to 4% of GDP may not be sustainable.  
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“A well-established theory in macroeconomics is that fiscally 

dominant governments running persistent deficits have sooner or 

later to finance those deficits with money creation, thus 

producing inflation.” (Sargent and Wallace, 1981). 

In developing countries inefficient tax system, mostly not based upon economic principles, 

and their faculty mechanism of revenue collection, political insecurity and inadequate 

access to outside country borrowings have a propensity to amplify inflation rate. Besides, 

dependency of developing economies upon foreign sector also leads them to suffer from 

international inflation; since these countries have hardly surplus in the Balance of Payment.  

Inflation at international level is automatically transferred to these countries; recent inflation 

in Pakistan is mainly due to an increase in oil prices.  The oil prices have significantly 

affected developing economies for a decade, which ended in 2016, thereafter, inflation has 

gone down in these countries and their economies picked up economic growth again. A 

comprehensive study by Fisher, Sahay and Vegh (2002) pertaining to 94 early and late 

economies stated that fiscal deficits are hub drivers of elevated inflation rates. 

The monetarist economists believe that “Inflation is always and everywhere monetary 

phenomenon”. The inflation is certainly a monetary phenomenon, nevertheless it must 

not be elapsed that money growth is say of the fiscal authority. On the other hand, it is also 

argued that fiscal policy alone affects the price level and inflation rate even if the growth in 

money remains unaffected. Whenever government expenditures exceed revenues, it has 

to face budget deficit. The effect of the fiscal budget deficit is based upon how it is 

sponsored. It can be financed by borrowing or print new money. The loans could be either 

from abroad or from domestic sources. The each mode of financing has different impacts 

on inflation. In some cases, there will be crowding out and therefore less inflationary.  

Similarly, monetizing the budget deficit will lead to inflation (s. t. Cetris Prebush). The 

budget deficit and inflation may have seignorage effect too. On the other side, Debt/aid 

may be financed inwardly (domestically) and outwardly; each source of financing has 

different impacts on the inflation and public and economy. Due to domestic borrowing, 

government increases aggregate demand by expansionary fiscal policy by on hand credit 

and therefore, interest rate rises which leads a drop in the private investment so budget 
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deficit “crowd out” fruitful private investment. However, external borrowing results to fill up 

the present deficit gap and, thus  may origin an external debt crisis, as well as, inflationary 

too; since these loans may not be utilized for development and rather fulfil budgetary gap 

by providing support for current expenditures.  Besides, the debt’s impact may be lagged, 

and therefore, the result is inflationary. 

Fiscal and trade deficits (Twin deficits) are continuous problems for Pakistan. These 

problems merge again and again due to faulty public policies and irresponsible political 

behaviour of the government. For political gains, economy keep on suffering from 

economic crises. Pakistan had highest fiscal deficit of 8.8% of GDP in 2011-12. It 

decreased to 6.5% in 2017-18. For the current year (2018-19), the provisional figures 

indicated that it will remain around 5%, which is a projection. It is expected that it will be 

around 6% of GDP. In all these years, it was unsustainable. As a result, it led to inflationary 

spiral, as well as pressure on devaluation i.e. increase in foreign exchange. The foreign 

exchange rate was around Rs.120 in 2017-18, which increased to Rs. 160.0 in 2018-19. It 

is expected that the rupee will further devalue in the years. Therefore, it will not only 

increase import bill, increase in inflation and increase in foreign dent but it will accelerate 

the volume of debt services too. The inflation has crossed 9% and it is still not in control, 

despite that the discount rate has crossed 12%; one of the highest in the decade. Thus, 

economy will remain in poor conditions in the coming years; due faulty public policies. 

6. Fiscal Policy: Resource Mobilization and Public Expenditures 

The emergence of growth models known as: “new endogenous growth models”, laid the 

basis of special importance about the role of government in promoting economic 

development and growth. These models were focused on that sustained growth, is 

endogenous instead of exogenous. There are two sources of growth i.e. endogenous and 

exogenous growth. It is also called as extensive and intensive growth in the literature 

pertaining to development economics. There are many important factors in determining the 

long-term growth, but all models of endogenous growth predict that government can 

influence economic growth, either in direct or indirect way. Consequently, growth rates in 

the long run may vary across countries; so there is no need that per capita income of 
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economies may converge111. Additionally, as Dar and Amir Khalkh Ali (2002) suggest that 

main inference of endogenous growth models is that policies of governments have far-

reaching consequences for the performance of long run growth in a country. Taxes, 

spending and other budgetary tools are main fiscal instruments which affect the efficient 

allocation of resources, factor accumulation and technological innovations, which lead to 

determine the long run economic growth. There is disagreement in literature whether the 

world is converging or diverging. There are more evidences in favour of divergence, rather 

convergence of the economies. However, conditional convergence may be on its way and 

its destiny is still far away to think of reaping the fruits of convergence.  However, the 

historical facts show that every society attained economic development; with active 

involvement of government112. A state without appropriate government faces numerous 

types of chaos and disorders, which ultimately bring their economies to a standstill and 

therefore, their economic growth may be slow.  The societies where governments are 

affirmed to assure the property rights, efficient management of the economy and 

maintained rule of law, gained the higher level of economic growth and development. The 

growth in Asian tigers is a good example of such cases and policies. Now, China is moving 

fast to improve quality of life; as compared to the past. The other side of picture reveals 

that when inefficient economic decisions are made by governments, economic 

development not only slows down but it also leads to unsustainable growth; due to 

suppressing failure in mobilization of resources and investment and sentiments of the 

private sector. Public spending is important because it decides distribution of resources 

among rich and poor, which determines poverty and income inequality. 

The total revenue dropped to 9.3% (2018-19, March) of GDP, from 15.5% (2016-17). The 

tax revenue decreased to 8.2% of GDP in 2018-19, which as 12.6in 2015-16. The 

government expenditures fell to 14.3% of GDP (2018-19), from 21.6% of GDP in 2017-18. 

The current expenditure were 12.5% of GDP in 2018-19 which decreased from 16.9% of 

GDP in 2017-18. On the other hand, the development expenditures were 5.1%, 5.3% and 

                                                           
 

111For details see, Synder and Yackpvelv (2000). Political and Economic Determinants of Changes in Government Spending on 
Social Protection Programs. MIT Press. 
112For details see, Romer David (2007). Advanced Macroeconomics. McGraw Hill Irwin, New York. 
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2.0% of GDP in 2012-13, 2016-17 and 2018-19, respectively. The major cut was on 

development expenditures, as a result, it contributed to decrease the economic growth to 

around 3%, one of the lowest in the decade. All above shows poor performance of the 

economy on all economic indicators. It also shows failure of fiscal policies adopted over 

time. 

7. Tax Moral and Tax Obligation 

Tax morale is an eminent factor for resource mobilization and responsibility to pay taxes 

shows patriotism and devotion to the nation. Tax revenues lead to combat poverty, 

provision of social and physical infrastructure. The sustainable growth is based upon 

provision of public services like infrastructure, educational and health facilities etc. 

Generally, governments of developing economies respond contrarily to improve taxation 

system but they hardly succeed, as a result development and social welfare is hampered. 

However, developing economies still face challenges of increasing revenue from domestic 

sources. These challenges comprise of large informal sector which is hardly under tax net.  

A small tax base, ineffective governance and administrative inability to broaden tax base, 

poverty and tax evasion by elite class are some of the challenges in the way to mobilize 

adequate resources to meet increasing demand for public services. The tax base is so frail 

that not even half a million people pay taxes. The people prefer to pay to charity institutions 

but hardly the wish to pay the government. The issue is not only of tax moral but also of 

the lost trust in government. The taxes are not paid under moral obligation but the revenue 

is collected under threat and force. The behaviour must be opposite that under moral 

obligation taxes must be paid. The inability to meet such challenges led to continue 

discharge poor public services and as a result people persists to suffer from above cites 

economic problems and poor living conditions. The poor provision of basic utilities is to the 

extent that over 40% population live under poverty line, having poor health and education 

facilities. It is a sheer dismal that almost 50.5 million population do not have access to clean 

drinking water. 

 

 



227 

 

8. Pattern of Tax Elasticities in Pakistan 

  Pakistan is among those countries that have least tax to GDP ratio in world. It is facing 

significant challenges for realization of its potential tax revenues. It is desired to expand 

the growth oriented public expenditures on healthcare, education, infrastructure, roads  and 

social assistance ; all these are in poor conditions but the priorities of the fiscal policies are 

different than severe emerging economic problems. Tax revenue mobilization is one of the 

major challenges for the public sector. Hardly any government has so far been able to 

mobilize adequate domestic resources to meet its obligations. The governments preferred 

to remain depend upon debt, rather than facing the challenge to mobilize domestic 

resources. Half-heartedly efforts were made and faulty reforms were introduced, which 

were hardly successfully implemented. Therefore, such efforts were not much fruitful. 

There have not been significant changes in taxation system, which may have been 

introduced, based upon economic cannons. Indirect taxation although fell, as percentage 

of GDP but it still continued to be the major easy source of revenue. The pattern of tax 

elasticities is given below. 

The tax elasticity was different for different types of taxes. During 1952-64, the tax yield 

increased by 180%; mainly due to expansion of non-agriculture sectors, particularly, 

industrialization and expansion of services sectors. The overall tax elasticity was fund to 

be positive 1.5 reflecting rapid growth in industrialization. The value added in this period, 

in the large scale manufacturing was around 400%, against an increase in the tax yield of 

650%. Thus, the elasticity for the manufacturing sector was 1.6. The value added in the 

agriculture sector was around 70% while an increase in the tax yield was around 50%; the 

ratio was 0.7. The tax elasticity for agriculture turns out to be 0.8. The agriculture sector 

has low elasticity, due to large segment of small farmers and tenants who hardly earn for 

their livelihood. The elasticity for different sectors during 1952-64 were quiet satisfactory. 

Overtime, rather than improvement in the tax elasticity, it decreased, which reflects 

inefficiency of the revenue mobilization efforts. As a result deficits increased. During 1972-

80, the increase in the value added in non-agriculture sectors was 270%, while the tax yield 

increased by 225%., constituting the tax ratio as 0.83 i.e., it decreased from 1.5. The value 

added in the large scale manufacturing sector was 225%, while increase in tax revenue 
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was around 290%, constituting an elasticity of 1.3. During the same periods the tax 

elasticity for agriculture sector was around 0.32%. Again, tax elasticity for agriculture also 

fell more than one half over time. It indicates that elasticity of taxes for all sectors fell over 

time. The long run pattern of tax elasticities, after 1980, is analysed below.  

8.1 Short Run and Long Run Tax Elasticity 

The long run & short run elasticity of tax returns has been estimated by utilization of the 

Partial Adjustment Model, also called as PAM. The benefit of PAM is that it directly 

estimates the short-run (SR) elasticity, since all of its variables are used in the form of log.  

On the other hand, by applying the simple regression model, we may find the long run 

elasticity. The results of SR tax elasticity were obtained following Partial Adjustment Model 

(PAM model, See appendix tables 3 & 4). The long-run elasticity obtained by using simple 

regression model is given in appendix table 4. The long-run elasticity, by applying PAM 

method is presented in appendix table 5. The short run elasticity of total revenue is found 

0.7, which is well below unity, showing an inefficient tax system. The long term elasticity 

derived from the PAM is 1.120. In the same way, the long run elasticity was found 1.20 

from the simple regression model. The results confirmed that both techniques provided the 

similar results. To increase in revenue, the tax elasticity must be well above unity, which is 

not in the case of Pakistan. The results depicted that revenue collection is not very pleasing 

or the system is not generating additional revenue, as per expectation from economic 

growth in Pakistan. 

The short-run elasticity of tax and non-taxes revenue is 0.560 & 0.580, correspondingly, 

which are almost similar. It indicates that the system does not improve, even, in the long 

run. The adjustment coefficient of these above two variables is estimated to be 0.500 and 

0.450, respectively. Not only that these elasticities are low but their adjustment process 

was also very deliberate. Their respective long-run elasticities are found 1.01 and 1.28, 

respectively. The long-run elasticity is again somewhat over the unitary value. Such a value 

is not thought of to bring any considerable modification in the tax revenue. The same values 

derived through simple regression are also 1.020 and 1.20, respectively. The comparison 

of these elasticities reveal that the long-run elasticity of non-tax revenue indicates by Partial 

Adjustment Model is to some extent larger than the long-run elasticity attained through the 

simple regression model. Nevertheless there is not any considerable disparity in each 
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other. Furthermore, it may be noted that these values does not much poles apart from 

unitary value. The empirical results indicate that that the elasticities are low and these are 

not expected to bring any substantial change in tax revenue collections. 

 8.2 Tax Elasticity of Direct and Indirect Taxes 

 As stated earlier, government revenue is mainly dependent upon indirect taxes. It is an 

easy way to generate revenue, since on whom the tax is imposed; one can shift the burden 

to others. Besides, the burden is divided among many; without discrimination of whether 

the tax payer can bear the burden of the tax and also whether the tax generate inefficiency 

in production; due to such burden. The empirical results pertaining to short run (SR) 

elasticity of direct and indirect taxes portray the precise phenomena of the existent 

condition in Pakistan. The short run (SR) tax elasticity for direct and indirect taxes was 

estimated to approximately 0.130 and 0.870, correspondingly. The adjustment coefficients 

were found to be 0.110 and 0.8210, correspondingly. It shows that the stretch of time 

concerned in adjustment for indirect taxes is not as much of as compared to other taxes. 

Moreover, there are evidences of low elasticity for direct tax, which reflects the response 

of tax realization. No wonder that it is known that in Pakistan, the rich hardly pay taxes; the 

very reason that they are a part of power (government) or big capitalist and landlords.  It is 

generally believed that these influential people avoid tax payment, as a result bribery 

breads and weak administration remains persistent to weaken even more. The powerful 

peer groups are hardly brought under tax net. Therefore, tax base continued to be poor. It 

point to the require of improving the collection of such type of taxes; i.e. direct taxes, if at 

any change have to be brought in the public sector and welfare of the society.  Such 

focused fiscal policies either neglected such aspects or poor implementation led to poor 

outcomes. 

The above results designate that indirect taxes are more receptive to rise in GNP; as 

contrast to direct taxes. Hypothetically, such taxes should not be very lofty. Conversely, 

this may be the reason that country is chiefly depended upon indirect taxes, since these 

taxes were more reactive to adjustments in the economy and wants of the governments, 

as compared to poor ability to collect revenue through direct taxes. Nevertheless, the 

reliance upon indirect taxes is not a vigorous sign, since even the underprivileged 

population comes beneath such tax burden. In Pakistan, one-third (1/3) of the country’s 
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population is bearing the burden of taxes and live under poverty line113. It is not in favour 

of the indispensable principles of taxation, i.e. ability to pay and painless to pay tax. The 

long-run elasticity of direct taxes obtain through PAM methodology is 1.220, which is 

somewhat better than the value obtained by simple regression model i.e. 1.020.  The long-

run elasticity, from both methods (PAM & Simple regression model), exceed unit; however 

it was not greatly dissimilar from unitary value. The short-run (SR) elasticity of direct taxes 

is quite stumpy and also insignificant (i.e. 0.120). The most vital essentials of direct taxes 

are wealth taxes and income tax. It is estimated that more than one-third (1/3) of the 

economy is out of the tax net i.e. is underground economy. The tax collection from wealth 

tax is also trivial; which keep on altering too, under the sway of elite in the supremacy. The 

wealth tax was eradicated even in the Musharaf period. Furthermore, there is utmost tax 

avoidance in the direct taxes; through corruption, incompetence, influential elite class and 

no records of the economy. A main section of the business class barely maintains statistics 

on their earnings, sales and profits. There is an urgent need that the hidden economic 

activities must be brought under the taxation net. Moreover, the economy need to be 

documented on urgent basis; if at all any change have to be brought in the tax revenue. 

8.3 The Indirect Taxes 

The indirect taxes encompass customs duties, excise duties and sales tax etc. These 

elements have over sixty five percentage of the shares in revenue. The short-run (SR) 

elasticity of customs duties is 0.70 and the long-run elasticity is around 0.90, which is as 

well below unity value. It yet again indicates that even these excises are not very receptive 

to economic growth. It could be a cause for unfortunate performance of tax collection 

systems. The short-run (SR) elasticity of excise duty is lesser than the both customs duties 

and sales tax which is 0.130.  The tax base of excise duty is manufactured or industrial 

output, which shows the similar trend as seen in the case of sales tax. The long-run 

                                                           
 

113. The urban poor pay taxes on each kilogram of flour, sugar, milk and lentils etc., they buy and the small farmer pay taxes on 
every bag of fertilizer, seeds, cloth, sugar and salt they buy; although they are below poverty line. There is seventeen percent tax 
on a bag of fertilizer and also subsidy which may exceeds Rs.500 per bag. They are supported through Benazir poverty funds on 
the one hand and taxes for basic consumption on the other hand.  All the agricultural output sold by poor farmers and tenants is 
subject to sale tax and on the other hand subsidy is provided to them. What a wonderful fiscal system, which gives from one hand 
and takes away from other hand but still claims poor friendly budget which  leaves the poor  as more poor. However, in the budget, 
finance minister can claim again and again that they provided subsidy and poverty aid to the poor. No wonder poor keep on 

increasing and the system continues to claim its success as democracy, which hardly includes poor in any policy formulation.  
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elasticity was estimated 0.90 (obtained from simple regression model) which is less than 

unity. It over again impeach that these taxes are also not very reactive; both in the short 

run (SR) and the long run (LR). It is supposed that considerable leakage are taking place 

in these revenues; particularly due to deep-rooted bribery and inefficiencies of the 

government. 

In addition to the above evidences, tax elasticity has also been estimated for short-run (SR) 

and long run (LR) elasticity, employing the real values of all these taxes through different 

econometric models. However, the results were almost the same, as explained earlier. In 

short, the short-run elasticities of total revenue heads as total revenue (includes both the 

tax revenue and non-tax revenue) elasticities are established to be less than unity. In the 

same way, the elasticities of other elements of revenues similar to indirect taxes, direct 

taxes, income taxes, custom duties, and sales tax & excise duties were also estimated. 

The short run (SR) elasticities of all taxes were instituted to be fine underneath the unity. It 

designates poor feat of tax response, as a consequence of amplified income.  In addition, 

some values were establish statistically unimportant/insignificant, which imparts that the 

revenue collection under these heads was not pleasing or there were evidences of 

extremely meagre response of the revenue in this hold. 

The empirical evidences relating to the tax elasticities have significant bearings for the 

policy makers too. As the short run (SR) revenue elasticities in country are below unity, it 

may be suggested that serious pains should be taken to check and maintain tendency of 

revenue collections. To attain the objective of growing tax revenue, there is a requirement 

that active tax base should be efficiently and capably improved for optimal gathering of 

revenue. For such a purpose, strict accountability and documentation of the economy is 

necessary. The tax department desires to be renewed all over again. In other expression, 

not just the tax response desires to be enhanced but also the tax base must be made 

wider. The pitiable performance of tax response might be a consequence of momentous 

leakages from the revenue and out of tax net portion of the economy. The dependency on 

indirect tax revenue is not a healthy sign; since burden is imposed without realizing whether 

the tax payer can bear the burden of the tax. It is the very reason that large segment of 

poor pay the taxes in Pakistan; every item they buy they have to pay some kind of tax. The 

taxes must be based on economic cannons of taxation. The goal must be to accelerate 
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growth along with revenue mobilization. It can be done by following optimal tax policy 

based upon rational system and economic principles. The tax system must be growth 

promoting and welfare enhancement.  Moreover, as stated above, General Sales Tax 

(GST) is hardly justified for several products, particularly consumed by the population 

below the poverty line. The dual system of tax on the one side and subsidy on the other 

hand hardly leads to efficiency system. However, cautions are needed and same tax 

across the board for poor and rich cannot be justified; since important segment of the 

populace is underprivileged, they necessitate not undergo from the unbearable burdens of 

such indirect taxes.  

9. Tax Revenue, Public Expenditures and Macroeconomic   

Performance 

Overall tax revenue was about 3.2 % of GDP, which increased to 6.5% in 1969-70 (table 

2). It further increased to 14% in 1979-80 and to 15% in 1989-90. The same decreased to 

14.5% in 1994-95.  There was an improvement in the revenue mobilization from 16% 

(1999-00) to 19% (1991-02). It indicates that the revenue collection potential is there but it 

was not stable; for which public sector could be held responsible since it is manager of the 

economy. The income tax and wealth tax was 0.6% of GDP in 1949-50, which increased 

to 2.5% in 1979-80. The same further increased to 3.4% in 1994-95. It means that the 

wealth and income tax ratio increased to around 6 times from 1949-50 to 1994-95. The 

income and wealth taxes increased to 3.9% of GDP in 1999-00. It appears that during the 

1990s, tax collection did not increase much; the situation deteriorated, rather than 

improved.                                                                                                                                       

As indicated above (see table 2), the custom duty was 2.2% of GDP, in 1949-50 which 

increased to 5.9% in 1979-80 and to 4% of GDP in 1994-95. In other words the ratio 

increased by 2 times in this period. It appears that the custom duty was the larger 

contributor to the revenue and it increased only two times during 1949-95, as compared to 

6 times increase in the income tax and wealth tax, during the same period. The tax 

collection further decreased in this account. It decreased to 2.2% of GDP in the year 1999-

00. In other words, in terms of Percentage of GDP, the tax collection was the same in 1999-

00, as compared to 1949-50. The excise duty contributed one of the least i.e. 0.3% of GDP 
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in 1949-50, which increased to 2.6% in 1994-95. It comes to an increase of about 9 times. 

However, it may be noted that its base was very low, therefore, it turn out to be a large 

increase in it. 

The contribution of sales tax was 0.5% of GDP in 1954-55, which increased to 2.6% of 

GDP in 1994-95. It turns out about 5 times increase during 1954-95. Tax efforts were made 

for the improvement of tax collection from sales tax. Although the efforts are not very 

successful but still there is some improvement in this direction, by 1998-99. Besides the 

contribution of surcharge was only 0.8% of GDP in 1984-85 and it increased to 1.3% of 

GDP in 1994-95. 

Table 2 below provides overall performance of the economy and relation with major fiscal 

macroeconomic variables.  In the case of Pakistan it may be noted that fiscal deficit was 

merely 2.10% of GDP in the decades of 1960’s and it increased to as high as 7.60% of 

GDP in the decades of 1970’s. Subsequently, it decreased to 6.80%, of GDP in 1980’s. 

Thereafter, it again rose to 7.3% of GDP in 1990’s; due to obligations made with 

“International Monetary Fund-IMF” by “Structural Adjustment Program-SAP”. In the decade 

of 2000’s, fiscal deficit contained around 4.6% of gross domestic product (GDP). Fiscal 

deficit again soared to its highest level in 2011-13; owing to delays in implementation of 

tax reforms. The fiscal deficit increased to ever highest level to 8.2 percent of GDP in fiscal 

year 2012-13. The fiscal deficit fell again to 5.5% of GDP in 2013-14; due to revenue 

mobilization measures and rationalization of public expenditures. Presently (2016-17), 

fiscal deficit is expected to grow over 5% of GDP, which is hardly sustainable.                                     

                 Table 2: Tax Base (Tax to GDP Ratio, %) 

Year Income and Wealth 

Tax 

Custom Duty Excise Duty Total Taxes 

1949-50 0.6 (19.4) 2.2 (71) 0.3 (10) 3.2 

1959-60 1.0 (24) 1.8 (50) 1.0 (12.5) 4.2 

1969-70 0.6 (9.40) 2.3 (36) 3.0 (47) 6.5 

1979-80 2.5 (18) 5.9 (42) 4.5 (32) 14.0 

1989-90 2.0 (13.3) 6.4 (43) 2.9 (19) 15.0 
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1991-92 2.6* 5.0 (38) 2.6 (19) 19.1 

1995-96 3.7* 4.2 (29) 2.4 (17) 17.7 

1999-00 3.9* 2.2 (15.4) 2.0 (15) 16.4 

Source: Khan (1999) and Pakistan Economic Survey, different issues. 

*Also include provincial direct taxes. ( ) =Tax (s) percentage of total tax   revenue). 

10.  Fiscal Performance and Economic Growth 

In the era of 1960s, economic foundations of country became strong and the economy 

performed well for more than a decade.  As indicated in table 3, the economic growth visible 

i.e. it exceeded to 6.5% per annum. The deficit financing was optimal and so were current 

and development expenditures. Second Five Plan and Third Fiver Plan were completed 

successfully during this era. The foreign aid played a foundation role to put the economy 

on fast growing track. It is sad that the economic growth rate achieved during this period 

was hardly ever repeated thereafter. With the completion of the Third Five Year Plan, the 

foreign aid stated to squeeze and US-Aid offices were moved out of the country, the 

technical support in terms of experts was also withdrawn. However, 1971 war, oil crises, 

squeezing of foreign aid and failure to launch Fourth Five year plan were some of the 

challenges which hampered the rampant growth pattern. The industrial development was 

halted and green revolution slowed down too. As a result, the economic indicators began 

to slow down, fiscal deficit increased, inflation reached to double digit, food shortage 

emerged and the bubble boom in the foreign sector also posed a serious threat to meet 

the growing demand for foreign exchange. All these factors contributed to break the 

momentum of accelerated growth in Pakistan. Overall, the period of 1970s emerged as 

high deficit (8.6%), high public expenditures, mainly current expenditures increased to over 

18% of GDP and tax revenue, as well as development expenditures fell. As a result the 

economic growth was hardly 5% p.a., during the 1970s. 

During the period of 1980s, economic reforms were introduced and inward looking policies 

were prioritized. With the help of IMF, structural reforms program was introduced. The 

nationalized industries were denationalized. Privatization and liberalization program was 

launched. The economy rehabilitated again and economic performance started to improve 

again. It was the period when economic performance was encouraging again and hope 

was there that Pakistan can achieve accelerated economic growth again. It was realized    
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that growth cannot be sustained without mobilization of domestic resources and hence the 

foreign aid must act as supporting pillar for the economy.  Therefore, during the 1980s the 

performance of tax revenue was the highest i.e. around 16.8% of GDP (see table 3). The 

development expenditures increased to 4.5% of GDP, private sector played a major role in 

improving the economy. The tax revenue improved to 13.2% of GDP and deficit was cut 

down to 5.5% of GDP. All these factors led to perk up the economy. As a result, the 

economic growth again improved to over 7% p.a. for the 1980s.The era of 1990s is called 

as the decade lost, due to poor performance of the economy. The governments were 

unstable and frequently changed, which not only results in political instability but the 

economic policies were frequently changed; without achieving their goals. 

It is evident from the graph 2, that least expenditures were made on development 

purposes, which is today the most important capital (Solow residual: 

R&D/knowledge/ideas) that lead to growth. The public expenditures remained around 23% 

of GDP in the 1990s (table 3& graph 2) but the economic performance was poor (4.4%).  

After a slight decrease in the same in the 2000s to around 19% of GDP, these expenditures 

again increased to 20% of GDP. The revenue collection and development expenditures fell 

during this period. It shows inconsistency in the public policies. The current public 

expenditures must have been curtailed in a situation when economy was not doing well, 

while the development expenditures needed to be improved.  The defence expenditures 

were around 6% in the 1970s and 1980s. Thereafter, it fell to a lowest level of 3.5% in 

2000s. These expenditures further decreased in the first half of 2010s. It may be noted that  

Table: 3 Economic Growth and Performance of Selected Fiscal Variables 

(% of GDP) 

Variables/ Years 1960s 1970’s 1980’s 1990’s 2000’s 2011-17 

GDP Growth 

 (% avg. p.a.) 

 6.8 5.0 7.1 4.4 4.7 4.0 

Fiscal Deficit 2.1 8.6 5.5 7.3 4.6 6.4 

Public Expenditures 15.6* 21.9 22.3 23.2 18.8 20.2 

Current Expenditures - 18.6 17.8 19.8 15.5 16.1 

Dev. Expenditures  3.3 4.5 3.4 3.3 4.1 
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Defence 

Expenditures 

4.1 6.0 6.3 5.8 3.5 2.9 

Tax Revenue 13.1 11.4 13.2 13.5 10.1 10.1 

Non-Tax Revenue - 2.3 3.6 3.7 3.8 3.3 

Total Revenue - 13.7 16.8 15.3 13.9 13.4 

 Source: The World Bank and Pakistan Economic Survey (Various Issues).  

  P.a. = per annum *= Estimated. 

    

In the 1980s, while the economic growth was respectable, the deficit remain around 5.5%, 

however, economic growth fell in the 1990s and deficit rose to over 7% of GDP. In the 

1960s, public development expenditures were over 7% of GDP; thereafter it remained 

around three to four percent.  

The government priority towards development was not satisfactory. Pakistan was never able 

to pick up again the momentum and performance of the 1960s economy. It calls for 

improvement in governess and priorities of the public sector; if economic Development of 

the country is ultimate goal of the public policies. All above indicates that fiscal deficit was 
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hardly rationalized and policies kept on changing without consideration of the sustainability 

of budget deficit and its impacts on the economy. No wonder that inflation and growth also 

remained unstable during this period114.  

The economy of Pakistan was almost running in deficits for the past years so far. The 

existence of high fiscal deficits not only led to hyperinflation but also resulted in an increase 

in the external, as well as internal public debt, which posed severe problems for the 

economy. The debt servicing was reached to a highest level of over 5% of GDP for some 

years.  It reflects that about 7% of GDP was being washed away by debt servicing alone, 

for some years.  If population growth rate is taken as 2% p.a. and economic growth around 

5% p.a. then per capita income grew by minus 4% per annum (p.a.) for that period(s)115.  

Due to such unsustainable debt and debt servicing as well as deficit, Pakistan reached to 

unsustainable level of public debt for several years; it may have damaged the economy, as 

indicated by poor economic growth rates. It is a result of an imbalance between the 

expenditure and revenue collection by the government of Pakistan.  Proper attention must 

be paid to put the economy on the right path, particularly, by improving development 

allocation and rationalization of tax structure. There is a need to analyse that which type of 

expenditures is increasing the volume of fiscal deficit, as well as, external debt, thus a more 

directed policy may be chalked out of it. A study by Bilquees (2003) described that external 

borrowing, with inadequate repayment capability, results in exchange rate declined with 

resulting allusion for the debt accumulation. Kemal (2005) also pointed out that budget 

deficits, interest rates and exchange rate adjustments are the most important factors 

contributing to growth of public debt. There is an ample literature on the issue as Abbas and 

Christensen (2007), Perotti (2003), Iqbal and Zahid (1998), Fischer (1993), and Barro (1990) 

highlighted the role of debt and fiscal deficit and found different results for various 

economies. Upon the basis of existing literature, it is interesting to know that ever increasing 

current expenditures and failure to mobilize domestic revenue are some of the sources to 

                                                           
 

114 . Debt, deficit and inflation are analysed in details in the next section/chapters. 
115 . Chauhary M. Aslam (1988) provided forecast for public debt for the 2000 and stated that Pakistan reached to bankruptcy 
due to unsustainable level of debt.  Pakistan renegotiated its debt and it was rescheduled, while spreading to over more years. 
Besides, some of the debt was also forgiven; the very reason that it survived.  
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increase the fiscal deficit and external debt, which ultimately affects the economy of 

Pakistan. 

Pakistan has experience decent economic growth for above three decades i.e. up to the 

decades of 1990s. The economy of Pakistan grew over 6% per year, on an average. 

However, it performed poorly afterwards. Wagner’s law postulates that public expenditures’ 

elasticity go above unity in the early economic growth process. It imply that a country wants 

more public expenditures for given that of social services. In spite of fluctuating trend in 

public expenditures and fiscal deficit, the GDP growth could not be enhanced, as compared 

with the early achievement of the 1960s’ growth rate of over 6% p.a. and over 7% in the 

1990s. It can be observed that development expenditures are not strengthened with 

passage of time and it has followed an instable trend, which reflects poor governess and 

performance of public policies. The current expenditures remained at the priority of state, 

while development expenditures could not gain their importance. Increased fiscal deficits 

were utilized to finance the current expenditures which hampered growth through high 

inflation and debt accumulation. The heavy and unsustainable debt and debt servicing put 

an extra burden on the economy which washed away the fruits of economic growth. The 

public policies were neither consistent nor continuous to address emerging economic 

issues. 

11. Comparative Picture of Resource Mobilization 

A comparative picture of resource mobilization efforts of Pakistan and it’s similar other states 

in the region like India, Maldives, Sri-Lanka, Bangladesh and Nepal etc. is provided in the 

table 4 below. A comparative picture of tax-GDP ratio is provided in the following table 4. 

For comparison, Tax-GDP ratio is also provided for European Union countries. The figures 

given in table 2, shows that Pakistan’s Tax-GDP ratio was less than even Bhutan for the 

entire periods since 2005 to 2015. The same is the position of India, which has much higher 

tax collection, as compared to India. The figures for Nepal was lower than Pakistan, up to 

2010, however, it also surpassed Pakistan by 2015.  

It is imperative to note that the same figures are three times higher for European Union 

countries (see graph 3). Bangladesh and Sri Lanka are the only countries in the S. Asia for 
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which Tax-GDP ratio was lower than Pakistan. The countries which have even lower Per 

capita income than Pakistan were able to mobilize more resources as tax collections, as 

compared to Pakistan. It indicates that Pakistan has an ample room to mobilize tax revenue, 

if proper tax collection policies are implemented. It appears that poor governess is a root 

cause for such poor performance. The governments failed to mobilize tax revenue, 

therefore, depend on easy way to borrow from home and international institutions. Such a 

policy has led to accumulate heavy debt burden in Pakistan. The result is that debt servicing 

becomes unsustainable and bulk of economic growth is being wasted away through debt 

servicing.  

Table 4:  Tax to GDP ratio of Various Countries (%) 

Country/Year 2005 2010 2015 

Bangladesh 8.5 9.0 9.7 

Bhutan 17.6 17.8 14.5 

India 15.9 16.3 17.4 

Nepal 9.2 13.4 16.5 

Sri Lanka 13.7 13.3 11.7 

European Union 39.1 38.4 40.0 

Pakistan* 14.0 13.8 14.4 

           Source: World Development Indicators, Economic Survey of Nepal (2014-15), 

              National Revenue Report (Bhutan), Ministry of Finance (Bangladesh).  

                         * Figures are average for five years. 
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12. Fiscal Policy and Determinants of Economic Growth 

Major determinants of growth (economic), as highlighted in the literature are 

development/growth expenditures, investment, labour, trade, expansionary fiscal policy, 

role of fiscal deficit & inflation, debt and foreign direct investment. The linkage between fiscal 

policy macroeconomic variables and economic growth are expressed as under. 

The macroeconomic relationship between fiscal policy and economic growth has long 

fascinated economists. Unfortunately, analyses of that relationship have frustrated 

empiricists for almost as long. One root of that frustration is the array of possible policy 

indicators" [Fu, et al. (2003).  

The following box provides and economic growth relationship in Pakistan. 

 12.1 The Fiscal Policy and Economic Growth 

Ali S. and Ahmed N., (2010) “”stated that the empirical literature on the effects of fiscal policy 

on Pakistan's economic growth is still at its infancy, have concluded that fiscal deficit is one 

of the significant variables that affects economic growth in Pakistan. Haq  (2003), on the 

other hand, has argued that fiscal deficits do not have any effect on key macroeconomic 

indicators such as investment, inflation and GDP growth. The impact of fiscal policy on 

economic growth can also be demonstrated and explored through transmission mechanism; 
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it affects economic growth via demand and supply sides. According to Khalid, et al. (2008) 

fiscal policy is considered to have dynamic transmission mechanism, as it carries longer 

policy lags for different macroeconomic variables and hence, it has different impacts on key 

macroeconomic variables.  

12.2 The Impact   Policy on Economic Growth 

In this study (Ali S. and Ahmed N., 2010, they discussed the dynamic effects of fiscal policy 

on macroeconomic activities which are examined over the period 1972-2008. They applied 

ARDL, co-integration and other techniques. 

Using modern econometric approaches, the results show that there is a long run relationship 

between overall fiscal deficit and economic growth. It is clear from growth equation that all 

variables are important factors affecting economic growth. The negative and significant 

coefficient of fiscal deficit indicates that expansionary fiscal contraction occurs in Pakistan. 

The main reason of expansionary fiscal contraction in Pakistan is that government activities 

are mostly politically motivated and unproductive and therefore restrains growth. The huge 

fiscal deficit is due to non-development expenditures. Using the nonlinear equation, we find 

that fiscal deficit positively affects economic growth up to some threshold level. Beyond that 

threshold level, fiscal deficit negatively affects economic growth and has some serious 

macroeconomic consequences. For short run dynamics, Error Correction Mechanism 

(ECM) has been used. The results of ECM suggest that in the short run overall fiscal deficit 

exert significant impact on economic growth. This reveals the fact that in the short run rising 

fiscal deficit creates excess demand, which encourages firms to use more of their existing 

capacity and people to spend more, and hence economic situation in the short run improves, 

but in the long run rising fiscal deficit has negative impact on growth. The coefficient of 

Private investment is significant and its positive sign indicates that high level of investment 

increases the productivity and, hence, accelerates economic growth. The results show that 

inflation negatively affects economic growth. This is due to the fact that inflation decreases 

domestic demand and increases the cost of production. These factors decelerate economic 

growth. Another important inference drawn from the above result is that the sign of 

interaction term is negative and significant indicating that fiscal deficit is negatively affecting 

economic growth in military regime. The sign of current account balance is negative and 

significant at 1 percent level of significance; it indicates that an increase in current account 
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deficit decreases the foreign exchange reserves with host country and hence, reduces 

economic growth. The coefficient of fiscal deficit is positive when the square term of fiscal 

deficit is introduced in the model. The square term with negative coefficient is the indication 

of fiscal deficit Laffer curve in case of Pakistan. (Some studies, however, showed that Laffer 

Curve do not hold for Pakistan). It means that fiscal deficit is not a problem up to some 

threshold level. To check the robustness of the model, the 2SLS helped to identify 

implications for economic growth.  

Adjustment of Economic Shocks 

“The feedback coefficient is negative and significant suggesting that about 0.43 

percent disequilibrium in the previous period is corrected in current year. The 

study recommends that the government should keep its budget deficit in the 

narrow band of 3 to 4 percent of GDP. Beyond this limit, the unsustainable budget 

deficit could have undesirable macroeconomic costs and the government's 

macroeconomic objectives such as low inflation and high economic growth might 

be in jeopardy. If the government is able to reduce its budget deficit, eventually it 

would get rid of the vicious circle of debt overhanging problem (due to over deficit), 

because the debt-GDP ratio would increase only if the fiscal deficit, as a 

percentage of GDP, exceeds the real GDP growth rate. However, the reduction in 

fiscal deficit must be due to reduction in the public (current) expenditure rather 

than an increase in resource mobilization (which could have crowding out effect). 

The government should curtail non-productive expenditures; high attention should 

also be given to the Public Sector Development Plan (PSDP), as it has a long term 

positive impact on economic growth”.  

(Ali S. and Ahmed N.  2010, Pakistan Development Review).                              
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13. Resource Mobilization Potential and Public Policies 

The government, as manager of the economy has responsibility to provide public goods 

and services, as well as, to ensure encourage investment environment so that private 

sector could play its role in economic development. Public spending shows the predilection 

of government for public goods and manages effective demand so that economy continues 

to grow at accelerated, stable and sustained growth. The public expenditures were on 

average 11.6% and 21.9% of GDP in 1960’s and 1970’s, respectively. During the decade 

of 1970’s, nationalization policy was a big cause for expansion in public expenditures. In 

spite of government expansion, economic growth and welfare remained low. Rather 

unsustainable economic issues like inflation and unemployment emerged which squeezed 

economic growth. Again the highest public expenditures were in 1990s i.e. 23% of GDP. 

However, economic growth fell to less than 5% in this period. The debt problem became 

more severe in the decade of 1990’s and Pakistan had to embrace the “structural 

adjustment program”.  It indicated that expansion or fattening of government may not be 

associated with better economic growth. Unstable and poor governance lead to permanent 

drain of national resources, which resulted in poor control over the performance of public 

expenditures. Besides, public expenditures were increased pertaining to non-development 

and development expenditures kept on falling, as percentage of GDP. In 1980s, public 

expenditures decreased to 22% of GDP, on the face of improvement in economic growth. 

During the decade of 2000’s, public expenditure remained around 18.7% of GDP. There 

was a downward trend in development spending and contained around 4% of GDP and 

same was the performance of the economy. Resource mobilization remains unfortunate 

and foreign debt kept on accelerating i.e. it reached to the highest level of 63% of GDP in 

2017. The government, due to failure to mobilize domestic resources, depended largely 

upon foreign borrowing, which is still leading to accumulated debt service. Pakistan is 

currently, confronting the deep financial crisis, which calls for a coherent policy for its 

solution. 

 In spite of many initiatives and schemes like Universal Self-Assessment Scheme (USAS), 

establishment of regional tax offices, introduction of single Sales Tax Risk Evaluation and 

Management System (STREAMS), National Tax Number (NTN), Sales Tax Automated 
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Refund Repository System (STARRS) and others116 were introduced over time, but these 

reforms could not bring a significant change in revenue collection and improving the tax 

system. It is sheer dismal that a literate person of graduate level is unable to fill the tax 

Performa, particularly due to its design and absence of canons of taxation in making of this 

Performa. There appears to be no doubt that such population which is over 40% of 

population, finds it difficult to fill Performa; this adding to the number of people who are 

avoiding taxes. The citizens are still far away to see good governess in Pakistan. 

The policy of the current government; “Pakistan Muslim League (N),” was communicated 

in the Parliament on 12th June 2013 during the Budget and in line with the constraints of 

“Fiscal Responsibility and Debt Limitations Act of 2005”, the aim was to enhance the 

tax revenues to 15 % of GDP till 2017-18,117 the five years of the government seem to end 

next year but still these targets are far away. However, as per historical pattern of 

governess, the debt figures are high to the extent that hardly ever so rapid borrowing was 

done in the recent past. It indicates that governments are not very serious to improve the 

tax system. No doubt, piece meal efforts are made and already tax payers are more taxed 

or indirect taxation is increased in budget, which puts extra burden on the common man. 

However, the rich who has the capacity to pay are hardly brought under the tax net. The 

tax base continued to be weakened. In spite of the all above, there is a potential in 

government revenue mobilization, if policies are diligently designed by the relevant person. 

By keeping in view, the tax elasticities of economy, several studies may be referenced 

which pointed the basis to improve taxation in Pakistan. A study by Fenochietto and 

Pessino (2013)118 estimated tax capacity of 113 countries in their study and calculated the 

ratio between tax capacity and actual tax revenues in these countries. They estimated the 

tax capacity of Pakistan to be 22.3% of GDP, which shows a gap of 10% of GDP, as 

compared with tax revenues collected in 2016. Moreover, Cevik (2016)119 estimated the 

                                                           
 

116For details see, Pakistan Economic Survey (2002-03) to onward. 
117 It may be noted that mentioned target is still lower than 17%, which is required to attain Millennium Development Goals by 
United Nation. 
118For details see, Fenochietto, R., and C. Pessino, 2013, Understanding Countries’ Tax Effort, IMF Working Paper, No. 13/244. 

119Cevik S (2016), Unlocking Pakistan’s Revenue Potential, IMF Working Paper 16/182. 
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long-run (LR), as well as, short-run (SR) tax elasticites of Pakistan covering the period of 

1960-2015. The estimated results by Cevik (2016) are given in the appendix table 1.  

 According to Cevik (2016), the short-run elasticity of Corporate Income Tax (CIT) and 

General Sales Tax (GST) revenues are above one, however, Personal Income Tax (PIT) 

is less responsive. The estimated short-run elasticity of total tax revenue is above one 

(1.16), which shows a good potential to increase tax revenue, if proper policies and system 

is introduced. This implies that total tax revenue increase by about 1.16 percent in 

response to an increase of one percent in GDP. However, an increase in tax rates appear 

to be not very responsive, which is understandable; as Pakistan is a developing country 

and its per capita income is low. Therefore, tax revenue may be increased by improving 

tax base, rather increasing tax rates. At disaggregated level, tax elasticities are even much 

higher; i.e. up to 1.37. It indicates that revenue increases by 1.4%, consequently of a raise 

in income of these entities. These coefficients indicate that CIT and PIT revenues increase 

by about 1.4 percent and 1 percent for every one percent increase in GDP. The GST 

revenue elasticity, on the other hand, is estimated to be 1.1, which is slightly higher than 

that of PIT but significantly less than that of CIT revenue. This implies that the GST revenue 

increases by around1.1 percent for every 1 percent increase in GDP. The estimates 

obtained by using the IV-2SLS method are found to be larger than the coefficients obtained 

using the ordinary least squares (OLS) regression for across all three subcategories of tax 

revenue. 

 The ECM results (Cevik , 2016) indicate that CIT revenue is considerably more elastic 

than other tax categories in the long run. The long run (LR) tax revenue elasticity with 

respect to GDP is estimated to be above unity at 1.26. This implies that tax revenue 

increases by about 1.3 percent over the long run, as a response to an increase of one 

percent in GDP. At a disaggregated level, the long run elasticities of CIT and PIT are 

estimated to be 1.92 and 0.51, respectively. It indicate that CIT and PIT revenues increase 

by about 1.9 percent and 0.5 percent, respectively,  for every  one  percent increase in 

GDP. The long-run elasticity of GST revenue is estimated to be 1.47, which is much higher 

than that of PIT; but still fewer than that of CIT revenue elasticity. This implies that the GST 

revenue increases by around 1.5 % over the long run (LR) for every one percent increase 

in gross domestic product (GDP). The empirical results indicate that both short-run and 
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long-run elasticity of tax revenue are slightly above one, which indicate potential to raise 

revenue through taxes. Pakistan is significantly below the average of comparative 

developing countries and high-income countries. This indicates that Pakistan can 

practically attain a tax ratio above 15 % of GDP, over the medium term by bringing the tax 

effort toward the average level of early countries. In Pakistan, unlocking revenue potential 

is dependent on broadening the tax base, applying cannons of taxation, good governance 

and rationalizing tax policy. 
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14. Emerging Major Economic Issues 

 The fiscal policy has never been able to explore the potential domestic resources and 

generate adequate revenue to meet desired public expenditures. As a result, potential 

growth was not sustained and most of the time, government had to rely on domestic and 

foreign debt. 

 In spite of the all efforts, the fiscal policies in Pakistan have hardly been able to address 

the prevailing economic issues. As a result, crucial economic issues like poverty, 

unemployment, human resource development in the form of development of human capital 

and health etc. persisted over decades.  

 Notwithstanding the above, fiscal deficit, public debt, inflation and foreign resource 

dependency are persistent economic problems, which are affecting the economy. 

 Public debt contributed positively and remains sustainable up to 1960s. Thereafter, the 

public debt is hardly ever sustainable; rather it did not contribute to promote growth. The 

heavy debt services have washed away not only entire economic growth in different years 

but it hanged as burden on the economy again and again.  

 The fiscal policies were generally focused to achieve short sighted political objectives; 

rather than to accelerate economic growth and sustainability of the economy. It is one of 

the reasons that economic problems continued to persist over decades. For example the 

issue of income inequality was hardly a part of the objectives of the fiscal policy. 

 The taxation system in Pakistan portrays a picture of extracting revenue by easy means 

rather than promoting economic growth. As a result, such system is hardly based on the 

canons of taxation and economic principles.  

 Pakistan lies amid to one of the world’s lowest tax to GDP ratio countries and is facing 

capacious challenges for realization of its potential tax revenue. Tax base is weak. As a 

result, the rich classes that should pay tax largely and will lead to significant increase in tax 

collections burden are hardly ever brought into the tax net. 

 In Pakistan, the burden of indirect taxation is far greater than direct taxes, which do not 

seem to be consistent with economic principles. This outcome is opposite of the practices 

followed in develop countries. Moreover it is a source of breading income inequality.  

 Debt, deficit and inflation seem to be interrelated. Increasing deficit creates need for 

public debt, which is generally a result of failure of the governments to mobilize domestic 
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resources. It also generated inflation in the country. The high inflation is related with poor 

economic growth and fiscal policy is unable to address such issue.  

 Whenever inflation is based upon an increase in international prices9 oil price hike etc.) 

or current account deficit, the fiscal policies were hardly able to handle such issue; the very 

reason may be that national public policies may not be able to protect the economy from 

international shocks. 

 Potential for domestic resource mobilization is there, however, fiscal policy is hardly 

ever conducted efficiently to mobilize domestic resources. Major reliance had been on easy 

sources of resource extraction rather than following economic rationality and theory.  

 Efficient financial rules and regulations are framed, which are hardly implemented e.g. 

fiscal responsibility and debt limitations act of 2005 was approved by the national assembly 

to control the debt issue, which was hardly implemented, therefore, failed  to control the 

debt problem. Recently, the debt growth has been the highest, as compared to previous 

decade. 

 Pakistan could hardly achieve any sustainable economic growth in the previous year. 

The economy fluctuated from as high economic growth as over 7% to as low as less than 

2%; depicting inconsistency and inefficient conduct of fiscal policy. It was also a result of 

continuous decrease in public development expenditures; on the face of increasing current 

expenditures. The most crucial issue of country is that over 80% of the revenue is being 

washed away by only debt servicing and defence expenditures; thus resulting in meagre 

amount for development projects and the remaining scanty resources were hardly ever 

able to meet the current expenditures. Therefore, foreign dependency has always 

remained the only option for our economy to at least keep breathing. It is largely believed 

that in dictatorships, the foreign resources were available and hence the economy 

performed better. However, it is still remains to be question that does economy really 

perform better in the dictatorship periods. The question will be dealt in the upcoming 

chapters        
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Appendix Tables:  Table 1: Tax Revenues Elasticity 

***,* denotes significant at 1, 5, and 10% level of Sig., respectively Source; Cevik (2106).  

Appendix Tables : Table 1.1: Tax Revenues Elasticity 

                                     IV-2SLS Estimates 

 Total CIT PIT   GST 

ΔGDP 1.159*** 1.372*** 0.955* 1.095** 

ΔTax Rate -0.005 -0.006 -0.002 0.001 

                        Two Step ECM Estimates:  Long Run Equation                                                                                                                                                                                                                                                       

GDP 1.260*** 1.922*** 0.511*** 1.470*** 

Tax Rate 0.028*** 0.009 -0.018** -0.041 

                                     Short Run Equation 

ΔGDP 0.718 0.514 -1.524 1.695* 

ΔTax Rate 0.004 -0.003 -0.001 0.025 

ECT -0.196 -0.083 -0.086 0.121* 

                                    IV-2SLS Estimates 

 Total CIT PIT GST 

ΔGDP 1.159*** 1.372*** 0.955* 1.095** 

ΔTax Rate -0.005 -0.006 -0.002 0.001 

                                        Two Step ECM Estimates 

                                       Long Run Equation                                                                                                                                                                                                                                                       

GDP 1.260*** 1.922*** 0.511*** 1.470*** 
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****, and denote significance at the 1, 5, and 10 percent .levels. Source: Cevik (2106).             

 

Table: 2 Budgetary Expenditure (Current and Development) (% of GDP ) 

Years Current Development 

1990-91 19.2 6.4 

1991-92 19.0 7.5 

1992-93 20.3 5.7 

1993-94 18.7 4.5 

1994-95 18.4 4.4 

1995-96 19.5 4.4 

1996-97 18.6 3.5 

1997-98 19.8 3.9 

1998-99 18.8 3.4 

1999-00 18.6 3.4 

2000-01 15.5 2.2 

2001-02 15.9 2.9 

2002-03 16.3 2.2 

2003-04 13.5 3.1 

2004-05 14.3 3.8 

2005-06 14.2 4.2 

2006-07 15.9 4.9 

2007-08 18.1 4.4 

2008-09 16.0 3.8 

Tax Rate 0.028*** 0.009 -0.018** -0.041 

                                          Short Run Equation 

ΔGDP 0.718 0.514 -1.524 1.695* 

ΔTax Rate 0.004 -0.003 -0.001 0.025 

ECT -0.196 -0.083 -0.086 -0.121* 
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2009-10 16.7 3.5 

2010-11 15.9 2.8 

2011-12 17.3 3.9 

2012-13 16.4 5.1 

2013-14 15.9 4.9 

2014-15 16.1 4.1 

2015-16 15.9 4.4 

2018-19 18.1 4.6 

                        Source: Pakistan Economic Survey, different issues.  

Table 2 Fiscal Policy/ Fiscal Indicators   (% GDP Share) 

 

Indicators 

As percent of GDP  

1960s 

(Avg.) 

1970s 

(Avg.) 

1980-

81 

1994-

95 

2005-

06 

2010-

11 

2015-

16 

2018-

19 

Total 

Expenditure 

11.6 21.5 22.9 22.8 18.4 18.9 19.6 18.1 

Development 

Expenditure 

- - 9.3 4.4 4.2 2.8 4.4 4.6 

Current 

Expenditure 

- - 13.6 18.1 13.2 15.9 15.9 17.4 

Total 

Revenue 

 

13.1 16.8 16.9 16.9 14.2 12.3 15.0 14.0 

Tax Revenue 

 

- - 14.0 13.7 10.4 9.3 12.4 9.9 

Direct Tax 

Revenue 

- - 2.7 3.3 2.9 … …  

Indirect Tax 

Revenue 

- - 11.3 10.3 7.4 … …  

Non Tax 

Revenue 

- - 2.9 3.2 0.1 3.0 2.4  
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Overall Deficit 

 

2.1 5.3 5.3 5.6 4.2 6.5 4.6  

Source: Pakistan Economic Survey, various issues. 

 

Table 3: Public Expenditures: Current, Defence and Interest payments 

 (% of GDP) 

Years Total 

Exp. 

Current 

Exp. 

Defence Interest Dev. 

Exp. 

1960s 

(Avg.) 

11.6 - - - - 

1970s 

(Avg.) 

21.5 - - - - 

1980-

81 

22.9 13.6 5.5 2.1 9.3 

1984-

85 

24.7 17.7 6.7 3.5 7.0 

1990-

91 

25.6 19.2 6.3 4.9 6.4 

1991-

92 

26.5 19.0 6.3 5.2 7.5 

1992-

93 

26.0 20.3 6.5 5.9 5.7 

1993-

94 

23.2 18.7 5.8 5.8 4.5 

1994-

95 

22.8 18.4 5.5 5.2 4.4 
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1995-

96 

24.2 19.8 5.6 6.2 4.4 

1996-

97 

22.0 18.5 5.2 6.5 3.5 

1997-

98 

23.7 19.8 5.1 7.6 3.9 

1998-

99 

22.2 18.8 4.9 7.7 3.4 

1999-

00 

23.4 20.0 4.7 8.5 3.4 

2000-

01 

18.8 16.9 3.4 6.5 2.3 

2001-

02 

18.6 15.7 3.4 6.2 2.8 

2002-

03 

18.4 16.0 3.3 4.1 2.6 

2003-

04 

16.4 13.8 3.2 3.5 2.9 

2004-

05 

17.2 14.5 3.3 3.2 3.5 

2005-

06 

18.5 14.8 3.2 3.1 4.3 

2006-

07 

18.1 14.9 2.7 4.0 4.7 
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2007-

08 

21.4 17.4 2.6 4.6 4.2 

2008-

09 

19.2 15.5 2.5 4.8 3.4 

2009-

10 

20.2 16.0 2.5 4.3 4.1 

2010-

11 

18.9 15.9 2.5 3.8 2.8 

2011-

12 

21.6 17.3 2.5 4.4 3.9 

2012-

13 

21.5 16.4 2.4 4.4 3.5 

2013-

14 

20.0 15.9 2.5 4.6 4.5 

2014-

15 

19.6 16.1 2.5 4.7 4.0 

2015-

16 

19.4 15.0 2.5 4.2 4.5 

Source: Pakistan Economic Survey, various Issues. 

Appendix Table 4:  Financing of Fiscal Deficit 

 

 

Years 

                                                                               Billion Rupees 

 

External 

Domestic 

Non Bank Bank Other Total 

1980-81 7.0 1.4 6.3 - 14.7 

1990-91 22.1 23.7 43.4 - 89.2 

1991-92 18.0 (0.52) 72.5 - 89.98 
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1992-93 24.3 20.0 63.2 - 107.5 

1993-94 24.6 55.0 12.5 - 92.1 

1994-95 29.3 49.9 26.1 - 105.3 

1995-96 28.6 57.0 52.3 - 137.9 

1996-97 27.6 56.5 71.9 - 156 

1997-98 35.1 81.6 30.7 - 147.4 

1998-99 97.1 155.9 (73.8) - 179.2 

1999-00 69.7 96.7 39.9 - 206.3 

2000-01 120.7 92.0 (33.0) - 179.7 

2001-02 83.1 85.0 14.0 8.4 190.4 

2002-03 113.0 119.5 (55.6) 3.7 180.6 

2003-04 -0.6 66.0 62.7 11.2 129.3 

2004-05 120.4 8.1 60.2 28.3 217.0 

2005-06 118.3 22.4 96.7 90.0 327.4 

2006-07 147.2 56.9 102.0 71.5 377.6 

2007-08 151.3 10.4 52.0 1.7 215.4 

2008-09 149.7 22.4 30.6 0.13 202.8 

2009-10 188.9 43.6 30.5 - 263 

2010-11 107.7 47.2 61.5 - 216.4 

2011-12 128.7 52.9 110.3 - 291.9 

2012-13 (1.68) 37.8 145.8 - 181.92 

2013-14 511.7 55.3 32.4 - 599.4 

2014-15 181.0 36.6 89.2 1.75 308.55 

2015-16 222.9 24.8 53.8 - 301.5 

Source: Pakistan Economic Survey, various Issues. 

Table 5: Trends in Public Debt  (Rs. Millions) 

Public Debt 1980 1990 2000 2010 2015 

Total (Rs. Billion) 155 801 3213 8938 17354 

Total (% GDP) 56 92 85 60.4 63.1 

Repayable in Rs. (% of GDP) 22 43 42 31.4 44.3 



256 

 

Repayable in foreign exchange 

(% of GDP) 

34 49 43 28.9 18.8 

 Source: Pakistan Economic Survey, various Issues. 

Table: 6 Sectoral Employment Elasticites 

Economic Sectors 6th FYP* 7th 

5YP** 

Estimates Based 

upon Regression 

Analysis 

Estimates 

Based upon 

Growth Trends 

Agriculture 0.450 0.570 0.350 0.430 

Mining & Quarrying - 0.750 0.500 0.380 

Manufacturing 

sector 

0.140 0.280 0.200 0.300 

Gas, Electricity, & 

Water 

0.340 0.220 0.320 0.780 

Construction 0.950 0.740 0.820 0.830 

Trade  (exports and 

imports) 

0.310 0.520 0.440 0.510 

Transport 0.430 0.440 0.340 0.390 

Finance - 0.440 0.290 0.420 

Services 0.560 0.640 0.720 0.780 

Total 0.340 0.450 0.370 0.420 

Source: Sixth Five Year Plan*, Seventh Five Year Plan** 

Chaudhary M. Aslam and Hamid A. (1999)  
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Appendix: Public Debt & FDI Relation 

Foreign capital inflow is supported in most of the developing world by enhancing 

investment and utilization of new technology. This capital inflow can be viewed 

in form of foreign loans taken from different bilateral as well as multilateral 

sources. However, the biggest source of country’s inflow is foreign direct 

investment (FDI).  

According to Thrilwall (2011), capital inflow is connected by agenda of lenders. 

This agenda can be economic or non-economic. Foreign loans in South Asian 

region remained a significant recipient through numerous sources but these 

inflows didn’t contribute much regarding economic development of the region 

(see; Chaudhary and Ali (1993, 1996); Chaudhary and Anwar (2000)). 

South Asia’s population consists of almost 23% of the total world population 

amongst which 15.10% of population is considered to be poor with daily income 

of $1.90 or less according to 2013 estimates. During 2015, GNI per capita of the 

region came out to be U.S $1537 (see UNO (2017), World Bank (2017)). 

The stock of external debt in South Asia reached to the level of U.S $637.1 Billion 

in 2015, which is on average, 165% of exports, 40% of GNI, and 11% of exports 

that wiped out due to debt services. Such situation is critical and alarming which 

require attention provided the fragile economic environment of the region.  

External debt to GNI ratio averaged 26% for low income and middle income 

countries during 2015. On the other hand, external debt to exports ratio averaged 

98% during 2014. As far as remittances are concerned, which are extremely 

important in the development process, South Asian region witnessed $118 Billion 

remittances which are equal to 4.4% of GNI during 2015.  

To fill the gap of resources, debt cycle theory is important for inflow of funds in 

the form of aid/loan. Investment-saving gap, also known as dual-gap, which 

causes import-export gap elucidate the requirement of overseas resources and 

the function for economic acceleration (see Chenery and Bruno (1962), Chenery 

and Strout (1966)). 
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Appendix Table 6:  Composition of Domestic Debt Outstanding 

Billion Rs Share (%) 

Years Total Perm-

anent 

Floa-

ting 

Unfunded Permanent Floating Unfund- 

ed 

1960s 

(Avg.) 

- - - - - - - 

1970s 

(Avg.) 

- - - - - - - 

1980s 

(Avg.) 

- - - - - - - 

1990-91 448 157 151 140 35.0 33.7 31.3 

1991-92 532 187 197 148 35.1 37.1 27.8 

1992-93 615 245 216 154 39.9 35.1 25.0 

1993-94 711 264 258 189 37.2 36.2 26.6 

1994-95 807 290 294 223 35.6 35.9 28.5 

1995-96 920 291 361 268 31.6 39.2 29.2 

1996-97 1056 289 434 333 27.4 41.1 31.5 

1997-98 1200 287 474 439 23.9 39.5 36.6 

1998-99 1453 317 562 574 21.8 38.7 39.5 

1999-00 1641 325 647 669 19.8 39.4 40.8 

2000-01 1799 349 738 712 19.4 41.0 39.6 

2001-02 1758 408 558 792 23.2 31.7 45.1 

2002-03 1879 453 516 910 24.1 27.5 48.4 

2003-04 2012 570 542 899 28.3 27.0 44.7 

2004-05 2158 526 778 854 24.4 36.1 39.6 

2005-06 2337 513 845 867 23.1 38.0 39.0 

2006-07 2610 563 1108 940 21.6 42.4 36.0 

2007-08 3275 617 1637 1020 18.8 50.0 31.2 

2008-09 3860 686 1904 1271 17.8 49.3 32.9 

2009-10 4491 779 2300 1412 17.4 51.2 31.4 
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2010-11 4654 798 2399 1458 17.1 51.5 31.3 

2011-12 6017 1126 3235 1656 18.7 53.8 27.5 

2012-13 7638 1697 4143 1798 22.2 54.2 23.5 

2013-14 9522 2179 5196 2147 22.9 54.6 22.5 

2014-15 10920 4005 4611 2304 36.7 42.2 21.1 

2015-16 12199 5016 4613 2570 41.1 37.8 21.1 

                              Source: Pakistan Economic Survey, Various Issues. WBT    

     Table 7: Short Run Elasticity (Under Partial Adjustment Model) 

Regre-ssand Regressor Coefficients 

          (2) 

Adj. R2 F-Statistic D.W. 

AR Y LAR 0.697 0.380 0.986 9503.2 1.75 

TR YNA LTR 0.558 

(3.46)* 

0.449 

(2.81)* 

0.976 8132.8 2.03 

NTR Y LNTR 0.581 

(2.72)* 

0.546 

(3.20)* 

0.973 695.0 1.63 

DT YNA LDT 0.126 

(0.77) 

0.897 

(5.53)* 

0.987 1630.6 1.96 

IDT Y LIDT 0.867 

(4.60)* 

0.183 

(1.01) 

0.993 2432.71 2.44 

IT YNA LIT 0.144 

(0.86) 

0.878 

(5.26)* 

0.985 1533.8 1.95 

CD NFI LCD 0.696 

(6.62)* 

0.229 

(1.70)* 

0.886 116.4 2.06 

ST YM LST 0.306 

(2.26)* 

0.725 

(5.27)* 

0.983 1090.8 1.96 

ED YM LED 0.129 

(2.22)* 

0.832 

(12.87)* 

0.990 3351.2 2.14 

Method: AR1 (Cochrane-Ocrutt) Technique Note: Abbreviation: Y = GDP,      TR = Tax Revenue, DT 

= Direct Taxes, IDT = Indirect taxes, IT = Income Tax,    CD = Custom Duty, ST = Sales Tax, ED = 

Excise Duty, NFI = Non-food Income,  

YM = Manufacturing Income, YNA = Non-agriculture income, AR = Aggregate Revenue 
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Table 8: Long-Run Tax Elasticity, (Simple Regression Model) 

Method: AR1 Technique (Cochrane-Ocrutt) 

 

Elasticity 

 

Adj. R2 

 

Repressor 

 

 

Repressor 

 

F-Stattics 

 

D.W 

d. 

 

D.W 

h 

1.119 

(92.71)* 

0.99 AR Y 7621.6 2.09 1.40 

1.019 

(107.9)* 

0.99 TR YNA 10608 1.96 0.38 

1.197 

(15.95)* 

0.87 NTR Y 241.3 2.11 0.99 

1.016 

(20.88)* 

0.91 DT YNA 393.9 1.71 1.61 

1.086 

(46.35)* 

0.98 IDT Y 2018.5 2.40 1.00 

1.011 

(20.97)* 

0.91 IT YNA 396.7 1.69 1.54 

0.735 

(8.73)* 

0.69 CD NFI 45.2 2.02 0.82 

1.019 

(13.65)* 

0.87 ST YM 245.1 1.69 0.16 
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0.955 0.69 

 

ED YM 54.5 1.08 1.11 

Note: For definition of variables, see Abbreviations. Figures in parenthesis are the values of t-statistic.  

* for 1% significance level. ** For 5% significance level. . 

***for 10% significance level. 

Appendix Table 10: Short-Run (SR) and Long Run (LR) Elasticity under different 

models Method: AR1 (Cochrane-Ocrutt) Technique 

Regressand Regressor Partial Adjustment Model 

    Short-Run              Long-

Run 

Simple Regression 

AR Y 0.6970 1.120 1.119 

TR YNA 0.5584 1.013 1.019 

NTR Y 0.5812 1.280 1.197 

DT YNA 0.1260 1.220 1.015 

IDT Y 0.8670 1.061 1.086 

IT YNA 0.1143 1.188 1.011 

CD NFI 0.6964 0.904 0.735 

ST YM 0.3066 1.116 1.019 

ED YM 0.1298 0.77 0.956 

Note: All the regressends, as well as regressors are in logarithmic form thus, 

coefficients express  the elasticity. Results showing auto correlation have been 

corrected by using the  Cochrane-Orcutt iteration procedure.  
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CHAPTER: 7 

 

The Foundations and Conduct of Monetary Policy and   

Its’ Foundations 
 

1. Historical Perspective and the Birth of the State Bank of Pakistan 

With the birth of Pakistan, one of the key challenges was how to manage its currency and 

to conduct monetary policy so that financial stability is ensured. There was nothing in the 

treasury to run the country. The new born state had many challenges to face like, 

settlement of refugees, rehabilitation of torn out economy and new monetary system.  The 

major decision was to be made to allow the functioning of the Reserve Bank of India (RBI), 

as a central bank for Pakistan too or not. It was decided that RBI will continue to work, as 

Central Bank of Pakistan, up to the 13th September 1948. For this purpose, the Governor 

General of united India issued orders for “monetary system and reserve bank order, 1947”. 

Under this order it was decided that;120 the Reserve Bank of India, will act as central bank 

and Indian currency will continue for both countries (India and Pakistan), up to 13th 

September 1948. The government of Pakistan will take the charge of exchange control 

from the Reserve Bank of India from 1st April 1948. The reserve bank of India will be bound 

to issue and circulate the Bank Notes inscribed with the word, “Government of Pakistan” 

into two languages English and Urdu. The Bank Notes issued by RBI shall be accepted as 

legal tender in Pakistan up to 30thJune, 1948. It was also declared that Government of 

Pakistan will be bound to en-cash at par all Bank Notes except one rupee notes issued by 

the  Reserve Bank of India and coming out of circulation from Pakistan economy during 

the period of 1st July, 1948 to 30th June, 1949,. The Reserve Bank of India will be legally 

bound to deliver the assets to Pakistan government of its issue department equivalent to 

                                                           
 

120 The data and major points for the discussion, are based upon the report of the State Bank, SBP Report of Central Board of 
Governors for the year ended 1949.Imperial Bank was nominated to act as the agent of the RBI in Pakistan up to the 30th 

September 1948. 
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the bank notes issued for Pakistan government up to 30th June 1948, plus the amount of 

Indian Notes of rupee worth two rupees and above.  It will be en-cashed by the Pakistani 

government and returned back to the Reserve Bank of India up to 30th June 1949. It was 

also decided that government of Pakistan will obtain its share, the surplus assets of reserve 

bank of India, in reserve funds and profits for the period. 

On Pakistan’s emergence, the Hindus and Sikhs were not contented. They accepted the 

decision of the British Empire but made it very tricky for Indian Muslims to migrate to 

Pakistan. During migration process, thousands Muslims were killed and several died due 

to hunger and diseases during their journey for crossing the Indian borders to enter in to 

Pakistan. This large scale loss of human resources made the economic life of newly borne 

state almost paralyzed. The banks owned by Hindus reduced their banking activities in 

Pakistan. Under these circumstances, the banking sector of Pakistan was unable to meet 

the monetary requirements of the economy. Withstanding of the above, the government of 

Pakistan felt that without independent monetary system, Pakistan cannot survive and 

develop. Therefore, efforts were made towards independent domestic credit creation 

mechanism, as well as, monetary system, which led to the creation of the State Bank of 

Pakistan.  

At the time of independence, Indian banking network consisted upon 99 schedules banks; 

with 3497 branches. Out of these 99 scheduled banks, only 13 banks (with 931 branches) 

were located in the territory of Pakistan. The branches located in Pakistan were small as 

compared to located in India and their share in total deposits and advances was just one-

tenth. All these 99 schedule banks were owned by Hindus except, Australia Bank (owned 

by Muslims). This Bank was so small and ill-equipped that it cannot congregate the banking 

requirements of the economy that were previously met by Hindu Banks. The Foreign 

Exchange Banks also shifted their branches to India. All above factors emerged as a 

challenge for Pakistan to direct its monetary system and streamline it with emerging needs 

of the new born state. It became very clear that the financial system cannot persist to 

function on adhoc basis; consequently, the establishment of a central bank was 

indispensable. 
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2. The Birth of The State Bank of Pakistan 

The temporary arrangements for monetary system were inadequate to cater for the 

requirements of financial needs of the country. The government of Pakistan decided to 

establish a Central Bank, named as the State Bank of Pakistan (SBP). For this purpose, 

a special section was created which consisted upon a few officers and a small numbers of 

officials of the central bank. All these staff members were appointed on deputation from 

the Ministry of Finance and other organizations to start activities of the Central Bank. The 

State Bank of Pakistan Order was drafted and promulgated by Quaid-i-Azam (Governor 

General of Pakistan) on 12th May 1948. On 1st July 1948, the State Bank of Pakistan was 

founded. The Bank was established on the basis of government-cum public shareholders. 

In total Bank’s capital (Rs.30 millions), the government of Pakistan contributed 51% of the 

total share. 

The main purpose of the State Bank of Pakistan (SBP) was to direct monetary system of 

the country, and to stabilize internal and external value of the domestic currency (Pak 

Rupee). The State Banks of Pakistan was given the sole right to issue the Bank Notes in 

Pakistan. Similar to other Central Banks, the functions of the State Bank included issuing 

currency, management of public debt, purchase and sale of precious metals like gold and 

silver, and supervise foreign exchange rate. The State Bank also performed the duties as 

bank for government; Bank for all scheduled and co-operative Banks and semi financial 

institutions. The monetary system was put on operation and the first task was to issue 

currency consisting upon currency notes of needed denominations.  

3. Creation of Pakistan’s Currency 

The State Bank of Pakistan (SBP) issued the Bank Notes, worth of Rs.5, Rs.10 and Rs.100, 

first time on 1st of October 1948121.  The SBP also issued the Notes of Rs.1 and Rs.2 on 

1st of March 1949. The denomination value of these currency notes was written in English 

along with two other local languages, Bengali and Urdu. The money problem that was 

                                                           
 

121 It may be noted that currency consisting upon coins was the responsibility of the Ministry of Finance, Government of Pakistan. 
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created due to withdrawal of Indian currency notes from Pakistan was settled. The amount 

of Pakistan Notes in circulation reached to Rs.515.7 million by the end of June 1948.  

The government of Pakistan also circulated the Pakistani coins. These coins were first time 

circulated on the 1st of April 1948. These coins were made of nickel and copper nickel alloy. 

The coins of one rupee, half rupee and quarter rupee were made of nickel, whereas the 

coins of two annas, one anna, half anna and single paisa were made of copper nickel alloy. 

The monetary unit was; Pak rupee which was divided in to sixteen annas, an anna was 

further divided into four paisas.  The Pakistani coins in circulation also affected the Indian 

coins circulation. The Indian coins amounting to Rs.10, 738,560 were withdrawn from the 

Pakistan’s economy, which remained in circulation up to the end of June 1949.   

Considering the external value of the Pak rupee; the State Bank adopted the system of 

exchange control with small changes in it. The system was almost the same as of the 

Reserve Bank of India, which had already adopted it. The State Bank’s exchange control 

system was based on the pattern of Sterling Area Exchange control. The Bank opened 

various exchange control offices in Karachi, Lahore, Dacca and Chittagong, for its 

management. The Bank also started an exchange control department at its central 

directorate on 1st of July 1948. A fixed exchange rate system was adopted.  

4. Membership of International Institute: IMF 

For international monetary integration, Pakistan applied for the membership of 

International Monetary Fund. It became a member of IMF on 11th of July 1950 and 

contributed $ 100 million. The value of Pakistani rupee was fixed as 0.268 grams of fine 

gold per rupee or Rs.3.31 per US dollar. Over time this back up of money keeps on 

changing. Later on the back up reserves was changed from gold and silver to international 

currency like US dollar, ever for this token value was kept. Now a day there is barely any 

criteria to keep back up value of precious metal and then to issue new currency; while back 

up is kept. Some countries relate the issuing of currency with economic growth rate. 
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5. Functioning of SBP and Conduct of Monetary Policy 

The primary objective of monetary policy is to issue currency and control of the money 

supply, contain inflation within desired limits; which must promote and sustain growth, 

stabilize exchange rate, and maintain the equilibrium in balance of payments, as well as, 

foreign exchange reserves. Monetary policy has a key role to play to stabilize the economy. 

The first challenge for monetary authority pertaining to monetary policy122 was emerged 

during 1949, due to devaluation of Pond sterling. Other countries, having based their 

money linked to Pond Sterling including Indian government devalued their currency 

following Pond Sterling devaluation. Under these circumstances, the Pakistan’s monetary 

authorities decided not to devalue its currency. They de-linked the Pak rupee from Pond 

Sterling and connected it to US $ for maintaining its value in terms of US dollar.  At that 

time, the monetary authorities argued that devaluation will not solve Pakistan’s monetary 

problems, which the Pakistan’s economy was facing. Another justification against 

devaluation given by monetary authority was the Policy of Industrialization. The devaluation 

would lead to increase in the prices of capital goods imported from developed countries 

and it will adversely affect the country’s industrialization by making inputs expensive for 

Pakistani importers. Besides, it will also augment deficit in the current account. The 

decision of the government created a trade and financial deadlock between two newly 

established states. However, this deadlock was observed for short term only and it was 

solved through the Liaquat-Nehru Accord; trade agreement for the exchange of traded 

items. 

6. Current Account Balance and B.O.P. 

Korean War started in early 1950s and it increased demand for imports from developing 

countries, as well as, from Pakistan. In case of Pakistan, demand for jute and other inputs 

increased. As a result, the volume of Pakistani export enhanced too.  This rise in the 

exports brought a surplus in the current account of the balance of payments of Pakistan. 

                                                           
 

122Monetary policy includes all action of central bank and other actions related to public authorities that influence money and 
credit, as well as money market.  
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However, this phenomenon did not last for longer. Since the birth of Pakistan, there are 

few years in which Pakistan experience Balance of Payment (B.O.P) surplus. Dismally in 

the history of Pakistan, B.O.P surplus was only observed in few years. Other incidence of 

this decade included the decision to discontinuing the Rs.5 note as a legal tender from the 

1st of October 1955. The notes having the value of Rs.10 and Rs.100 notes were also 

stopped as legal tender from the day of 1st of August 1956. These notes were issued again. 

During the 1950s the currency were circulated. The prices remained steady, in spite of the 

increase in money supply and deficit. It was observed that Pakistan’s currency was over-

valued during the same years. Thus, decision on devaluation taken but it could not sustain 

any further. Pakistan continued it’s fixed exchange rate policy for a longer time period and 

it was overvalued. The overvalued exchange rate helped the economy to grow and restrict 

imports, while exports were encouraged through different subsidies. For exporters, Bonus 

voucher Scheme and special quota for import of machinery was provided to boost trade. 

7. Overvalued Currency and Devaluation in 1955 

On 31st of July 1955, the Pakistan government decided to devalue its currency. This 

devaluation decision increased the exports earning from Rs.1180.3 million in 1954-55 to 

Rs.1812.3 million by 1955-56123. It constituted an increase of over 50% in exports. This 

trade growth well supported the economy. In 1959, the Government of Pakistan introduced 

Export Bonus Scheme. This scheme further boosted export earnings of Rs.1425.3 (1957-

58) million to Rs.1759.4 million by 1959-60, average annual growth of over 11%. It was 

one of the highest exports growth among the developing countries. However, the 

government policy of deficit financing led to rise in price level. In this way, the first inflation 

problem emerged to test the monetary authority. 

At the end of 1950s, new government took the charge and reconsidered the policy of deficit 

financing. The credit policy was rationalized. The government also decided not to take 

further loans from State Bank. Moreover, government also increased the bank rate from 

3% to 4% in January 1959.  The monetary authorities adopted the policy of interest rate 

                                                           
 

123For detail, see history of the SBP 1948-1960, pp. 269. 
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targeting. All these measures reduced the monetary expansion significantly which helped 

to control the inflation. During this period, money supply grew to Rs.454 million i.e. in 1956-

57. However, it later decreased to Rs. 351 millions in the next years of 1957-58. All these 

steps stabilized the prices of consumer’s goods. The growing trend of inflation was brought 

under control.  

Concluding above, the role of monetary policy was accommodative and it was not very 

aggressive up to this period in history. To a certain extent State Bank was under the 

influence of the Government and it was not enjoying much autonomy.  

8. The Era of 1960s: Monetary Policy Rules and Management of   

Money Supply 

From 1st January 1961, the government of Pakistan decided to change the old coinage 

system with new “Decimal” coins system. The prevailing unit of currency rupee was retained 

without any amendment in its name and value. Under decimal system, the rupee was 

divided into hundred units and the lowest unit was named as “Paisa”. The denomination of 

coins under newly introduced decimal coinage system was as: one rupee equal to hundred 

paisa, half rupee equal to fifty paisa, quarter rupee equal to 25 paisa, tenth of rupee equal 

to ten paisa, twentieth of rupee equal to five paisa and hundredth of rupee equal to one 

paisa.     

The SBP announced the various monetary measures to halt the inflation and to limit the 

credit expansion. The most historic measure was the “Quota System” for its lending to all 

commercial banks. The SBP fixed the ceiling of loan on the basis of 50% of the balances, 

which the commercial banks were required to maintain with the SBP. To increase savings, 

SBP started a nationwide “Publicity Campaign” with the cooperation of commercial banks. 

The SBP introduced the “School and College Banking Savings Scheme”, to encourage the 

students to save. Moreover, the mobile banking scheme was also introduced in September 

1968 to increase the level of domestic savings and to reach the rural areas; the deprived 

areas from bank branches. Besides, foreign exchange was also under quota system. It was 

issued consistent with national economic policies.  
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The era of the 1960s was a golden period focused on economic uplifting of the economy.  

A well-managed monetary policy was followed which promoted growth and maintained 

stability in the growth and inflation. Although money supply continued to increase at a rapid 

rate but it was accommodated by over 6% average annual growth of the economy. The 

money supply increased 267 million to Rs. 930 million in 1962-63 which was a sharp 

increase in it. This whole increase was due to rise in domestic credit and deficit financing of 

the government. The total money supply during the year of 1962-63 was over Rs. 7 billion. 

The money supply further increased to Rs.9 billion by 1965-66. The State bank of Pakistan 

also increased the bank rate from 4% to 5% in June, 1965 to control the rapid increase in 

money supply. During the decade of 1960s, special attention was paid to enhance savings.  

The Government introduced “National Prize Bond Scheme” to encourage savings.  The 

government issued the bonds with denomination of Rs. 10 in October 1960 and Rs. 5 in 

July 1964, as a result of these policies, savings enhanced and inflation was brought to a 

desirable level.  In other words, successful monetary policy was conducted and the country 

was growing at a stable rate; with optimal and sustained growth and stable inflation. 

9. Monetary Policy, Stagflation and Credit Plan (1970s) 

The decade of the 1970s brought numerous challenges for Pakistan economy, which 

included low domestic production, unemployment, high inflation and deficit in the balance 

of payment.  Further, these economic crises became more severe due to increase in oil 

prices.  The war of 1971 further damaged the economy.  The monetary authorities 

formulated various domestic credit plans to emerge from economic crises. For this purpose, 

National Credit Consultative Council (NCCC) was established in 1972.  Its purpose was 

efficient allocation of credit for various sectors of the economy.  The NCCC formulated 

annual credit plans for credit expansion within the safe limits.  The NCCC also distributed 

credit among various sectors of the economy; considering the priorities and targets set in 

the annual development plans.  The criteria for the determination of credit expansion 

adopted by NCCC were in accordance with the growth targets of the economy and inflation 

rate. 

Due to political instability in the early years of the 1970s, the credit was adjusted and re-

adjusted by the SBP considering the private sector’s performance and growth of the 
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economy. These changes shattered the confidence of the business and it added towards 

instability of market.  After January 1977, the SBP took a mixture of measures to control the 

credit expansion and its allocation.  These measures included Margin Requirements and 

Quota System.  Under this management, the banks were bound to pay 2% to 3% above the 

bank rate on loans, if they exceeded the prescribed limits. In consequence, the allocation of 

bank credit to private sector was reduced which hampered growth. Both the internal and 

external factors contributed to the expansion of money.  Due to these factors, money growth 

further increased by 30% particularly during the mid of 1970s.  The external factors which 

affected the money growth were the reduction in foreign aid and continuous deficit in the 

balance of payments and increase in oil prices.  The internal factors that affected the 

economy were low saving and investment, lack of confidence of the private sector and slow 

growth of the economy. All these factors pushed the economy towards fiscal and economic 

crises. Under this situation, the Pakistan government had no option but deficit financing, 

which further led to inflationary gap. Consequently, Pakistan experienced double digit 

inflation. 

The civil government established in the early years of 1970s adopted the policy of 

“Nationalization”. Under this policy, the Pakistani scheduled banks were nationalized under 

the Banks (Nationalization) Act, 1974. After nationalization all scheduled banks were 

regrouped in to five banks and named; National Bank of Pakistan, Habib Bank Limited, 

United Bank Limited, Muslim Commercial Bank and Allied bank Limited. The Pakistan 

Banking Council (PCB), was established to monitor the operational and organizational 

matters of these five banks. The Pakistani banks received about 91.87% of total bank 

deposits and their share in bank credit creation was 92.5% in the country. This shows that 

the share of foreign banks in Pakistan banking sector was negligible in that period. This also 

indicates that the entire financial market was under the control of public sector and private 

sector was contributing very modest.     

After mid-1970s, the civil government was replaced by military government. This change 

does not alter much in the conduct of monetary policy. The growth rates of various 

components, included in the monetary assets, revealed that the share of increase in 
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currency in circulation in total money supply went up from 31.1% to 39.6%124, at the end of 

the years of 1970s. In others words, the increasing trend in money growth continued and so 

did the inflation.   

The overall performance of the commercial banks started deteriorating during the decade 

of 1970s. Pakistani banks were sole distributor of domestic credit. The share in credit 

disbursement of the Pakistani banks was around 91.3%. This reflects that 92.4% of all bank 

deposits and 92.6% of all investment were made in government and private securities; up 

the end of March 1979. Other measures taken by government during the late 1970s included  

management of the credit i.e. minimum margin for opening of letter of credit for imports, no 

interest on deposits of public sector financial institutions like, State Life Insurance, Pakistan 

Insurance Corporation, National Investment Corporation, National Investment Trust and 

Investment Corporation of Pakistan and National Development Finance Corporation.  

However, all these activities contributed a little towards solution of monetary problems and 

inflation in Pakistan.   

The SBP introduced Small Loan Scheme for businessmen and industrialists, under Small 

Special Financing Scheme in December 1972.  The limit of small loans for business was 

set at Rs. 50,000 per borrower. The result was that all such schemes which were introduced 

to flourish the business and industry failed.  The central directorate of the national savings 

scheme introduced a number of saving schemes to mobilize the savings for productive 

purposes, namely the Defence Saving Certificate, National Deposit Certificate, Khas 

Deposit Certificate, Saving Accounts of various categories and prize bonds with 

denominations of Rs. 5, Rs. 10 and Rs. 11 during the mid to 1970s.  All these were used to 

finance the budget deficit of the government and funds were mainly used to meet current 

expenditures. 

The definition of monetary assets was changed. The new definition of monetary assets 

widely covered money supply as compared to previous ones.  New definition of money 

included the deposits of non-money, demand deposits and time deposits. It showed higher 

                                                           
 

124  For detail, see Pakistan Economic Survey and Reports of the State Bank of Pakistan (Annual). 
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figures for money supply but also implied revisions for even better measure of the money 

supply. The era of the 1970s, was a period of high inflation in Pakistan. The Pakistan 

monetary authorities tried to reduce the inflationary pressure by changing the monetary and 

credit policy. The purpose of this change was also to ensure the productive use of credit to 

discourage allocation of credit for non-productive activities like hoarding and speculation 

purpose. In nutshell, these policies remained infertile during the decade under discussion.  

10. The Sharp Monetary Growth and Managed Inflation (1980s) 

In the era of 1980s, monetary policy was focused to control inflation, improve domestic 

production along with economic stability. It was aimed so due to the last era of the 1970s, 

in which economic performance was extremely poor. The government attempted to 

eliminate gradually interest from the banking and financial system to support the process of 

Islamization of the economy. These attempts included introduction of interest free loans 

through the operations of House Building Finance Corporation (HBFC), National Investment 

Trust (NIT) and Investment Corporation of Pakistan (ICP). Business profit and loss sharing 

(PLS) accounts were introduced by all commercial banks. Federal Bank for Cooperatives 

also started to provide interest free loans for water course improvement via co-operative 

societies. Leasing and co-operative financial businesses were strengthened. In brief, profit 

and loss sharing system of Islamic business was also strengthened. Under this scheme, 

Rs.14.2 billion attracted by these changes and it was deposited in these accounts; up to 

March 31, 1983. The mobilized funds were utilized in innovative interest free schemes of 

commerce and investment. The Zakat and Usher collection schemes were introduced and 

credit was provide in the shape of Qarz-e-Hasna.  Besides, steps were also taken to restrict 

the flow of credit from commercial banks to affluent segment of the society. Through housing 

finance and other schemes, the State Bank restricted the existing system of advances for 

residential construction and advances for purchase of houses. The purpose was to reinforce 

a wider credit base so that a larger segment of the society could benefit from it.  

The financial market comprises of the State Bank of Pakistan and twenty six scheduled 

banks; out of which 9 were owned by government (5 commercial and 4 specialized banks) 

and remaining were foreign owned. Schedule banks were the main source of loans to 

manufacturing and commerce activities. The major chunk of public credit was in the hand 
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of public financial institutions. Pakistan Banking Council was the sole supervisory institution 

for the coordination of commercial banking activities. Only 10% of financial assets were 

under the control of non-public sector institutions. The monetary expansion and the 

allocation of credit to various sectors remained under the control of National Credit 

Consultative Council (NCCC) of the SBP. The NCCC was responsible to prepare annual 

credit plan for the economy. As a consequence, private sector has a modest role to play. 

11. Monetary Expansion and De-linking of Currency 

In 1975-76, monetary expansion reached in its peak and it grew by 25.9%. The trend was 

reversed in 1981-82 and rose again  to 19.8%. This increase in money supply was due to 

net increase of Rs.5.568 billion in foreign assets and steady rise in domestic credit to 

Rs.16.963 billion. The growth in domestic credit has led to a sharp rise in the expansion of 

bank deposits, up to 21.6%. In early 1982, government delinked the Pakistan’s currency 

from the US dollar and aligned with a basket of currencies. A basket of currencies was used 

to monitor foreign exchange rate in order to improve the competitive strength of the currency 

and trade, Thus, delightedly managed floating system was introduced which stabilized 

Pakistan rupee.  

The monetary policy was influenced by the public sector’s rising demand for deficit 

financing. The monetary policy was persuaded through Credit Plans, instead of open market 

operation, reserve ratio and deposit ratio mechanism. The government policy of continuous 

deficit financing became a cause of expansion in money supply in this period. However, 

overtime this trend altered.  

12. Tight Monetary Policy and Control of Inflation 

In the early years of the 1980s, tight monetary policy was used which led to drop in inflation 

to 5.2% (CPI); which was the lowest during the whole decade except 1982-83. Thus, 

monetary policy was affectively used to stabilize prices. The policy was successful in 

achieving the desired goals. The deposit rates for the National Saving centres were also 

rationalized. National Saving centres introduced two new schemes namely, Mahana Amdani 

Account and Special Saving Accounts in early 1983. The government also allowed the 

investment in Khas Deposits in foreign exchange from abroad. In response, an amount of 
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Rs.15.0 million in foreign exchange from Saudi Arabia and Gulf states was attracted in three 

months period. These schemes enhanced savings and investment.       

The credit to government sector for budgetary support amounted for Rs.7381 million in 

1986-87. The monetary expansion rate remained at an average of 14.5% during the decade 

of 80s too. However, inflation was contained at 6.5% per annum. The growth of economy 

accommodated the increase in money supply. After the mid of 1980s, the government 

decided to reduce domestic credit. A credit plan was introduced. It succeeded in reducing 

credit expansion. The deficit was reduced and helped to keep inflation under control. The 

monetary policy achieved its major objectives. The rate of monetary expansion has 

decreased during the 1989-90. The government also approved establishment of private 

investment banks by the private sector. As a result, two new banks namely Cresent Masraf 

Bank Limited and First women Bank Limited started their operation. The annual growth rate 

of monetary assets grew by 13.5% during the whole decade; except for the years of 1988-

89 during which its growth was as low as 4.6%. In nutshell, during the decade of 1980s 

successful monetary policy was conducted which helped to revive the economy.  

13. The Challenges of 1990s: Dependent Monetary Policy and High 

Inflation 

At the start of 1990s, the Gulf-war affected Pakistan’s economy, particularly because of a 

sharp increase in the oil prices, decrease in workers’ remittances from abroad, loss of export 

markets in the gulf and repatriation of Pakistanis from Kuwait. The Kuwait - Iraq was also 

affected remittances significantly. Thus, the economy, once again was pushed into 

economic challenges of high inflation which was double digit (over 10%) and growth was 

slowed down to less than 5%. Overall deficit exceed over 7% of GDP, mainly dependent on 

financing through monetizing. The SPB was dependent on government with frequent 

interferences. Thereafter, the need for SBP independence was realized; by then damages 

have already been done. 

The Monetary policy persuaded by the National Credit Consultative Council (NCCC) 

considered the needs of money and credit expansion to support the desired growth of the 

GDP. It was above Rs.34.81 billion which exceeded the targeting amount. Major expansion 
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was again the increase in need for budgetary support. This credit expansion has occurred 

due to decrease in net non-bank borrowings, decrease in external resources, bad loans and 

shift in debt management public policies. 

In early 1990s, the monetary assets expanded by 12.9% amounting to Rs.48.2 billion. The 

expansion in the domestic credit was 17.8%; as against its target of 12.5%. Foreign assets 

decreased by 71.8%. The credit increase occurred due to government borrowing for 

budgetary support which included Bearer National Funds Bonds (Non-bank instruments) for 

the amount of Rs. 25.58 billion; short fall in Federal tax collection; compared to their 

proportionate budget targets and replacement of non-bank borrowing with bank borrowings. 

All of these had adversely affected the performance of the nationalized banks125. Such 

pressure from the government affected the performance of the monetary policy.  

14. Economic Reforms and Liberalization of Money Market 

The financial sector reforms programs during the 1990s had transformed Pakistan’s 

financial sector from an inward-looking towards more open economy. The State Bank of 

Pakistan had strengthened its regulatory capacity by financial sector reforms which implied 

a strong framework for effective risk management, emphasis on strategic direction making 

and putting in place various regulations for risk analysis, evaluation and monitoring and 

managing risks. With the help of these reforms, the State Bank Pakistan became more 

autonomous in aligning its regulatory profile in a rapidly changing domestic and globally 

financial environment. It is enjoying much autonomy now. Over fifty percent of the financial 

assets are privatized. Besides, nationalized financial institutions are being privatized, too. 

The commercial banks introduced a new framework of credit - deposit ratio. It helped to 

control the credit for private sector, moreover, market orientated monetary instruments are 

used to control credit and for conducting monetary policy.  Commercial banks activities were 

enhanced due to liberal financial policies. During early years of the 1990s, commercial 

                                                           
 

125 The public sector had borrowed from nationalized banks at a rate which was 50% less than the market interest rate. This had crowded out 

private-credit for investment. The era of 1990s has experienced poor economic growth. For details see Economic Survey of Pakistan and 

Reports of State Bank of Pakistan (annual). 
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banks mobilized their deposits up to Rs.40.31 billion; as compared to Rs.18.44 billion during 

the previous year, constituting an increase of about 119%. They also advanced loans of 

Rs.20.57 billion against Rs.3.16 in previous period. It indicated an increase of over 6 times. 

Under the credit plan, more resources were allocated to private sector. During the 1990s, 

the annual average credit to the private sector increased to Rs.53.3 billion. The government 

borrowings for budgetary support remained at an average of Rs.50.0 billion, over 1991-97. 

The monetary expansion continued due to government borrowing for budgetary support. 

The budgetary support amounted to Rs.64.87 billion, at the end of 1990s. Due to such credit 

expansion, inflation also continued over time, which was mainly monetary phenomena and 

stagnation of the economy. 

During the 1990s, financial liberalization policies were aimed at liberalizing interest rate, 

reducing control on credit, enhancing competition and efficiency in the financial market. 

Besides, autonomy and supervisory role of the State Bank was strengthened.  Substantial 

progress was made to liberalize in the banking sector.  The objectives of the financial 

reforms were to strengthen the role of private formal financial sector, enhance domestic 

savings and to create efficiency of bank credit. In connection with these objectives, a new 

scheme “Regular Income Certificate Scheme” was launched in February 1993. The net 

deposits through various saving schemes reached at Rs.25.85 billion, during the late 1990s; 

which was the result of attractive profit rates ranging from 7.5% to 15.99% per annum for 

the depositors. Although, these schemes were known as savings schemes but actually this 

credit was also used to finance fiscal deficit. The major chunk of the same was utilized to 

meet current expenditures. It was the very reason that economic recovery did not take place 

during the 1990s. 

The factors commonly considered for money growth were expansionary fiscal and monetary 

policies. This continued to serve as depreciation of Pak rupee. Other factors which 

temporarily affected the prices were slow output growth in this period. The era of 1990s is 
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considered as the decade lost126; exhibiting double digit inflation, low growth and high 

unemployment. 

All above figures shows that domestic credit expanded to unsustainable level due to the 

government budgetary support. The monetary expansion was over 24.2% per annum, while 

GDP growth rate was only 5%; exhibiting an extra 19% increase in money, which was bound 

to push up the prices. The trend of monetary expansion showed that out of total domestic 

credit of Rs.62.49 billion, Rs.20 billion was allocated for budgetary support and Rs.36.31 

billion for the private sector. This had crowding out effects on the economy. The monetary 

expansion had been out of the reach of monetary authority. 127  Besides, the economic 

growth was hampered due to crowding out private credit. It also showed that in reality state 

bank was not enjoying much autonomy. 

15. The 21st Century: Easy Monetary Policy and Economic Recovery 

During the early era of the 21st century, easy monetary policy was again followed in order 

to enhance economic growth in Pakistan. The fiscal policy was also geared up towards 

economic expansion. Interest rates were reduced to encourage investment. The GDP 

growth rate increased up to 8% (2004-5), for the 1st time since 1984-85.  Besides, on 

average, during the last five years, economic growth registered around 6% per annum. 

There was a gradual shift in the monetary policy. The inflation was reduced.  The State Bank 

raised the bench-mark rate for 6-months treasury bills. The State Bank again increased the 

discount rate steadily; but as a whole, monetary policy remained largely accommodative 

and growth promoting.  The monetary authorities again relaxed control over credit.  As a 

result, banks started consumer loans. These activities again started to increase high 

inflation; emerged during the current year (2006-2007), particularly, price increase for food 

items again touched double digit figures. 

                                                           
 

126. For details of decade lost see Zadi (2005) & (2015). The economic growth in 1992-93 and 1996-7 was the lowest level as 
2.3% and 1.9%, respectively. 
127 Presently, SBP is considering the adoption of inflation targeting policy regime in order to stabilize the economy. There is   hardly 
any significant research pertaining to this issue. 
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During the 1990s, financial liberalization policies were aimed at liberalizing interest rate, 

reducing control on credit, enhancing competition and efficiency in the financial system and 

strengthening the supervisory framework of the State Bank. Substantial progress was made 

during the 1990s; in implementing banking sector reforms by conducting monetary policy 

with market based instruments. These policies did not show positive results during the 

1990s. However, after 2000, its impact became visible.  

Credit plan for the starting years of 2000 has indicated that monetary expansion could be 

up to 9.4% with Net Domestic Assets and Net Foreign Assets of the banking system. Net 

Domestic Credit of the banking system had expanded by 2.2%, as compared to 0.9% during 

last year for the same period.Net Foreign Assets of the banking system which increased by 

Rs.11.2 billion; compared with larger flow of Rs.30.3 billion for the same period during last 

year. This increase in Net Foreign Assets was due to net credit expansion to the private 

sector, consumer financing, boom in the housing financing, along with rising government 

budgetary borrowings. 

Important steps were taken in order to improve the working of the monetary policy and 

banking sector, as well as, to improve investment climate. These steps included decrease 

in lending rates by the commercial banks, and reduction in deposit rate on national saving 

schemes etc. The banks were encouraged to conduct evening banking services in order to 

provide better services to the business community. Some banks started providing life 

insurance and accidental insurance coverage as well. Foreign banks operating in Pakistan 

were permitted to undertake financial and advisory services. Thus, concluding this era, 

nearly 50 per cent of money market was liberalized. 

 15.1 Open Market Operation and Pro-active Monetary Policy 

By 2000, the SBP started to exercise some autonomy, although SBP is never independent. 

Pro-active Monetary Policy was followed in 2000-01 period. The Open Market Operation, 

as a tool of monetary policy, was actively applied by the State Bank to clear the excess 

liquidity in the economy and also to decrease inflationary pressure. A new long-term 

government security namely Pakistan Investment Bonds (PIBs) were introduced in 

December 2000.  Attempts were made to mobilize resources to improve productive activities 

in the country.  
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The State Bank of Pakistan has introduced US dollar denominated window to provide credit 

facilities to the exporters. Credit utilization at micro level for poverty alleviation was also 

introduced. The scheduled banks rapidly extended credit to the small businesses. To 

expand the horizon of investment opportunity, especially for pension and benevolent funds 

holders, special schemes were introduced. 

16. The CAMELS’ Framework and Strengthening of Capital Market 

The State bank of Pakistan also introduced a supervising framework known as Capital 

Adequacy, Asset Management, Liquidity and Sensitivity (CAMELS)128 which involved the 

analysis of six indicators that reflected the financial health of the financial institutions. These 

indicators showed capital adequacy, asset quality, management and profit stability, liquidity 

and sensitivity in market risk. The performance of both the banking and non-banking 

institutions was being evaluated on the basis of CAMELS. These schemes had 

strengthened money market and ensured transparent business.  During the beginning of 

2001-02, the State Bank moved towards a proactive monetary management system; to 

defend the rupee without resorting to a change in its monetary position. The emphasis of 

the monetary policy was on avoiding economic fluctuations and brings stability in Pak rupee. 

The market driven exchange rate and interest policies were strengthened. The rationale for 

this policy was to stimulate non-inflationary friendly environment for investment, moderate 

rupee appreciation and exports competitiveness. This has helped to stabilize exchange rate 

and the economy. 

During 2002-04, money supply increased, over 10%. The State Bank has used the 

sterilization instrument for neutralizing the monetary impact of foreign exchange purchases 

on money supply and credit creation. However, inflation was managed to a single digit level.  

Government used easy monetary policy to bring out the economy from its stagnant position. 

The credit plan for the 2004-05 has estimated a growth rate of 11.3% in broad money (M2). 

The credit to government for budgetary support has to be reduced due to external borrowing 

($ 1.4 billion), foreign inflow in respect of Islamic bonds ($ 600 million) and improved tax 

                                                           
 

128For details of evaluation of financial sector see: SBP report on evaluation of Banks and Financial institutions (SBP website).   
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collection. This also helped to reduce the budget deficit. The credit for private sector has 

reached at Rs.370.1 billion during the July-March 2004-05, as compared to Rs.244.6 billion 

during the same period in the last year. Thus, again due to easy monetary policy, economy 

improved and sustained growth mention. 

During 2004-05, there were 36 schedule banks, 6 DFIs and 2 MFBs operating in Pakistan, 

whose activities were regulated and supervised by the State Bank of Pakistan. The 

commercial banks consisted of 4 nationalized banks and 21 local private banks. Besides, 

there were 11 foreign banks. It indicated that banking sector flourished in the last decade. 

This review of monetary policy has shown that the State Bank of Pakistan did not remain 

politically independent 129  till the financial sector reforms program of the 1990s was 

implemented. These reforms made the Bank more independent on its regulatory capacity. 

In spite of the above, there is still a lot to do for the independence of the State Bank and 

financial market. At present, still, half of the financial assets are in the hands of public sector. 

In early decades, the Bank has used the policy of targeting the interest rate but due to its 

failure, the government decided to target the money supply; instead of interest rate. For this 

purpose, National Credit Consultative Council (NCCC) was formed in 1972 under the 

patronage of the State Bank of Pakistan. However, it was not very successful in achieving 

its goals. It failed in its attempts to control inflation and to establish economic stability. The 

SBP also explored to adopt inflation targeting but it was not considered suitable since 

inflation in Pakistan was mainly due to foreign sector. Particularly i.e. ever increasing prices 

of energy and petroleum, as well as, other imports significantly contributed to generate 

inflation in Pakistan. As a result Pakistan was not very successful in controlling inflation in 

Pakistan. The inflation rate was almost double digit in the 2000s. The ineffectiveness of the 

monetary policy was apparent by increasing money supply, deficit and inflation. The state 

bank could not manage money growth by its traditional tools. Besides, the conduct of 

monetary policy was not independent.  On the face of this, budget deficit also contributed to 

                                                           
 

129For Central Bank’s independence Criteria, several measures of its political and economic independence are used. The appointment of Central 

Banker’s Criteria shows that State Bank remained politically independent throughout this period as, the appointment of a governor did not 

coincide with the start of a new government (civilian or military). But another criterion like government’s control over monetary instruments 

indicates that the State Bank remained under the influence of government till 1999.    
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inflation, since output growth was very unfortunate, except few years. The increasing credit, 

deficit and monetizing led to double digit inflation. 

17. Increase in Money Supply and Discount Rate Variation 

 Due to excessive money supply growth and profligacy of fiscal variables, the central Bank 

changed the tools of monetary control since 2008. The discount rate was changed by 

reviewing quarterly and bi-annually increases in money growth. In July 2006, the discount 

rate was 9.5% which was raised to 10% in August 2007. By the July 2008, the discount rate 

was raise to 13% and further to the highest level of 15% in November, 2008. Thereafter, it 

was reduced to 12.5% in November 2009. The discount rate along with Cash Reserve 

Requirement was also used to control money supply. In addition, statutory Liquidity 

Requirement was increased to further tighten the monetary policy.  However, it was decided 

to have neutral policy for CPI equal to 13% of the inflation. The weighted average interest 

rate was 6.5% in July 2005, which increased to 12.7% in 2008-09 and fell to 12% by April 

2010. Moreover, the real interest rate fell from 3% in July 2009 to minus one in January 

2010. It remained below zero (negative) in the first quarter of 2010. The flow of credit to the 

private sector increased from Rs. 58.3 billions to Rs. 141 billion between the years of 2009-

10. The main reason for this increase was that the economy started to recover. The currency 

in circulation increased from Rs. 982.3 billion (2008) to Rs. 1290 billions (2009-10). Thus, 

money growth was over 10% per year; it is on the face that economy was not performing 

well in this period. Between 2008-10, the average economic growth was as low as 1.5% 

p.a. Thereafter the consumer financing was discouraged too, which was also a leading 

factor in credit creation and increase in money supply. 

An important development in this period was the emergence of Islamic Banks. The deposits 

of the Islamic Banks were around Rs. 30 billion (2004), which increased to over Rs. 280 

billion (2009); average annual growth of over 160%. All the above factors led to poor 

performance of the monetary policy. All the above also indicates the limited role of monetary 

policy to control inflation. Although inflation fell over time but it could not be brought to the 

desired level which could rehabilitate the economy. Again one of the major reasons was 

high deficit and ever increasing international energy prices. In other word, SBP could control 

imported inflation through foreign sector, which was not in its control. However, there was 
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need to come up with new tools and policy prescriptions which could have stabilized 

economy but it did not happen and the economy continues to suffer from low economic 

growth. The inflation rate dropped to as low as 4% in 2016-17, mainly due to decrease in 

international prices of oil and other imported items. 

18. The Easy Monetary Policy and Weak Recovery 

The economy was not recovered and international scenarios were also still not favourable, 

still, the monetary authorities tried to change its means to manage money supply and 

contribute in to the rehabilitation of the economy. The inflation rate started to come down 

but still very high to build confidence of the consumers and businessmen. As indicated 

above, sign of modest recovery starts to appear. However, it could not still fully build the 

confidence of entrepreneurs. The global financial risk was at a halt. The foreign exchange 

reserves were not grown up to the level to stabilize foreign exchange rate and balance of 

payment. The growth of remittances and loans from the international market as well as 

international institutions helped to keep on going but still recovery was away. The Balance 

of Payment and budget deficit continued to grow.  

By 2015-16, early signals of economic growth started to appear for Pakistan economy. The 

inflation came down and foreign exchange reserve started to grow. The foreign exchange 

reserves were growing at 6% per annum which fell to low level of around 2% in early 2015. 

However, the same picked up to 4% growth in early 2016 (March). The discount rate (policy 

rate) remained around 6% in 2015 and 2016. It may be noted that it was the same rate in 

March 1972. It was 15% in 2008, 10% in 2013 and as low as 5.75% in May 2016. The 

government borrowing also decreased during 2015-16. Borrowing for budgetary support 

was curtailed to over one hundred billion rupees.  The foreign assets increased from Rs 200 

billion in 2012-13 to over 900 billion rupees in 2015-16. The growth rate of private credit 

indicates as a signal for recovery of the private sector to initiate investing again. The credit 

to the private sector picked up from 4.3% p.a. growth in 2014-15 to over 6% in 2015-16. 
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The M2 to GDP ratio also started to improve. It was 39.6% in 2013-14 which improved to 

41% in 2015-16130. All these indicators exerted the economy back on the path of recovery. 

19. The Regulatory Reforms and Policy Initiatives by SBP 

The SBP continued to adopt regulatory reforms to strengthen financial sector. The monetary 

assets increased during 2015-16, as a result of financial reforms. The regulatory measures 

taken by the SBP and its impacts are given below. 

Financial Reforms 

Some of the recent regulatory measures and policy reforms adopted by 

SBP after taking on board all stakeholders (financial institutions, 

regulatory bodies, Ministry of Finance, SECP etc.) are highlighted below:  

Strengthening of Legal, Regulatory and supervisory environment. 

 i. To strengthen the capital adequacy framework for the banking sector 

and to contain systemic risk, SBP adopted Basel III standards in Pakistan 

in 2013. The revised capital adequacy framework, to be applicable in 

phased manner, prescribed more stringent criteria and rules for 

assessing banks’ solvency and also required enhanced disclosure for the 

stakeholders. 

 ii. SBP has been strengthening the measures to prevent the use of 

banking channels for money laundering and terrorist financing. The 

already developed comprehensive AML regulations are being further 

aligned with FATF recommendations and other international standards. 

Moreover, SBP had major contribution in drafting and finalization of the 

AML Law/Act and its subsequent amendments to meet international 

                                                           
 

130. The M2/GDP ratio indicates strength of the financial system or development of the financial sector. 
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standards and to bring consistency and clarity in the enforcement 

provisions. 

 iii. To set standards and provide policy framework to banks/DFIs 

regarding debt property swap (DPS) are used for settlement of non-

performing loans (NPLs), a set of Debt Property Swap (DPS) Regulations 

has been issued in January 2016. 

 iv. SBP has also issued guidelines, in 2015, on Interest Rate Risk (IRR) 

management in Banks/DFIs to ensure proper monitoring and 

management of IRR at Banks/DFIs by bringing in the required 

standardization, uniformity and automation in Banks/DFIs. 

 v. Being a regulator, SBP is committed to improving the External Audit 

function of the banks and other financial institutions. In this regard, a 

framework on external audit function was issued in the year 2015 by 

revising the existing instruction in the light of recent developments in the 

field.  

2. Broadening of financial net  

Financial Inclusion SBP has taken numerous steps, in its regulatory 

capacity, to promote financing and provision of financial services in areas 

such as agriculture finance, microfinance, SME financing, Housing and 

infrastructure finance, branchless banking etc. The objective is to have a 

wide and diversified canvas of financial net which could capture a large 

chunk of population that is partially or fully excluded from financial 

services. The growth trend in all these areas has been exponential during 

last few years. 

3. Institutionalizing Financial Stability Framework at SBP 

The global financial crisis (GFC) of 2007-08 highlighted that micro-

prudential surveillance is not sufficient for ensuring financial stability of 
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the system. Hence, the broader concept of financial stability emerged 

which encompasses both micro and macro prudential supervision. 

Taking cue from international developments, SBP has recently designed 

and implemented a more focused Institutional Framework of financial 

stability in Pakistan. Under the proposed framework, a Financial Stability 

Executive Committee (FSEC) has been constituted within SBP to improve 

coordination and cooperation within the bank. The Committee serves as 

a forum for discussion on stability issues facing the financial system, 

taking decisions thereof for ensuring and enhancing the stability, and 

facilitating enhanced cooperation and coordination among various 

departments of SBP for managing the financial stability issues. An 

independent Financial Stability Department (FSD) has also been 

established in SBP in December 2015, with the objective of effectively 

carrying out financial stability related tasks and bringing issues to the 

notice of FSEC.  

4. Financial Market Infrastructure   The SBP has consistently supported 

use of technological advancements in improvising service delivery by the 

banks and introducing innovative products. SBP’s focus and efforts 

resulted in significant infrastructure, standardization and regulatory 

development in the Payment Systems arena during the last decade. These 

efforts have also led to digitization of payments for government, 

businesses and individuals which will not only help in smooth functioning 

of the real economy but also in maintaining financial stability and 

promoting economic growth.   Source: SBP 

The deposits of the Islamic banks were 390 billion rupees which increased to 1375 billion 

rupees in 2015. Its share in banks’ deposits increased from 7% (2010) to over 13% (2015). 

Moreover, the SBP also initiated National Finance Inclusion Strategy (NFIs) which is 

focused on promotion of digital banking and linkage with international financial market and 

improve capacity and financial services. An access to finance survey was completed which 

will provide guidelines to formulate policy for financing different sectors.  Besides, centre for 
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Excellence in Islamic Finance Education was launched to meet the growing needs for 

Islamic banking and finance. The government also changed its policy for borrowing from 

private financial institutions rather SBP. 

From the last five years, Pak rupee is stable against dollar, rather gained value. In spite of 

all above, it appears that Pakistan is moving forward to stabilize its economy and monetary 

policy is playing significant role in its stability and promoting economic growth.  

20. Emerging Monetary Issues 

 It is a sheer dilemma that he Monetary Policy of Pakistan has never enjoyed 

independence.  Over time, it has been realized to allow autonomy to the State Bank so that 

it can conduct independent Monetary Policy. The monetary policy is a safeguard against 

Fiscal Policy damages; due to political interests of the government. Therefore, autonomy of 

the SBP is essential for safeguard of the economy. A limited autonomy has been there but 

still Monetary Policy is not able to exercise its power to play its role in strengthening and 

stabilize currency and economy. Thus, until and unless autonomy is granted to SBP, the 

monetary policy cannot play its due role in the economy.  

 The financial market has gone through several changes. There was a time when over 

90% of the financial market was in the hands of government. The banks were nationalized. 

The role of SBP was limited, since full control was exercised on monetary development. It 

hindered the growth of the financial market. The financial market of Pakistan is still not fully 

developed. There is a need that SBP must play its role to strengthen the financial market. 

Monetary infrastructure is still not fully developed.  

 The SBP is still following old methods to control money supply; through discount rate 

and open market operations.  The SBP must come up with new methods to control inflation.  

The SBP had a conference on targeting inflation but there was no outcome of such 

discussions. In the 2000s, inflation in Pakistan was due to international factors. Pakistan 

has opened its economy. However, it is not benefitting much from such liberalization. Its 

industry is turning to be non-competitive and inflation was out of control. Only after the fall 

in energy prices, at international, level has led to decrease in inflation. It is a responsibility 

of the SBP to come up with such tools to protect against international shocks like recent 

high inflation.  
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 Pakistan has been suffering from money laundering. The SBP has taken some steps to 

safe 

 guard money laundering, as stated in the above reforms, but these measures have not 

been much effective. The SBP has to come with strong mechanism to protect the country 

from outflow of its assets. As long as the head of SBP is appointed on political basis, neither 

SBP can get neither autonomy can be exercised nor SBP can come up with effective 

policies, which may be consistent with Fiscal policy. Competent governors have resigned 

due to political interferences. Such interferences have weakened the institute, rather to 

make it effective. The SBP is always ready to finance the deficit whenever approached. High 

deficit has imposed heavy cost, in terms, of inflation on the country.  

 Pakistan is still cash based economy. There is need to convert it in to modern monetary 

instrument and expansion of the financial market. It is general perception that even the stock 

market is driven by the few self-interest motivated personals. It needs to be properly 

regulated and safeguarded. Regulations may have been quiet good, but problem lies in 

implementation of the rules. It has been stated that over ten billion dollars fly out of the 

country sand there is no institution in Pakistan which may have been able to prevent it. 

 The Islamic Banking is flourishing well but it still is limited to few major urban areas. A 

large segment of the population is not even aware of such developments. There is a need 

to expand Islamic banking system across the country. Besides, in spite of earning huge 

profits, the foreign banks are losing interest and they are moving out of country. An important 

need is to regulate and create healthy competition among these banks. The international 

and large banks are not much interested in small borrowers and they avoid micro credits. A 

balance is needed so that these banks can also help in the development process of the 

country’ rather just reaping their own profits. 
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CHAPTER: 8 

 

Economic Fluctuations, Monetary Policy and Their 

Impacts on Output 

 

1. Introduction 

An impact of Monetary and Fiscal Policies is well known to manage economy, since these 

policies have significant effect on the economy; i.e. both policies are important to influence 

the economy. These policies counter each other and could act as complementary, as well 

as, supplementary in terms of if one policy is used to gain political benefits, while ignoring 

national interest, then the other policy can act to encounter such impact.  If government 

uses expansionary fiscal policy which is likely to increase inflation and therefore negatively 

affect the economy then monetary authorities may act to use tight monetary policy to 

counter its impact. It is one of the very reason that monetary policy must be independent 

i.e. the central bank must decide independently and should not work under the influence 

of government. However, in developing countries monetary authorities are hardly 

independent. These countries are learning with the passage of time and are moving 

towards independence of monetary authorities. In Pakistan, up to very recent, the monetary 

authorities were under the full control of the public sector. Presently, it is claimed that 

monetary authorities have been authorized and autonomy has been granted to make 

independent decision.  However, still the State Bank has to learn to exercise its autonomy; 

still far away from autonomous decision. Monetary authorities has to make a decision what 

to target for effective monetary policy i.e. money supply, interest rate or inflation. There is 

an ample literature on the effective targets of monetary policy. In this chapter, it will be 
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explored whether targeting interest rate, inflation or money supply will be the right 

decision.131. 

Friedman and Meiselman (1963) contributed to literature by identifying the role and 

contribution of monetary policy.  The main objective of their study was to test whether 

monetary or fiscal policy was more important for the determination of nominal income. The 

Keynesian and monetarist intensively debated the relative importance of monetary and 

fiscal policy. This debate settled with recognizing the role of monetary policy in the 

economy. There is growing consensus, based on both historical analysis and econometric 

evidences that the long-run effects of money fall almost entirely on prices with a little impact 

on real variables.  Most economists also believe that monetary shocks can have important 

effects on real variables such as output in the short-run.  There is not, however, consensus 

about how to explain these short-run effects on the output. As Mankiw (1989) points out, 

“The debate over the source and propagation of economic fluctuations rages as sternly 

today as it did fifty years ago; in the aftermath of Keynes’s  pioneering contribution; The 

General Theory of Employment, Interest and Money and in the midst of the Great 

Depression.”  The theories that explain the short-run effects of money supply on real output 

can be classified into two groups: disequilibrium theories and equilibrium theories. 

Disequilibrium theories also known as Keynesian theories of output determination view 

wages and price rigidities as the main cause of output fluctuations (Fischer, 1977; Taylor, 

1980). Let us briefly consider Keynesian theory of output determination in terms of 

aggregate demand (AD) and aggregate supply (AS) frame work. The important issue in 

Keynesian theory is not the source of shocks or the transmission mechanism, but how the 

economy responds to these shocks. Consider a decline in the money supply which shift 

AD curve to the left. In the short-run, the prices being fixed the AS curve is perfectly elastic. 

Thus, leftward shift in the AD curve moves the economy to the lower level of output. 

Eventually downward pressure on prices would move the economy back to its natural rate 

at lower prices. Thus, according to Keynesian theory, changes in money stock, whether 

                                                           
 

131 . This chapter is based upon earlier work of the author along with Chowdhry Munir A.S and et. al published in the Pakistan 

Economic and Social Review ( 2005).The title was  Equilibrium Vs. Disequilibrium Theories of Business Cycles…. 
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anticipated or unanticipated have their greatest short-run effect on real output and 

employment; not on prices. A fundamental proposition of Keynesian theory is that effects 

on output do not die quickly; the process may take an unacceptable long period of time. 

Keynesian believes short-run lasts long enough to matter. Another point of the Keynesian 

theory is that money supply is determined endogenously by money income and hence 

output and inflation leads money changes.   

Equilibrium business cycle theories consider the short-run fluctuation in output to be 

consistent with a state of equilibrium, depending on whether they emphasize monetary or 

real shocks as the major source of cyclical change. These theories can be divided into 

monetary and real business cycle (RBC) theories. Monetary theories include the 

monetarists and the rational expectations or new classical models. Friedman (1968) and 

Phelps (1969) independently altered the Walrasian model to provide the monetarist theory 

of output determination, which could account for the observed short-run fluctuations in 

output. In the Walrasian model, where all agents possess complete information, the 

assumption of complete flexibility of wages and prices assures that increase in the general 

price level will be unable to create dispersion between actual and anticipated real wages. 

Thus, the effect of a price increase in the Walrasian model will be a proportionate increase 

in nominal wage, leaving real wages, employment and output unchanged. Friedman–

Phelps retained the Walrasian assumption of complete flexibility of wages and prices but 

the assumption that all agents possess complete information. In their model, price level is 

perfectly perceived by producers but not by workers. Producers use current price to 

evaluate real wages and workers use perceived price level (adaptive expectation) to 

evaluate real wages. An increase in the price level will lower the real wage and this will 

increase the demand for labour. The nominal wage rate will increase. Because the increase 

in the price level is not fully perceived by workers, they interpret the increase in nominal 

wage rate as increase in real wage rate, and therefore the supply of labour will increase. 

This will increase employment and output above full employment level. In the long-run, 

workers perceived price level and actual price level will be same and the employment and 

output will be back at its full employment level. 

The neo-classical (Lucas, 1972; 1973) model is an improvement on the Friedman-Phelps 

model, in which assumption of asymmetry of information is replaced with symmetry of 
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information for all economic agents and the assumption of adaptive expectation is replaced 

with rational expectation. This model is based on the assumption that individuals have 

imperfect information regarding prices. According to Lucas, a producer’s decision to 

change output level depends on the change in relative price not on the change in the 

general price level. If the change in the price of a product is due to the change in the general 

price level, it does not pay to change the output level because the real wage and real profit 

remains unchanged. In this model, if an increase in the general price level is perfectly 

anticipated, it has no effect on employment and output. However, an unanticipated 

increase in the general price level is confused with the relative price increase that leads to 

temporarily change in output from its full employment level. 

“The essence of monetary theory is that money supply is exogenously determined and 

when money supply increases, real output will increase more rapidly than the price level 

increases but real output will die down more rapidly than prices. In Real Business Cycle 

Theory (RBS) theory, the residual that generates output fluctuations is the deviation of 

labour productivity from its model predicted value. The model used in RBC theory holds 

that average labour productivity is positively related to the amount of capital per worker in 

the economy. The difference between growth in actual labour productivity and its model 

predicted value is called the Solow residual, named after Robert Solow, who developed 

this idea. A positive Solow residual indicates an improvement in the economy’s 

technological capability brought by new inventions (Chatterjee, 2000). In RBC theory, 

fluctuations in Solow residual are seen as a major cause of business cycles (Kydland and 

Prescott, 1982); King and Plosser, 1984). For example, when Solow residual rises above 

its normal level, the firms are motivated to invest in new plant and equipment to take 

advantage of new and improved technology. To meet the increased demand for investment 

goods, firms demand more workers that cause rise in real wages. Because of inter-

temporal substitution of labour, higher real wages leads to increase employment and 

output. Similarly, RBC theorists explain recessions as periods in which Solow residual fall 

below normal level because of inadequate level of technological progress. This leads to 

lower demand for capital goods, the demand for labour and real wages fall which reduces 

the incentive to work, causing employment and output to fall”. 



292 

 

In contrast to both Keynesian and monetarist theories, RBC theory embraces the classical 

dichotomy. It accepts the complete neutrality of money, even in the short-run. That is 

nominal variables, such as money supply and price level, are assumed to have no effect 

on real variables such as output and employment. According to RBC theorist, money 

supply is endogenous: fluctuation in output leads to fluctuation in money supply. For 

example, fluctuations in output due to technological shocks cause fluctuations in the 

demand for money and thus fluctuations in the interest rates. The monetary authorities, in 

an attempt to reduce the fluctuations in interest rates, respond by changing the money 

supply to accommodate the money demand. Thus, endogenous response of money to 

output fluctuations gives the illusion that output fluctuations are caused by monetary 

shocks (Mankiw, 1989). 

Since the development of these theories, a number of empirical studies have emerged that 

are mainly concerned with testing them for developed countries. Recent studies by Sims 

(1980, 1992), Bernanke and Blinder (1992), Thoma (1994) and Cook (1999) among others 

have provided mixed empirical results. Very little work has been done to test the validity of 

these theories for new emerging economies. The purpose of this paper is to test the validity 

of the Keynesian, monetary and RBC theories, using data from developing economies like 

Pakistan and India. 

 An error-correction model has been developed to explain inflation in Pakistan and its 

comparison with India. Moreover, co-integration, unit-roots and estimates of error-

correction model are analysed to draw policy conclusions.  Moreover, for policy guideline, 

variance decompositions and impulse responses are calculated from vector error 

correction model. Based upon empirical evidences conclusion are drawn and the results 

are discussed to see which theory is supported by Pakistani data and conduct of policy. 

Then it is compared with Indian economy; empirical evidences.  

2. Application of an Error-Correction Model and Inflation 

“In both equilibrium and disequilibrium models the price level represents a basic variable, 

because prices adjust to clear money and output markets. To study the behaviour of price 

level in Pakistan and India, we consider a weak form of the quantity theory of money 
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because the strong functional form of the quantity equation MV=PY may not be correct 

empirically. The weak functional form states that velocity (V) depends on the interest rate 

and may not be constant even in the long run. Furthermore, if the equation is expressed 

as demand for money equation (M/P =Y/V), the income elasticity of unity may not be correct 

empirically. Thus, in weak functional form, with output (Y) held constant, price level (P) 

tends to increase as money supply (M) increases, with M held constant tends to increase 

as Y decreases; and with P held constant, Y tends to increase as M increases (Chow and 

Shen, 2004). The error-correction inflation model has two parts. The first is long-run 

equilibrium relationship.  Figure 1 plots log (P) against log (M/Y) over the entire sample 

period”.  

                                                       Figure: 1    Pakistan 

 

                                                                     Fig. 1.1 India 
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Overall, the plotted relation suggests that in long-run, the relationship between log (P) and 

log(M/Y) is approximately linear for both countries. Therefore, the    following long run 

Equilibrium price level function may be specified as: 

ttttt uRYMP  )log()log()log()log( 3210  …………. (1)       

We have added the interest rate variable ( tR ) because change in the interest would affect 

the price level through its effect on the velocity of money. The parameters 321 α and α,α  

measure respectively the long-run money, income and interest rate elasticities. The tu  is 

the long run random disturbance terms. 

The second part of the model is a dynamic error-correction equation of the following form: 
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Where tε  is the short-run random disturbance term; Δ  is the first difference operator; 
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in  = number of lags, 1tu  is the lagged value of the long-run random disturbance term. 

According to Engle and Granger (1987), if variables in equation 1 are integrated of order 

one I (1) and co-integrated, then the short-term disequilibrium relationship between them 

can always be expressed in the error correction form as given by equation 2. This is the so 

called Granger representation theorem, and is one of the most important results in the co-

integration analysis. 

The Engle-Granger two-step procedure, outlined in equation 1 and equation 2, has been 

criticized on the grounds of the small sample bias in the ordinary least square (OLS) 

estimation of the co-integrating equation 1. This bias carries over into the estimates of the 

disequilibrium errors and hence into second stage estimates of the short-run parameters 

obtained from equation 2. This problem of small sample bias led Banerjee et al. (1986) to 

suggest that it may be preferable to carry out the estimation of long-run and short-run 

parameters in a single step. If we substitute true disequilibrium error from equation 1 into 

equation 2, we obtain a combined equation: 
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Where: 000 λαβδ  ,   λδ1   

12 λαδ  ,         ,λαδ 23  34 λαδ   

“Although )log( 1tP , log(Y 1t ), log(M 1t ) and )log( 1tR are I(1) variables, OLS estimation 

procedure can still be applied, since, assuming co-integration, there is a linear combination 

of these variables that is stationary I(0). Thus, consistent estimates of equation 3 can be 

obtained using OLS method and all parameters of equation 1 and equation 2 can be 

recovered from equation 3. For example, the error correction coefficient 
1δλ  ; the long 
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run effect of 1% change in money supply on the price level is measured by 
1α )δ/δ( 12

; the long-run effect of 1% change in real output on price level is )δ/δ(α 132  ; and the 

long run effect of 1% change in the interest rate on price level is ).δ/δ(α 143  ” 

3. Tests for Co-integration 

“To get reliable estimates of equation 3, the implicit assumption is that variables in equation 

1 are I(1) and co-integrated, hence, we must first test whether the variables included in 

equation 1 are non-stationary and co-integrated. Two tests for co-integration have been 

posed in the literature, Engle and Granger (1987) and Johansen and Juselius (1990). In 

the multivariate case, if I(1) variables are linked by more than one co-integrating vectors 

then the Engle-Granger procedure is not applicable. The test for co-integration used here 

is the likelihood ratio test as proposed by Johnasen and Juselius (1990). This method 

involves estimating the following unrestricted vector autoregressive (VAR) model”: 
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tε ……………………  (4) 

 The variable  tΧ  is a k vector of I(1) variables, in our case 

)]log(),Υlog(),log(),Ρ[log( ttttt RMX  , k is  the number of variables in the model; 

four in this case, b is k 1  vector of constants, the P is the number of lags of the variable, 

sjΑ  are k k  matrices of coefficients determinants  to be estimates. tε is a 1k  vector 

of Gaussian errors. If tΧ is co-integrated, it can be transformed into a vector error 

correction form: 
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I is a k k identity matrix and Δ is the difference operator. 

“As per the Granger representation theorem, If Π  has a reduced rank r < k, then there 

exist k r matrices such that Π = αβ , where α  represents the speed of adjustment to 

disequilibrium while β  is a matrix of long-run coefficients. Thus, the term 1Χ'β t  is 

equivalent to the error-correction term. Johansen’s approach centres on estimating the 

matrix Π in an unrestricted form, and then testing whether the restrictions implied by the 

reduced rank of Π can be rejected”. 

The number of the independent co-integrating vectors depends on the rank of ,Π which in 

turn is determined by the number of its characteristic roots that differ from zero. Johansen 

provides two different test statistics to test for the nonzero characteristic roots, the trace 

test and the maximum eigen value test. The trace test statistic ( traceλ ) tests the null 

hypothesis that the number of distinct co-integrating vectors is less than or equal to r 

against the alternative hypothesis of more than r co-integrating vectors. The trace test 

statistic is defined as: 

                              

)λ1(ln)(λ
1

j

k

rj

trace Tr  
  

where T is the number of  usable observations and s'λ are the eigen  values of Π . The 

maximum eigen value test statistics ( maxλ ) tests the null hypothesis that the number of 

distinct co-integrating vector is r against the alternative hypothesis of r +1 co-integrating 

vectors. The maximum eigen value test statistic is defined as: 

)λ1ln(Τ)1,(λ 1max  rrr
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“Johansen and Juselius (1990) provide critical values for the two statistics. The statistical 

distribution depends on the number of non-stationary components and model setting of 

drift and trend term. To determine the non-stationary components, it is necessary to choose 

the length of lags for the VAR portion of the model. We use the Akaike Information Criterion 

(AIC) and the Schwarz Bayesian Criterion (SBC) to select the lag length of the VAR system. 

The lowest values of AIC or SBC to select the lags gives the most desirable model”. 

4. The Data and Description of Variables 

“The data used are annual and cover the time period from 1953 through 2003 for Pakistan 

and 1953-1997 for India. The needed data series were not available up to 2004. Real GDP 

(Y) is used as a proxy for output. M is narrow definition of nominal money stock. The price 

level (P) is measured by the GDP deflator. R is short-run term interest rate measured by 

call money rates. For India, call money rates are not available after 1997. The data on 

government bond yield is not available after 1985 and the data on lending rate starts only 

in 1978.  Thus, the sample size for India covers 1953-1997. Data on all variables are taken 

from International Financial Statistics, online service”.  

5. Unit Root Test Result 

Inflation equation 3 includes the levels and first differences of the price level, money supply, 

and real output and interest rate. To test for stationarity in these variables, we use 

Augmented Dickey-Fuller (ADF) and Phillips–Perron (PP) unit-root tests. The results are 

given in in table 1. The ADF test is applied by on the following model: with and without 

trend variables (t): 

10 ββΔΧ t t + t

n

i

ititX εΔΧαδ
1

1  


 ……………………. (6) 

The number of lagged differenced terms (n) is determined by Akaike Information Criterion 

(AIC). After estimating the equation, we test the hypothesis whether .0δ   In ADF test, 

lagged difference terms are included to remove possible serial correlation in the error 

terms. The PP test uses nonparametric statistical methods to take care of the serial 

correlation in the error terms without adding lagged differenced terms. The results indicated 
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that null hypothesis of unit-root ( 0δ  ) cannot be rejected for any variable in the level 

form132. However, the null hypothesis of unit-root is rejected for all variables in the first 

differenced form at 5% level. Thus, our test results show that all variables are I(1).    

Moreover, co-integration of the variables is also estimated. The unit root test results imply 

that all variables are I(1). If variables are co-integrated, then equation 3 can be estimated 

by ordinary least square and estimated parameters are not subject to spurious regression 

phenomenon. The co-integration test was also performed to specify lag length. Before 

running co-integration test, there is a need to specify the lag structure. It is important 

because a lag structure which is too high may over parameterize and, therefore, reduce 

the power of co-integration test.  

In order to investigate the optimal lag structure both Akaike Information criterion (AIC) and 

the Schwarz Bayesian Criterion (SBC) for various lags (1-4) were also applied. The results 

suggested a lag of (1) for both Pakistan and India. In order to identify the number of 

significant co-integrating vectors, relevant Johansen`s test has been applied.  Beside other 

tests like trace tests is applied to identify the number of significant co-integrating vectors.  

6. The Estimated Error-Correction Model: Inflation Results 

 “In the case of Pakistan and India, the results of the test show that first differences of the 

variables in equation three are stationary but the levels of the variables are non-stationary. 

Johansen co-integration test shows co-integrating relationship among the non-stationary 

variables in equation 3. Thus, equation 3 can be estimated using OLS method. The results 

of estimating equation 3 are as given in table 3. As can be seen from table 3, estimated 

error-correction model of inflation provides reasonable point estimates of the short-run and 

long-run parameters. The quantity theory of money states that in the long-run the quantity 

of money has a direct and proportionate effect on the price level and the output has a 

negative and inversely proportionate effect on the price level. Our test results show that 

long-run elasticity of the price level with respect to money supply is  0.240/0.261 = 0.92 for 

                                                           
 

132 . The results are not reported here. 
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Pakistan and 0.458/0.578 = 0.79 for India. F-statistic for testing the null hypothesis that 

long-run elasticity of price level with respect to money supply is equal to 1 is 0.69 for 

Pakistan and 3.90 for India; the hypothesis that long-run elasticity of price with respect to 

money supply is not different from 1 for both countries is accepted at 5% significance level. 

The long-run elasticity of price level with respect to real output is -0.212/0.240 = -0.88 for 

Pakistan and -0.126/0.578 = -0.217 for India. The F-statistic for testing the null hypothesis 

that long-run elasticity of price level with respect to output equal to -1 is 0.47 for Pakistan 

and 6.07 for India, the hypothesis that long-run elasticity of price level with respect to output 

is not different from -1 is  supported for Pakistan but rejected for India. Thus, evidence 

presented from the error-correction equation 3 shows that strong version of quantity theory 

of money is supported for Pakistan and the weak version of quantity theory is supported 

for India. The residuals of this error-correction model are plotted in figure 2 to examine how 

well it explains the data”.  

Figure 2:   Plot of Residuals Pakistan 
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Plot of Residuals for India 

 

Table 1   Dependent Variable Δ log ( tP ) 

Independent  

Variables 

Pak. Estimated 

Coefficients 

India 

Est. Coefficients 

Constant -0.321  (1.05) -6.980 (3.41) 

)log(Δ 1tP
 

0.507  (0.11)  

)log(Δ tM
 

0.162 (0.06) 0.219 (0.15) 

)log(Δ 1tM
 

 -0.284  (0.19) 

)log(Δ tY
 

0.111 (0.14) -0.284 (0.34) 

)log(Δ 1tY
 

0.250 (0.14) -0.982 (0.28) 

)log(Δ tR
 

0.060 (0.01) -0.044 (0.03) 
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)log( 1tP
 

-0.261 (0.05) -0.578 (0.14) 

)log( 1tM
 

0.240   (0.05) 0.458 (0.12) 

)log( 1tY
 

-0.212 (0.07) -0.126 (0.18) 

)log( 1tR
 

0.027 (0.01) -0.005 (0.03) 

R2 0.7030 0.5505 

R 2 
0.6345 0.4280 

SER 0.027 0.0490 

)1(χ 2

 

1.50 2.17 

)2(χ 2

 

4.76 2.22 

Note: Standard errors of coefficients are in parentheses, )1(χ 2
  and )2(χ 2

 

 

 are Breusch-Godfrey LM test statistics for the presence of first and second-orde  

correlation in residuals, respectively. The null hypothesis of no first-orde 

 or second-order serial correlation cannot be rejected at 5% significance level.        

The above figure 2 shows that residuals for Pakistan are small and these do not exhibit 

above normal spikes in any time period. In the case of India, large residuals are observed 

for the years, 1958, 1977 and 1988. However, the model explains well the inflation for rest 

of the years. The error-correction model applied in this study explains well the price 

increases, as well as, price decreases for both the countries; India and Pakistan (table 1).. 

The parameters of the error-correction model are further evaluated for their structural 

stability. Table 4, presents results of the Chow test of structural stability over the period 
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1953 to 2003. The Chow test is implemented using the dummy variable technique and 

potential break points covering 1977 to 1986 are considered. 

As can be seen in the table 2, the F-statistics are quite low as compared with 5% critical 

value. Hence, the null hypothesis of parameter stability is easily accepted for both 

countries. The results of the stability test further support the validity of our error-correction 

model in explaining inflation in Pakistan and India. 

Table 2 Stability Test 

Break point F-statistics 

(Pakistan) 

F-statistics 

(India) 

1977 1.48 1.01 

1978 1.33 1.07 

1979 0.77 1.07 

1980 0.96 1.21 

1981 0.96 1.01 

1982 0.51 1.14 

1983 0.41 1.19 

1984 0.46 1.16 

1985 0.46 1.65 

1986 0.43 1.64 

Notes: The reported F-statistics test the null hypothesis that slope dummies 

when added to equation 3 are jointly insignificant. The dummies take 

values 1 for observations greater than the break point and zero 

otherwise. The critical values of F-statistics at 5% level is F (11, 27) = 2.10. 

Sample size:1953-2003 
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7. Vector Error Correction Model 

 In this section we estimate a VAR explaining the vector tΔΧ
by 1Χ t and 1ΔΧ t . The vector 

tΔΧ
 include 

),Ρlog(Δ t ),log(Δ tM ),log(Δ tR
and

)log(Δ tY
. As the Johansen co-

integration test shows one co-integrating vector for Pakistan, we estimate VEC model 

assuming one co-integrating relation, the normalized co-integrating equation is  

1Χβ t = log(P 1t ) - 0.98 log(M 1t ) - 0.10log(R 1t ) + 0.97 log( 1Υ t ) -------1.4. 

For India, The Johansen co-integration test shows two co-integrating vectors. The 

normalized co-integrating equations for India are:  

1Χβ t = log(P 1t ) – 1.56 log(R 1t ) – 4.13log(Y 1t ) + 103.3 and  

5.121)Υlog(75.5)Rlog(04.2)Μlog(Χδ 1-t1-t11   tt .  

The standard errors of coefficients are given in parentheses. It is important to point out how 

the endogenous variables in VEC model respond to various shocks in the economy. We 

quantify the dynamic effects of various shocks on the endogenous variables by calculating 

the variance decompositions and impulse responses. The ordering of the variables in 

calculating variance decompositions and impulse responses are P, M, R and Y. Results of 

variance decompositions are presented in table 2. A number of interesting conclusions 

emerge from table 2. First, more than 60% of the variation in the forecast error of output 

growth is explained by monetary shocks and inflationary shocks in Pakistan and about 70% 

in India. This result is consistent with Keynesian and monetary theories but inconsistent with 

RBC theory. It is interesting to note that results presented in table (t-2), appendix) are also 

inconsistent with Sims empirical claim. “According to Sims (1980, 1992), the role of money 

in output determination is very minor when interest rates are also included in the system. 

His studies show that interest  rate play a leading role because the causal chain runs from 

interest rates to output to money to the price level”. 
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Examination of table (T-2, appendix), shows that interest rate shocks explain less than 3% 

of the forecast error variance of output growth in Pakistan and about 12% in India. Thus, 

interest rate plays a minor role when money is included in the system. Second, examination 

of variance decomposition of money growth shows that in both countries less than 5% of 

the forecast error variance is explained by output growth. The results do not provide support 

to RBC theory, which claims fluctuations in real output are the major cause of fluctuations 

in money growth. For Pakistan, variance decomposition of money growth shows that more 

than 44% of the forecast error is explained by endogenous variables which supports the 

Keynesian view that money supply is endogenously determined.   

“Having shown the dynamic effects of variance decompositions, we also look at the dynamic 

effects of monetary shocks on real output by calculating the impulse responses based on 

the VEC model. Figure 3 displays two standard deviation bands around the point estimates. 

The bold lines are point estimates. Impulse response functions at horizons 1-20 years have 

been computed. The ordering of the variables in computing response is  P, M, R, Y”.   

According to monetary theory the implications of monetary shocks will first affect for output 

over two to three quarters.  Such effects tend to vanish quickly. The effects on prices come 

some twelve to eighteen months latter and die out slowly. According to Keynesian theory 

the effects of monetary shocks on real output do not die down very soon. Examination of 

impulse response functions for both countries in figure 3 shows those effects of monetary 

shocks on output die out slowly over a long time horizon, supporting Keynesian theory of 

output determination. 
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Figure 3.3 Pakistan 
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These results are consistent with a recent study done by Bernanke and Mihov (1998). 

Bernanke and Mihov estimate a structural vector auto-regressive model and present the 

impulse response function for real GDP in response to monetary shocks. Their impulse 

response function shows large impact of monetary shocks on real GDP even after ten years. 

Thus, the empirical evidence presented in this paper both from variance decompositions 

and impulse responses support the Keynesian theory of output determination for both 

Pakistan data and Indian data. Empirical evidence presented in this study also has some 

policy implications for monetary authorities. Examination of variance decomposition of 

output growth in table 4 shows that forecast error-variance of output growth explained by 

change in interest rate shocks is very low for both countries. Thus, a clear choice for central 

Bank authorities to attain a stable path for output growth is targeting money growth rate or 

targeting inflation; as opposed to interest rate changes.  

8. Conclusion and Policy Implications for Monetary Policy 

The above empirical finding helped to test fundamental propositions of three theories of 

output determination, Keynesian theory, monetary theory and Real Business Cycle (RBC) 

theory for Pakistan and Indian data. In these theories, the price level represents a basic 

variable because prices adjust to clear the market. To explain the determination of price 

level error-correction equation was estimated. The evidences indicated that the 

specification of the factors affecting inflation do explain the Pakistani and Indian data well. 

On the basis of this error-correction model, a vector error correction model is estimated to 

provide evidence on the dynamics between prices, money, interest rates and real output. 

The empirical results suggest that effects of system shock support the disequilibrium 

(Keynesian) theory for both Pakistan and Indian data. For both countries, interest rate 

shocks explain relatively small variation in output growth than inflationary shocks or 

monetary shocks. Thus, the clear choice for monetary authorities to attain a stable path for 

output growth is by targeting money growth rate or inflation targeting as opposed to interest 

rate targeting. 

In Pakistan, monetary authorities have been targeting money supply by adopting open 

market operation and/ or changing discount rate. The SBP had been considering targeting 

inflation but it has not been a part of policy. Further research is needed to come with 
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decision to target inflation. The recent inflation in Pakistan was a result of foreign sector’s 

influence; i.e. impact of increasing prices of oil and other imports.  Thus, monetary 

authorities may not have much control to reduce such inflation which is imported from 

abroad.  It has also been observed that inflation in Pakistan has come down, mainly due 

to fall in international oil prices. It needs to be further explored that how much central bank 

authorities may influence such imported inflation? 

Appendix Tables 

The standard errors of coefficients are given in parentheses (See appendix T-1)  
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CHAPTER: 09 

 

Part III: Manpower and Employment, Unemployment and 

Underemployment  

 

1. Introduction 

Human capital plays a major and vital role in the economic development of any ratio. 

Therefore, it is the quality of labour force which accelerates economic growth. Thus, human 

resources are the backbone of any economy. Its development and efficient utilization must 

be the core of any development policy. The research on the contribution of human 

resources is multidimensional. The utilization of factors of production depends upon the 

quality of human resources. The human capital contributes a lion’s share in enhancing 

productivity; (total factor productivity). Kendrick (1961), Dennison (1962) and Kuznets 

(1962), clearly stated that almost 2/3 rd. contribution towards economic growth has been 

contributed by the human resources133. It is the very reason that developed countries grew 

fast, since they realized the importance of human resources as early as in the 1960s. On 

the other hand human resource development is hardly a priority in developing countries. 

The emerging economies also pay adequate attention to develop human resources and as 

a result they grow rapidly. First, in developing countries hardly all children find a school for 

their education and training. Even after seventy years of development, in Pakistan these 

are more than 20 million children who are out of school; it is on the face over 40% 

population which is already suffering from illiteracy. In Pakistan, hardly 5% of its GDP is 

spent on the education and health which directly contribute to improve and develop human 

resources. Secondly, a large segment of labour force is suffering from unemployment in 

                                                           
 

133. All these studies identifies in early 1960s that the growth of US economy is due to human resources.  There has been similar 

findings pertaining to other developed countries. Human resources are a source of inventions, innovations and efficient 

utilization of other factors. 
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Pakistan, which is a waste of human resources. In other words, Pakistan lacks in capacity 

to utilize its human resources to exploit development potential. Pakistan is unable to tap its 

ideal land resources which exists more than three million hectares in Baluchistan to be 

brought under cultivation, if water for irrigation is made available by making public 

investment in this sector. Pakistan exhibits a large gap between its economic growth and 

human resource development. It appears that there is a divorce between economic and 

social as well as human development in Pakistan. Pakistan falls very low, as per Human 

Development Index (HDI) is concerned It is ranked 178th country in the world, as well as, 

HDI is concerned. The stringent fiscal policies and neglect of human resources in the 

1970s, 1980s and 1990s led to sharp decline in development expenditures while a major 

chunk of non-development expenditures kept on increasing. This situation emerged as a 

result of many years of mismanagement and neglect of human resources in Pakistan. The 

focus on human development and resultant employment generation seems to have a 

secondary objective of economic planning and development policies in the country. The 

generation of employment matching with growing labour force has never been the major 

focus of development plans in Pakistan. The figures for employment generation and a 

chapter on manpower were added to the plans at the end of plan preparation, just for 

beauty of the development plan.  These figures were estimated, based on the investment 

plan; not as a major objective to create jobs to absorb the growing labour force. As a result, 

unemployment reservoir kept on increasing, which hardly was concern of economic 

managers. Thus, unemployment of manpower not only led to waste of human resources 

but it also became a hurdle for economic development, inclusive growth and ultimately 

severe economic problems emerge like poverty, crimes and law and  order etc. These 

economic issues like poverty emerged over time and became a bottleneck for economic 

development.  

Mass unemployment is one of the most perennial issues in Pakistan. However, 

underemployment is even severe than open unemployment. It has wide implications like 

reducing living standard; increase in income inequality, low productivity and output growth; 

below the potential level. It also adversely affects human in terms of psychological distress 

and sense of deprivation. Moreover, it raises poverty level, which results in denial of basic 

needs; since unemployed do not have enough income to meet basic necessities of life. As 
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a result, the human resources are not fully developed i.e. human capital is not created. 

With the mass unskilled and low educated labour, a country cannot compete 

internationally; therefore, its growth is limited to its own boundaries. Demand constraints 

become a hurdle for its expanding exports. Moreover, the country cannot absorb new 

advanced technology; since it is far away from knowledge economy. The knowledge 

economy remains a dream and far away from its borders. Hardly, any university in Pakistan 

is among the top 200 universities of the world.  The education institutions are suffering from 

poor quality of education and training. These all above, act as a blockage for its’ economic 

growth and, particularly inclusive growth cannot be achieved in the absence of literacy and 

human development. 

The aggregate output is produced in proportional to the available inputs i.e. labour and 

capital; human capital also generates other forms of capital like social capital, which 

accelerates economic development. The high and increasing trend of unemployment, 

above its natural rate of unemployment, reduces output below the full employment level134. 

The economic policies must have the first and foremost target to address unemployment 

since it is the core of many economic problems135. The developing countries are mostly 

labour abundant but due to lack of investment these human resources cannot be 

developed as human capital or adequate employment can be generated to absorb the 

growing labour force. Moreover, public policies are seldom directed to develop human 

resources and to generate employment opportunities. The result is that unemployment is 

bound to emerge. It leads to unemployment and underemployment, i.e. wastage of 

resources. The importance of human resources, employment and unemployment may be 

narrated as given below. 

“Paul Krugman (1991) emphasis that unemployment, productivity and income 

distribution are the most important and significant factors in the economy. If these 

are managed well and moving in the right direction then nothing else can go wrong. 

                                                           
 

134Macroeconomics by N. Gregory  Mankiw. Eighth Edition page 177. 
135. Unemployment leads to poverty, lack of income to send children to school, deprivation of health (poor 
health) and unemployed become burden upon society.  
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However, if these factors are not efficiently utilized then nothing can go right 

because these factors are interlinked through various means”. 

 The population growth rate in Pakistan has decreased over time; i.e. from 3% (1960s) to 

1.95% annum (p.a.), recently, which is still higher than the average population growth rate 

of South Asian countries. The population of Pakistan has already exceeded 195 million. 

The World Population A forecast indicated that the population of Pakistan will reach to over 

360 million people by the end of the year 2050. At present, Pakistan holds sixth populous 

position in the word136 and it is 10th largest country in the world, given its’ size of labour 

force. About 25-30% of its population consists upon youth who are looking for job. There 

is a need to utilize this young energy for development of the country. Since 2005-06, in the 

last ten years its labour force has increased by almost 20 million. i.e. it reached to over 65 

million in 2015-16. However, its job creation capacity is not matching in any way with the 

growth of labour force. It indicates that over 7 million unemployed people are added to the 

unemployed reservoir of labour force. It constitutes over 8 per cent of labour force that is 

backlog of unemployment. It is over and above the underemployment, which is even 

higher; particularly in the rural areas. Moreover, every year more unemployed labour force 

is added to unemployed reservoir; since the low economic growth is not creating enough 

jobs for the growing labour force. If this gap persists over the years to come, unemployed 

labour force will become threatening issue. The economic growth was less than 3.5 per 

cent (2014-15), and around 5% in 2016-17. The target for the same is 6% for 2017-18. All 

these growth rates are unable to absorb the growing labour force. The economic growth 

must be over 7% per annum to absorb the new emerging labour force. It may be noted that 

such an economic growth has not been achieved from decades in Pakistan; with the 

exception of one year during Musharaf era. Thus labour force continued to grow at faster 

rate and economic growth was unstable, as a result unemployment continued to grow and 

was hardly ever a part of economic policies in Pakistan. 

Open unemployment, as estimated by officials, seem very low and do not match with the 

ground realities.  The official definitions of unemployment adopted for such survey are 

                                                           
 

136. Pakistan Economic Survey of 2014, chapter 12. 
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faulty; therefore, it leads to under identification of unemployment rate.137 On the other hand, 

under employment figures are double than the open unemployment. Thus, if under 

employment is converted to open full unemployment, then, unemployment may exceed 10 

per cent. In the first place, unemployment spell has not been of much concern of the 

responsible economic managers of the economy, and secondly, hardly there is any serious 

efforts made to address the issue. Thus, firstly, there is a need of proper identification of 

unemployment issue, and then secondly, economic policies must address this issue on top 

priority. To fully understand the problem of unemployment more accurate and reliable 

indicator of duration adjusted unemployment spell need to be estimated, which is hardly 

addressed in the official estimates of unemployment figures. Thus, if underemployment is 

converted into fully unemployed then actual unemployment is higher than the officially 

estimated unemployment rate. There are few studies which have focused on the issue138. 

 Presently, the open unemployment is around 6 per cent; as stated in the Labour Force 

Survey 2014 and it is over 5%, as reported in the Pakistan Economic Survey 2015-16. It is 

hard to belief on these official unemployment rates, as it does not match with the real level 

of unemployment in the country. Thousands persons apply for few positions, which 

indicates the high level of unemployment. It appears that the official figures are understated 

and underestimated; due to not utilizing international definition for measuring 

unemployment. There is a limited body of literature pertaining to duration adjusted 

unemployment rate in Pakistan. Only few studies have calculated real rate of 

unemployment i.e. Zulfiqar, K. & Chadhuary, M. Aslam (2007) and Chadhuary, M. Aslam 

& Hameed A. (1999) and Imran (2016-17). The latest study has been conducted by Imran, 

Z. (2016) and Imran Z. and Chaudhary M. Aslam (2016-17), which indicated that 

unemployment is more than double, as compared to officially reported unemployment, 

reported open unemployment. The findings of these studies are reported in this study. The 

fiscal policy and economic planning was hardly focused on employment generation in 

                                                           
 

137. For details of the issue see ET. Al. Chaudhary ET. Al.  (1999).As it considered a person fully employed even if he/she 
worked one hour during the reference week 
138 . Only under my supervision three M. Phil level thesis have been completed on this topic, which addressed this issue. Based 
upon the same research our studies were published in the journals and a book on Human resources (1999) also contains empirical 
evidences on the same. 
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Pakistan (Haq I , 1993). In the development plans, a chapter on manpower planning was 

added as beauty contrast and employment generation was indicated on the basis of overall 

investment plans. Employment generation, based upon actual level of unemployment was 

not a priority of the development plans and fiscal policy. These studies utilized duration 

adjusted unemployment spell to identify real level of unemployment in Pakistan.  There is 

hardly any other current study which has focused on the issue of unemployment and also 

may have estimated real unemployment figures. In this context, it is very important to 

understand and explore current actual level of unemployment phenomena on full scale to 

find out its level and effects on aggregate output.  

Qayyum, W. (2007) pointed out causes for unemployment in youth.  The study suggested 

that the causes of higher unemployment in youth were lack of education, lack of skills, and 

divergence between demographics of rural and urban areas, structural mismatch, 

inappropriate experience and gender discrimination. The aim of the study was to find out 

the reason of unemployment especially in youth. The data was gathered from labor force 

survey from 2003-04. The dependent variable was youth unemployment that was a 

dichotomous variable as it was qualitative and quantitative. The independent variables 

were demographic profile, personal profile and level of education. Province variable was 

included in order to find out how much each province was responsible for youth 

unemployment. The level of education variable showed the level of unemployment 

corresponding to every level of education. Similarly age group signified the burden of 

unemployment associated with particular age group and region elucidates the level of 

unemployment in rural and urban areas. The results showed that age was negatively 

associated with the youth unemployment. NWFP (now Khayber Pakhtunkhwa province 

(KPK)) was highly affected by the youth unemployment. Moreover, training was also 

inversely correlated with youth unemployment. It means that the training provided may not 

match with the growing job opportunities. 

Generally unemployment can be measured by three ways i) person rate of unemployment 

and ii) time rate of unemployment, iii) Modern criteria139. Recent research establishes that 

                                                           
 

139 . For details of these methods and results see Chaudhary M. Aslam and Hamid Abdul (1999). 
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these two measures of unemployment deliver inadequate information about actual degree 

of unemployment in a country. These methods do not represent actually how much labour 

force is suffering from unemployment140. Various studies are found in the literature that 

shows other measures to overcome this problem such as Paul (1992) and Borooah (2001). 

The literature on inequality of unemployment can be divided into two broad categories 

where one explaining the development of scalar measure which takes into account of the 

occurrence and distribution of unemployment in the society. The basis of this literature is 

on the belief as the society’s degree of aversion to inequality in the incidence of 

unemployment and on economic theory. Higher inequality in the burden of unemployment, 

means more and more labour force is underemployed, will cause unemployment rate to 

rise and will worsen the unemployment situation. The other part of the literature indicates 

that empirical distribution of unemployment, which is based upon the official unemployment 

rate. To explore the real unemployment situation in Pakistan, duration rate of 

unemployment has been calculated based on official data given in the labour force survey 

2014.  

2. Duration Adjusted Rates of Unemployment in Pakistan 

The duration adjusted unemployment rates are estimated with the help of Booroah’s 

methodology based upon duration adjusted unemployment rates. The total labour force in 

Pakistan is 60 million141 as given in the labour force survey of Pakistan 2014. The same is 

over 62 million for 2016-17. The duration adjusted unemployment may be calculated under 

different values of underemployment or partially employed. It may be noted that such 

partially unemployed persons may have been treated as employed in the labour Force 

Survey.  Thus, when all the underemployed labour force in the labour force are treated as 

full time unemployed142 the value for the sigma (), will be equal to zero (scenario one); 

means no one is underemployed. The results under this scenario are reported in the 

forthcoming table.  The value for the scenario two, which is based upon an assumption that 

40 per cent of the labour force is employed only for two months in a year. Based upon the 

                                                           
 

140 It does not account for underemployed labour force, which could be significant part of total labour force.  
141Labour force survey 2014. 
142 These underemployed percentages of labour are taken from the labour force survey- 2014.  
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same, the value of sigma ( = 0.4) is used to represent the value of inequality in the 

distribution of unemployment. It is calculated on the basis of underemployed labour force 

given in the labour force survey 2014. The working hour’s limits in a reference week are 

selected, 5 – 9 hours, 10 – 14 hours and 15 – 24 hours. The unemployment rates are 

calculated including this underemployed labour force. The results are analysed and 

reported in the following table. 

The table 1 shows duration adjusted unemployment rates for two scenarios143. Based upon 

different values of sigma (∑), under scenario one, which takes exactly the same 

underemployed labor force as given in the labor force survey 2014. Based on scenario 

one, if all the unemployed labor force, as official reported,  is unemployed for the whole 

year then  there will be zero value of inequality, sigma (∑ = 0). As a result, duration adjusted 

unemployment rate is the same as official unemployment rate, which is 6 percent per 

annum. Based on unemployment rate given in the labor force survey, (2014).Zulifqar, K. 

and Chaudhary (2007). Also see  Imran Z. & Chaudhary M. A.et. al. (2018). 

Under scenario one, unemployment increases to 8.4 per cent; under duration adjusted 

unemployment rate, while epsilon is taken as sigma,∑ = 0.4; showing people who only 

worked for 5 – 9 hours in a reference week, the unemployment increased to 16%; indicating 

high level of 

Table: 1 Duration Adjusted Unemployment 

2014 & (2004-5), % 

 Epsilon Scenario 1 Scenario 2 

∑ = 0 6.0 6.0 

∑ = 0.4 8.4 

16.0 

(14.7) 

Source: Calculated by the Imran Z. and Chaudhary M. Aslam. (2016-17). 

                                                           
 

143 . The empirical results are based upon Imran Z. (2016) and working paper on unemployment by Imran  Z. and 
Chaudhary M. Aslam. (2017). Scenarios 3 and 4 are not reported here. 
 See Chaudhary M. Aslam and Imran Z.. (2016-17). 
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unemployment too (scenario II). The figures for same were 14% for the year 2004-05144. 

Thus, unemployment as well as under employment both increase over time. Similarly, if 

labour force worked for 10-14 hours, then unemployment rate will be 18% (Scenario two). 

The unemployment rate will be even higher under the scenarios for higher sigma and less 

hours of work. Such results are not reported here145. 

3. Rural Unemployment in Pakistan 

 The official unemployment rate for rural labour force is 5 per cent in Pakistan (2014); while 

labour force for the rural area is 41.2 million146.  The table 11.2 provides, duration adjusted 

unemployment rate in Pakistan; under two scenarios. The rural unemployment rate is lower 

than the overall official open unemployment rate for Pakistan. The reason could be that the 

rapid migration from rural to urban areas for better job opportunities reduces open 

unemployment. Table 2 shows duration adjusted unemployment rates for rural areas for 

2014. Under scenario one, with zero value of  

                 Table 2 Pakistan Rural: Duration Unemployment Rates 

(2014) 

     Value of       Inequality Scenario  1  Scenario 2 

∑ = 0 5.00% 5.00% 

∑ = 0.4 7.00% 
14.00

% 

Source: Calculated by author based on unemployment rate given in the labor force 

survey 2014. 

 

                                                           
 

144 . The figures quoted for the year 2004-05 are taken from the study Zulifqar, K.  and Chaudhary 2007. 
145 . For these results see: Chaudhary M. Aslam and Imran  Z.  (2018). 
146Labor force survey 2014-15. 
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inequality, the duration unemployment rate is the same as official unemployment rate (5%). 

By increasing the value of inequality, the duration adjusted unemployment rate will be 

higher. If underemployed labour worked for 5 – 9 hours in a reference week and it is taken 

into account and sigma value equal to 0.4, then duration adjusted unemployment rate 

increases to 7 per cent. Similarly, if underemployed labour worked for 10 – 14 hours during 

reference week, then duration adjusted unemployment rate increases to 14 per cent 

(scenario two). The labour force, in rural areas, hardly works full time or full time. This is 

the very reason that duration adjusted unemployment rate are always higher than the 

official unemployment rate. Furthermore, duration adjusted unemployment rates are not 

only hidden but the definition used for unemployment, at the time of survey, is also 

inappropriate, faulty and misleading, which do not provide accurate unemployment level147. 

3.1 Duration Adjusted Unemployment in Urban Areas in Pakistan 

 In Pakistan, the urban labour force comprising of around 19 million, with official 

unemployment rate of 8 per cent during 2014, a higher unemployment than rural areas.  The 

reason is that more skilful jobs are required in urban cities, along with required level of 

education. The requirement of acquiring job in rural area and urban area are entirely 

different. In rural areas, unskilled jobs are more than skilled jobs. Moreover, people migrate 

to the urban areas for better jobs and education opportunities. The following table 11.3 

shows duration adjusted unemployment rates for urban area of Pakistan.  Scenario one, 

indicates that unemployment rises from 8 per cent to 11.2 per cent when the value of 

inequality rises from, sigma ∑ = 0 to ∑ = 0.4.  Similarly, under scenario two, those who 

worked for 5 – 9 hours the duration adjusted unemployment rate is 18%, which decreases 

to 8 per cent when value of inequality (sigma,∑) decreases to sigma ∑ = 0. It can clearly be 

observed that the duration adjusted unemployment rates are increasing if partially 

unemployed labour worked for fewer hours, less than 35 hours in a week. The urban 

unemployment rate calculated, based upon above cited methodology. The results are 

                                                           
 

147As per the labor force survey 2014, definition employed persons are counted as; “Employed persons comprises all those 
persons of ten years of age and above even if they have  worked for at least one hour during the reference period of survey , 
and if they were either paid employed or “self-employed”. 
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provided in the following table 3.  The estimated unemployment, which includes 

underemployment adjustment, appears to be more than double, as compared to the official 

figures. However if the epsilon value is assumed as 0.4, the unemployment rate is as high 

as 18%, three times higher than that of official figures. 

 Table 3:  Urban Duration Adjusted Unemployment (%) 

 Value of Inequality Scenario 1 Scenario 2 

∑ = 0 8.00 8.00 

∑ = 0.4 11.19 18.00 

Source: Calculated by Imran Z., et. al ;based on the data Given in the labor Force 

survey (2014). 
 

3.2 Unemployment and Duration of Unemployment for female 

The duration adjusted unemployment spell for females was adjusted to estimated 

unemployment rate for 2014.  There are 15 million females in the labour market, which is 

almost 25 per cent of the total labour force148. The official unemployment rate for females, 

as indicated in the survey is higher than the overall official unemployment rate in Pakistan. 

It indicates that females are more victim of unemployment.  The scenario one indicated 

that without incorporating inequality, (sigma, ∑), the open females’ unemployment was 

around 9%. Partially employed who worked for 15 – 24 hours in a week, where value of 

inequality is, sigma, ∑= 0.4, and duration adjusted unemployment rate increases to over 

12 per cent. Similarly, if females work for 10 – 14 hours a week with value of inequality ∑ 

= 0.7, then duration adjusted unemployment rate is around 15%. Several females work 

for part time, due to their preference and also the jobs offered may also be part time. The 

female-male ration in education indicates is also increasing over time, and therefore, their 

number is increasing for female graduates who become a part of the labour force. 

Besides, females may not be treated equally for job hiring. All above leads to higher level 

                                                           
 

148As indicated in the Labour force survey -2014 
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of unemployment for females. The females are also rapidly becoming a part of the labour 

force and new job creation may also not match with this growing numbers. 

3.3 The duration Adjusted Unemployment for Male 

The duration adjusted unemployment rates for males has been estimated, based upon 

the same cited is as mentioned. . Out of 60 million labour force, the males are around 45 

million (2014); with official open unemployment rate of around 5 per cent. Almost 2.32 

million male and 1.4 million females are unemployed. Thus, around 3.7 million labour force 

is looking for jobs, but do not find jobs. It is over and above the backlog of unemployed 

labour force. As per our estimates, over six million labour forces is unemployed, which 

indicates that it is serious problem not only in terms of survival of human but also waste 

of human resources and loss of output.  The figure will be even higher when duration 

adjusted unemployment is added to this figure.  The males who work for 15 – 24 hours in 

a week, and assigning the value of inequality as ∑= 0.4, then the duration adjusted 

unemployment rate increased to over seven per cent. The same unemployment was over 

14% in 2004-05; as indicated by Zulifqar, K. and Chaudhary M. A. (2007), also see also 

Imran Z., (2016).The change between official unemployment rate and duration adjusted 

unemployment rate is almost 2 per cent.  If working hours are considered as 10 – 14 hours  

in a week with and assigning the value of ∑= 0.7, then  unemployment for males  further 

increased by 3.6 per cent i.e. overall unemployment rate of 10.6%, which is an alarming 

figure.   

3.4 The Province Wise Duration Adjusted Unemployment in Pakistan 

It is important to know that which province is suffering from unemployment more than the 

other so that appropriate policies could be chalked out to address the issue. For this 

purpose duration adjusted unemployment rates are calculated. As indicated earlier that it 

is expected that underemployment could be more in those provinces where agriculture 

sector is large. The provinces of Punjab and Sindh are major producer of agricultural 

products. The duration adjusted estimates for unemployment for provinces are reported 

below.  
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3.5 The Duration Adjusted Unemployment in Punjab 

The province of Punjab has largest population and labour force in Pakistan, since it is the 

largest province, in terms of population. Its open unemployment is 6.4 per cent; based 

upon 37 million labour force; 62% of the total labour force in Pakistan. Thus, around 2.4 

million labour force was unemployed in this province alone (2014). The open 

unemployment rate will be higher while the value of inequality (∑) increases and 

incorporated for estimates of real unemployment. The unemployment rate increased 

around 9 per cent; when (∑= 0.4) who worked for 15 – 24 hours. The figure changed to 

over 16% under scenario two. The same figures for 2004-05 were around 15% for 2004-

05. Thus, there is an increase of one per cent in this period. It is important to note that 

overall unemployment was very high.  It indicates a very high level of unemployment rate 

in Punjab. 

3.6 The Duration Unemployment in Sindh 

 The official open unemployment rate is 4.2 per cent for Sindh, which is not only lower 

than overall unemployment on Pakistan but also lower than the unemployment in Punjab.  

It is second larger province having labour force of 14 million and only 0.6 million labour 

was unemployed 149 . The unemployment rate increased to 7.6 per cent; with 

underemployed labour who works for 5 – 9 hours in a week. It decreases to 5.9 per cent; 

when working hours increase to 15 – 24 hours.  The unemployment reduced by 1.7 per 

cent if working hour increases from 5 – 9 hours to 15 – 24 hours.  Under scenario two, 30 

per cent of the total labour force in Sindh is underemployed and if they worked for 15 – 

24 hours then duration adjusted unemployment rate is 14.20 per cent. The real 

unemployment in Sindh is still lower than Punjab; even after adjustment of duration 

underemployment. The figures for same were 13.4% for the year 2004-05. The 

unemployment in Sindh also increased over time.  

                                                           
 

149Labour Force Survey 2014,  unemployment by province wise. 
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3.7 The Duration Unemployment in Khyber Pakhtunkhwa Province 

The unemployment rates for Khyber Pakhtunkhwa (KPK) province are also estimated 

under different scenarios. The official unemployment rate for this province is 8.3 per cent. 

Its total labour force of is 6.5 million and around 0.5 million labour force is unemployed 

(2014) 150 .  It has around 11.6 per cent unemployment while duration adjusted 

unemployment rate is adjusted (scenario one) i.e. when underemployed working hours 

are 5 – 9 hours per week. The unemployment rate is constantly decreasing from 14.9 per 

cent to 11.6 per cent when value of inequality is decreasing from, sigma, ∑ = 0.7 to ∑ = 

0.4 and underemployed hours are increasing from 5 – 9 hours to 15 – 24 hours. Under 

scenario two, if labour forced worked for 15 – 24 hours and the value of inequality ∑ = 0.4, 

then unemployment exceeds 18%. It appears that underemployment is also very high in 

Khayber Pakhtunkhwa province (KPK) too. The figures for the same were 23% for the 

year 2004-05, which indicated that unemployment has further increased over time. 

3.8 The Duration Unemployment in Balochistan 

Balochistan is the largest province of Pakistan, in terms of area. However, it  is  the 

smallest province in terms of population. Its total labour force is around 3 million and has 

lowest unemployment rate 3.9 per cent only.  The unemployed labour force is only 0.11 

million. The unemployment under scenario one, is 5.4%; when underemployed labour 

force works for 15 – 24 hours in a week.  It increases to 6.6 per cent; if working hours 

decreased to 10 – 14 per week, where value of sigma, ∑ = 0.7. Under scenario two, the 

economic recovery 

 rate increases to 13.9 per cent; when value of inequality is ∑ = 0.4. There is more 

underemployment than that of open unemployment in Baluchistan. The figures for the 

                                                           
 

150 Labour Force Survey 2014. 
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same were 16.7% for the year 2004-05. Over time, unemployment increased in 

Baluchistan.  

 

 

4. Pakistan: The Comparative Picture of Unemployment 

 A picture of overall unemployment has been provided in the table 4. A comparative 

analysis shows that unemployment varies between rural and  urban areas, as well as, 

between male and female; as indicated in Table 4, unemployment rate under scenario 

one. Scenario one is chosen because it represents the actual underemployed workers, 

as given in the Labour force survey 2014151. As well as open official unemployment is 

considered, there is only three per cent difference between rural and urban 

unemployment; i.e. urban unemployment is three per cent higher than the rural 

unemployment. However, when underemployment is adjusted under inequality of ∑ = 0.4, 

then this difference increases to four percentage points and urban unemployment 

exceeded 11%, which is a very high unemployment for urban areas. 

As well as, male-female unemployment is considered; the difference is only 2.6%. 

However when inequality is taken as ∑ = 0.4, then this difference increases to over 4%, 

which not only shows higher level of underemployment for females but also indicates that 

females are more victim of unemployment. 

A comparative picture of unemployment inequality is also provided in table 1.4. The official 

unemployment rate indicated that the highest unemployment rate is for the province of 

Khyber s (8.5%), followed by Punjab. The Khyber Pakhtunkhwa has also 2% higher 

unemployment than that of in Pakistan.  The Sindh and Baluchistan have similar 

unemployment rate and they also have lowest rate of unemployment. These provinces 

also have 2%-3% lower unemployment, as compared to Pakistan too. When the real 

                                                           
 

151Scenario one is based upon actual figures given in the Labour Force Survey (2014). 
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unemployment rate, by incorporating duration adjustment level of unemployment, is 

estimated it indicated not only higher figures for the same but also the inequality in 

unemployment was much higher. However, considering inequality ∑ = 0.4, this rate 

increased for all provinces. All the provinces were not equally victim of similar 

underemployment. The unemployment increased by 2.6% for Punjab (9%-6.4%=2.6%), 

1.8% for Sindh (6%-4.2% =1.8%), 3.3% for K KPK and 1.4% for Baluchistan (5.4-4% = 

1.4%). It may be noted that open official unemployment was highest for KP and the same 

province had the highest underemployment. The overall unemployment rate was 11.6%. 

Table: 4 Unemployment Rate Comparison ( Scenrio 4, %) 

∑ = 0 6.1 5.0 8.0 5.1 8.7 

∑ = 0.4 8.4 7 11.19 7.14 12.2 

Source; Pakistan Economic Survey, Various Issues. Calculated by the authors. 

Rate (11.6%).The second highest victim of unemployment and underemployment was 

Punjab where overall unemployment was almost 10 per cent. There is a need to pay special 

attention to the provinces of Punjab and KPK where unemployment is very high. 

5. Unemployment: By Different Education Level 

Unemployment rate is much higher for low and highest level for educated persons.  The 

estimates are reported in table 5 and 6. The unemployment rates were also estimated for 

other levels of education but those are not reported here; these were relatively lower 

figures, as compared to the figures given in the following tables.  It may be noted that open 

unemployment was reported as high as over 28% for pre-matric level of education. These 

people are also victim of poverty. Thus, there is also a need to pay special attention for this 

segment of the society. It may be noted that these people are neither heard nor they are a 

part of policy formulation. In other words, this segment of the society is deprived of basic 

needs and rights too. As well as unemployment among higher educated segment of the 

society is concerned, they are also victim of high unemployment; although much lower than 

pre-matric level of education.  
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Table 5 Unemployment at Education Level, Pre-Matric  (%, 2014) 

 

Value of 

 Inequality Scenario 1 Scenario 2 

∑ = 0 28.4 28.4 

∑ = 0.4 39.8 42.4 

Source: Calculated by Imran Z and Chaudhary M. A. (2016-17); 

based upon official unemployment rate in the labor force survey 2014-15. 

The table 6 indicates that open unemployment among degree holders is around 9.8%. 

However, this figure increases to 13.7%, when inequality is taken in to account as ∑ = 0.4 

(scenario one).Under scenario two, while underemployment is taken in to account as those 

working for 15-24 hours in a week, the unemployment increased to over 19%. It is again an 

alarming figure, which indicates that almost one–fifth of the highest trained, as well as 

educated people are wasted. It is not only the waste of output which could have been 

produced by these highly skilled persons but it is also a waste of the resources spend on 

their training and education. Thus, it constitutes a double loss for the country. 

Table 6 Unemployment at Education Level, 

  Post Graduate, & Ph. D. (%, 2014)                                    

   

Value of Inequality Scenario 1 Scenario 2 

    ∑ = 0 9.8 9.8 

     ∑ = 0.4 13.7 19.8 
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Source: Calculated by  Imran Z. and Chaudhary M. Aslam. 2018); 

    based upon official unemployment rate in the labour force survey 2014. 

These is a need that special program may be introduced for their employment, as there is 

a lot of scope for their employment in the education, health and business sector. 

6. Emerging Issues 

 Human capital is the prime source of economic growth and technical change. In 

Pakistan, not only the labour force was converted into human capital but also a large 

segment of labour force remained unemployed. There are hardly ever any clear 

policies to combat unemployment in Pakistan. The five year development plans hardly 

focussed on unemployment as a major economic issue. Therefore, not only new 

growing labour force could not be absorbed but also the unemployed force continued 

to pile up and added to the reservoirs of unemployed labour force.  

 The quality of unemployed labour force is also meagre in quality. The majority of 

the labour force remained unskilled and can hardly handle modern technology. 

Moreover, there is a significant proportion of emerging labour force which is 

unemployed in informal sector. All above contribute to low productivity of the labour 

force and therefore low income.  

 The official unemployed force hardly matched with ground realities of 

unemployment. The pessimistic scenario of unemployment indicated that 

unemployment rate is at least double than that of official figures. The techniques to 

measure unemployment continued to be faulty and unrealistic. In spite of the small 

changes in made in the definition and measurement of unemployment rate, the 

unemployment rate was reported so low that sometimes its quantum was even lower 

than natural rate of unemployment; which cannot be believed in a country like 

Pakistan where poverty and unemployment are so visible that thousands graduates 

and post graduates degree holders apply for few vacancies of clerical jobs.  

 Under unemployment is higher than open unemployment rate in Pakistan. It 

persists from last three decades.  In spite of the above, to address unemployment it 

is not a major focus of the economic policies in Pakistan.  

 Open unemployment is higher in urban areas, as compared to rural areas. The 

open unemployment in urban areas under scenario one is as high as 11 per cent, 
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however, the same under scenario 2 is 18 per cent. Figures depict that under 

unemployment is more in rural areas as compared to urban areas. The rural urban 

migration and the creation of jobs in urban areas exert extra pressure on large cities 

for job hunting. The job creation in urban areas is not even half than that of demand 

for jobs. The high unemployment rate in urban areas also creates socio-economic 

problems. 

 Three different techniques applied to measure unemployment provided similar 

high evidences of unemployment. These techniques are;  i) productivity criteria, ii) 

time criteria  ii) modern criteria. Under these criterions, duration rate of unemployment 

was converted to full unemployment and then open unemployment, unemployment at 

education level and also for the provinces was calculated. Besides unemployment 

rate for male and females were also estimated.  

 The regional unemployment rate based upon epsilon equal to 0.4, under scenario 

2, the unemployment rate in Punjab was 15 per cent. The same unemployment rate 

for Sindh was 14 per cent. The same unemployment rate in the case of KPK was 18 

per cent. The adjusted unemployment rate was also as high as over 16 per cent. In 

Balochistan. 

 The adjusted unemployment rate for pre-matric was estimated as high as 28 per 

cent, under scenario 1 (epsilon = 0). Under the same scenario for post graduate was 

estimated as high as around 10 per cent.  

 All above indicates that unemployment is one of the top burning issue in Pakistan. 

However, hardly any proper attention has been paid by any government, considering 

it a serious economic issue. There is an utmost need that unemployment problem 

must be addressed as a threatening issue, since productive human resources are 

being wasted due to lack of proper policy focus. The problem is not going to go away 

through adhoc measures and inefficient economic policies.  
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CHAPTER: 10 

 

Economic Growth: Poverty and Income Distribution 
 

1. Introduction 

 Poverty is a broad and deep rooted concept. The international institutions and Non-

Government Organizations (NGOs) like World Bank (WB), International Monetary Fund 

(IMF), and Asian Development Bank along with various other organizations, as well as, 

countries suffering from the problem are consistently working on attacking poverty through 

policy measures and awareness campaigns.  Its numerous dimensions are identified to 

reach at its optimal measurement through which, it can be curtailed, if not fully eliminated. 

It is hard to rely on a single definition of poverty and that is the reason why every institution 

came up with their own definition according to their research and findings applicable to the 

environment of a specific region or country. The roots of poverty may differ across 

countries, therefore, its measurement and remedial action will also be as per disease. Over 

the period, the definitions and procedures of measuring poverty have changed with the 

improvements in knowledge and techniques. 

According to the World Development Report 1990 & 2000-01, it accepts traditional view of 

poverty as encompassing not only material deprivation but also low achievements in 

education, health and consumption. Looking at the broader picture, poverty to include risks 

and many more (Box: 1). Poor are exposure to vulnerability, deprived from participation in 

decision making, voice-lessness and powerlessness are few among many other facets of 

poverty. All of these are the deprivation forms that strictly restrict the Amartya Sen.’s 

concept given as “capabilities” and “entitlements,” as well as freedom, that a person has 

i.e. substantive freedoms, which an individual enjoys to live his life according to his own 

will152. The social injustice to ensure capabilities and entitlements lays foundations of 

                                                           
 

152 . For details see Sen A. K (1999), Oxford. 



332 

 

poverty and limits opportunities to grow, earn and live poverty free life. Thus, poverty leads 

to restrict freedom to grow, earn and function as effective member in a society. Is it a loss 

of self-confidence?  Or to wait for rain so that their crops may flourish, or wait until 

Ashrafia153 will take away what so ever they have; i.e corruption. Is it deprivation of food, 

health facilities, education or the right to be alive, as human?  

Box: 1 What is Poverty? 

The poor said:  

“Mostly it is said that poverty is what people think. A survey was conducted 

by World Bank consisting of 60 countries where poor people were asked to 

share what they think of well-being i.e. a good experience of life and ill-being 

i.e. a bad experience of life. The survey results obtained indicated that 

happiness, freedom from anxiety, peace, harmony and peace of mind is 

considered as well-being (WBR-2000-01). The important expressions of poor 

are given below.” 

 “Specifically, people in Russia believe, “Well-being is a life free from 

daily worries about lack of money.” On the other hand, people in 

Bangladesh say, “to have a life free from anxiety.” In Brazil, people are of 

the view that “not having to go through so many rough spots.” 

“Poor people are of the view that ill-being as bad experiences, lack of 

material things, and bad feelings about themselves..... i. e. a younger group 

of people in Jamaica ranked lack of self-confidence, as the second highest 

impact of poverty: “Poverty means we do not believe in self, we hardly travel 

out of the community- so frustrated, just locked up in a house all day.” 

 “Material coupled with physical well-being prominently falls under the 

umbrella of poverty where both of these merge together when lack of access 

                                                           
 

153 . The rich class is depriving the poor by hook or crock; but named ashrafia, which is their face but in reality their behavior is 
cruelty and corruption. Many of them were punished by the court. 
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to food items lead to bad health- or when bad health leads to a situation 

when a person is unable to earn income. In the light of these, poor people 

in Ethiopia say, “We are skinny, pale and deprived.” Similarly, women in 

Ethiopia say that “We live hour to hour, worrying about whether it will rain.” 

According to an Argentine, “You have work and then you are fine. If not, you 

starve. That’s how it is.” 

“There are several aspects of poverty, ill-being and deprivation.  Poor 

people believe that freedom of action & choice and the power to control 

one’s life is lost when you are poor.  A young Jamaican woman says poverty 

is like “living in jail, living in bondage, waiting to be free.” According to 

Somali, prolonged sickness and persistence poverty cause people to hate 

you.”(WBR-2000-01) 

 2. Dimensions of Poverty 

2.1    Income and Consumption Poverty 

Income poverty is measured by using consumption level or income level. The data on above 

variables are collected through primary survey, household surveys (WB, 1999) or other 

national survey say House hold income and consumption survey etc. All measures of 

poverty either depend on income or consumption level; either it is calories based or basic 

needs. To identify the quantum of poverty and people suffering from deprivation, following 

poverty line has been developed to measure its depth horizontally and vertically   i.e. overall 

people below poverty line or severity of poverty among the poor. 

2.2  Poverty Lines 

According to the PPP estimates of international poverty, $1 and $2 a day is the country 

specific poverty lines which are now slightly increased to $1.5 and $2.25 a day; based upon 

inflation rate. These estimates of poverty are only useful as global progress indicators. 

However, it is important that these measures must be looked in to as per local economic 

environment of a country. These definitions may not be applicable across the board. In 

Pakistan the first poverty line was estimated, which was below Rs.500. Latter on this limit 

was raised to Rs. 1500. Presently, the Planning Commission has worked out poverty line 

as Rs. 3030-per capita/per month (2015). Thus, it is entirely different than that of World 
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Bank criteria. These differences are important to include while estimating poverty line since 

non-traded goods and purchasing power parity is not kept in mind while compiling these 

figures.  

2.3 Health and Education 

Health and education are some of the key indicators in measuring poverty. By using these 

indicators, a clear picture of poverty can be deduced. These indicators have been used to 

measure deprivation. 

2.4 Voicelessness and Powerlessness 

By combining polls, participatory methods, and national level surveys related to 

qualitative variables i.e. related to the extent of political as well as civil liberties. Moreover, 

voicelessness and powerlessness can also be measured and made a part of poverty line. 

Moreover, entitlements and capabilities can also be added to have comprehensive definition 

of poverty154. Based upon above, the roots of poverty may be indented as given below. 

However, these reasons may differ from country to country. 

3. Foundations of Poverty 

Kemal A. R. (2001) identified major determinants of poverty, using log linear estimates. He 

stated that GDP, Growth of GDP, Per Capita Income, Gini-coefficient measure, remittances, 

unemployment of masses, cereal food production, inflation, agricultural productivity growth, 

openness of the economy and exports of goods and services are likely determinants of 

poverty. Single equation, having single explanatory variable was tested to see the causality 

and significance. However, not all these variables significantly contributed towards poverty 

in Pakistan.  Withstanding the above, most important and widely identified sources of 

poverty are listed below. 

 Low income; Poor spend eighty per cent of their income on basic needs like food,  

medical etc.    

                                                           
 

154 Entitlements means that state must ensure the provision of basic needs, once a child is born, while capabilities refers to one 
must get for which one is deserving i.e. basic needs, merit and justice must be ensured. Similarly, freedom is also important, to 

make choices. 
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 Public Services: Lack of access to safe drinking water, sanitation and clean air. 

 Inequality in land ownership and assets; lack of assets. 

 Poor social ties & deprivation. 

 High rate of unemployment.   -Poor GDP growth 

 Women as head of family. 

 Large families and subsistence earnings. 

 Lack of skill and education and freedom. 

 Victim of unemployment; lower earners per household. 

 The urban poor earn their income mainly from services. 

      Rural population is more victim of poverty; even not subsistence earner. 

 Having almost no assets. 

 Vulnerable to economic shocks and their impacts. 

 Voice-lessness and powerlessness. 

 Deprived from participation in decision making 

 Insufficient calories intake and affordability; skinny & pale 

           ……    Prolonged illness, starvation & physical inability and so on. 

3.1 Characteristics of the Poor 

 Poor are often are subsistence farmers, tenants in rural areas. 

 Work in informal sector & low productivity. 

 Vulnerable to external and internal economic shocks 

 Illiteracy, lacking and an access to medical and physical infrastructure facilities. 

 Large families & low earnings. 

 Lack of security (economic shocks). 

 Women head of family and divorced.  

Pakistan is facing mass spreadpove1ty, unemployment and deficit, in-spite of 

maintaining a growth rate of around 5-6 per cent for more than decades.  However, in 

spite of more than seventy years planning and development, Pakistan is unable to 

sustain its growth; rather poverty emerged as a challenge that destroys the dream 

of welfare state. The market economies are blamed for being without moral sensibility, 

which clearly prevails in developing countries, particularly, in Pakistan. The developing 
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countries have neither free market system nor a good managed economy, therefore, as 

results the emerging economic problems washes away the gaining fruits of economic 

growth. In the previous chapters the miseries of unemployment and public debt have been 

identified, so are the failures to combat poverty, which will analysed in details in this chapter. 

There exists mass-poverty and income inequality in Pakistan, which is one of the m a j o r  

contributing factors towards low quality of human resources, imperfect functioning of 

markets, mass deprivation and voice-lessness. Hollis B. Chenery (1975) introduced the 

W o r l d  Bank ’s influential study on Redistribution and Growth with the following 

observation: 

"It is now clear that more than a decade of rapid growth in underdeveloped countries 

has been of a little or no benefit or perhaps a third of their population. Although the 

average per capita income of the third World has increasedby50 per cent since 1960, 

the growth has· been very unequally distributed among countries, regions within   

Countries and socio-economic groups....” (Chenery 1977). 

  

4. Poverty Inequality and Economic Growth 

The distr ibut ions  of the fruits of economic g r o w t h  a m o n g  different regions and 

among different groups of society. The growth without development leads to breed 

inequality and both of these further contribute to spread poverty; unless policies are 

focused to equitably fruits of growth are distributed to ensure economic 

development. There are conflicting views about growth and income inequality. A 

positive relationship will be an outcome, if growth leads to increase income 

inequality; since entrepreneur work for self -interest; without caring labour 

productivity and share. It could happen in an imperfect market system l ike 

monopolies in developing countries. Similarly, income inequality may leads to 

promote economic growth, since capital is accumulated in few hands and the rich 

class saves more and their savings are reinvested to earn more. Greater income 

inequality will lead to higher growth, since initially larger share of income being in 

the hands of few rich people. The poor class hardly save significant amount of their 

income rather remains under debt for their survival, therefore, the poor segment of 
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the society keep on increasing. On the face of above income inequality may reduce 

economic growth, since the income earned from monopoly’s profit is not reinvested, 

rather wasted on luxury consumption and therefore growth is reduced and it further 

hurts the poor class. It also happens due to credit market imperfections, forgiveness 

of public loans to the elite and politicians, as well as, the result of political -economic 

model, which acts in favour of ruling class to bribe them for political gains. Thus 

corrupt government become more corrupt and the elite also emerge as strong 

corrupt class, while poor keep on increasing. Thus, the countries with initially severe 

income inequality of consumption and assets like land ownerships emerge as 

poverty driven countries. In Pakistan, billions of public loan were forgiven to elite 

class and politicians; it was on the face that they own billions of property, which was 

not confiscated, rather loans were forgiven.  

4.1 Poverty-Growth Nexus 

Withstanding the above, poverty may have significant impact on economic growth.  

Poverty leads to waste human capital, low probability of getting job or even if job is 

there, the low product of this worker ends up below subsistence level of income. 

Such low productivity jobs do not bring them out  of poverty trap. Actually they are 

victim of poverty trap, having low income, low or no savings. It may true that all the 

members of a family are working on low paid jobs; in tertiary sector or in informal 

sector and still income is so low that they cannot meet the basic needs. It further 

breads poverty, unhealthy children, undernourished and illiterates. This cycle 

continues for years, until the problem is addressed properly. The credit market 

imperfections prevent the poor’s access and therefore, they are unable to come out 

of poverty trap. A large segment of the society is deprived to improve their 

productivity and participate in productive activities; the result is poor economic 

growth too. Further reducing poor will increase market size and therefore improve 

market imperfections which may leads to improve productivity of the poor. As a result 

economic growth will also improve. 

4.2 Economic Growth and Poverty Nexus 

 The economic growth could have positive or negative impacts on poverty. The 

economic growth focused on economic development will improve the conditions of 

the poor and, therefore, poverty will be reduced. Besides, poverty must be attacked 
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as economic evil, therefore pro-poor economic policies will improve conditions of the 

poor. Besides, labour intensive, rather capital intensive productive techniques may 

be adopted to utilize surplus labour, as well as, to improve the conditions of the poor. 

The growth focused on remote regions, urban slums and encouraging public works 

can also improve poverty and therefore, ultimately accelerate economic growth too. 

All above indicates that, poverty, income inequality and economic growth may have 

bi-causal relationship. Thus, it is an urgent need that poverty must be a part of public 

policies and growth process; if at all the problem of poverty has to be addressed. 

The successful growth period of Pakistan in the 1960's was seen as expansion of industries 

and increasing income inequality, as well as, it witnessed trade led growth in Pakistan. 

However, several p r o g r a m m e s  were introduced to improve the social and economic 

conditions, par t icu la r l y , in the rural areas. Programmes including Village-Aid  

Programme, Rural Works  Programmes of the 1 960's and Integrated Rural 

Development (1970's) are some of several steps taken to improve economic conditions. 

The· 1960 ’s  was  as seen as growth m ax im iza t ion  b u t  i n c om e  i n e q u a l i t i e s  

we r e  i g n o r e d  i n  t h i s  p r oc e ss . The growth was encouraging but the efforts to 

improve welfare did not achieve successful results. The publ ic welfare pol ic ies were 

also not very successful.  

5. Public Policies, Programs and Poverty 

The concepts of redistribution of income and resources were introduced in terms of 

improving basic needs, therefore, n a t i o n a l i z a t i o n  of heavy industries and land 

reforms were introduced. Neither industrialization emerged as creating sufficient 

jobs to absorb the growing labour force, nor did agricultural reforms benefit 

much to the farmers. The outcome was income inequalities increased and 

poverty emerged as threatening problem in Pakistan. The era of 1970s was a 

decade of inflation, depression and emerging poverty. Again partial focus was on 

rural areas to reduce poverty: Nationalization   was introduced to take care of income 

inequality and social welfare; later on Islamic Welfare system of "Zakat" and usher was 

introduced, during the 1980's. The Peoples Works Programme, Tameer-e-Watan 

Programme (1991) and Social Action Programme (SAP) during theearly.1990'sare the 

chains to reduce poverty and improve welfare of the human being. Most of the programmes 
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were not implemented in full spirit or the publicity was more than actual importance given 

to the issues. The impact of SAP was also marginal and it was faulted to introduce new 

policies to combat poverty like Benazer Income Programme, which provided piece meal 

treatment for the poor by providing Rs. 1000 per month and it was increased to marginal 

level later on.  A detailed evaluation of this effort may be seen in Chaudhary and 

Chaudhary (1994).  Hardly any sustained results to reduce poverty were achieved. 

Alleviation of poverty, equity in the distribution of income and unemployment is on the 

agenda of all political parties in Pakistan. Some political parties gained wide p o p u l a r i t y  

o n  t h e  same s logan . However, in practice, these parties hardly worked sincerely, to 

combat poverty, while they were in power. These i s su es  are also the prominent theme 

of the economic crises and on many occasions brought the country to a crucial turning 

point. There exists hardly any strong social and economic safety network, which could 

protect the deprived poor. 

 Before the extent of poverty is fur ther analysed, it may not be out of place  to  first  shed  

some  light  on t h e  measurement  of  poverty  so  that t h e  problem  could  be p r o p e r l y  

identified and under stood. Researchers have applied   different   definitions   and 

techniques to  measure the extent of poverty in Pakistan.  Most of the studies used poverty 

linear criteria to reach some conclusion. The poverty lines were based upon different 

m easures  of income level expenditure and expenditures of calories i n t a k e . Recently, 

the same approach h a s  been extended to basic needs approach and functional 

p a r t i c i p a t i o n ,  i n  t e r m s  o f  g a i n f u l  e m p l o ym e n t  of the people. T hese 

measurement techniques are summarized as followings:- 

5. 1. Absolute Poverty Approach (APP) 

Given the expenditures of low income segment of society on a set of goods pertaining to  

basic needs could b e  u s e d  to identify absolute poverty posit ion of  individuals o r  

households. The groups of people who are unable to meet the basic needs are 

considered as poor, if the basket of g o o d s  pertaining to basic needs are identified in 

t e r m s  of characteristics l i ke  b a s i c  health, clothing, shelter, calories intake, primary 

education and some provision for specific social needs. This approach is further 

decomposed based upon two techniques: 

i) Calories-based approach and (ii) Basic needs approach. 



340 

 

 

5.2) Calories Based Approach (CBA) 

The c a l o r i e s  based a p p r o a c h  has b e e n  widely used i n  the literature t o  

measure p o v e r t y . The p r o v i s i o n  of 2550calor iesp e r  day/per head adult, as 

proposed b y  FAO/WHO and Nutrition Cell of the Planning Commission of Pakistan is 

generally applied to estimate poverty line. A person who can afford to get 2550 calories is 

considered to survive and can maintain healthy life. Therefore, the one who cannot  

af ford to get  2550 calor ies is  cons idered poor. Thus, income or expenditures that 

could buy this basket i s  n o t  p o o r .  T h us  i t  i s  u s ed  a s  c u t  o f f  p o i n t  t o  es t im a t e  

p o ve r t y  l i n e .  Anyone who falls below this line is considered poor. It may be noted 

that, in Pakistan, this criteria is used as 2250 calories per day/per person. 

5.3) Basic Needs Approach (BNA) 

As already pointed out that in the BNA, the poverty line is taken as the level of 

expenditures t o  get a minimum bundle of basic needs. The calories need  is also 

inc l ud ed  in this bundle. However, poverty experts have used different basket of 

goods, however, the goods must be a part of basic needs, for example, and some experts 

included transport expenditures, expenditures on social interaction etc., while others did 

not consider it necessary to determine pov erty line. Thus, the results of any study needs 

to be carefully understood. Generally, the basic needs included to calculate poverty line 

are basic health, primary education, food, shelter and clothing. Ensuring the expenditures 

is considered as fulfilling the basic requirements of healthy life. 

 

5.4) Relative Poverty Approach (RPA) 

The Relative Poverty Approach pertains t o  a n  individual relative to mean per capita 

income in a country. The poverty line is set at mean income or at the 40th percentile of the 

distribution of average income. Moreover, further security of poverty is identified with income 

level at lower than 40th percentiles. Relative poverty is generally applied in developed 

countries, where the lowest income class of the society is deprived relative to rest of the 

society. The W or ld Bank  has  also carried out a study pertaining to Pakistan by utilizing 
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similar approach155 

5.5) Subjective Poverty Approach (SPA) 

This   approach refers l e v e l  of food "just sufficient “to the satisfaction of a p e r s o n ,  f o r  

s u r v i v a l . This a p p r o a c h  is rarely u s e d  due to subjective estimates of poverty line 

and may not be applied widely. 

5.6) The Head Count Ratio (HCR) 

 Head Count Ratio implies to the number of poor expressed as a proportion of total 

population. It provides a good expression of the number of poor and the trend overtime. 

This expression is used for comparison overtime and across regions. This approach does 

not te l l  the e extent      of pove r t y ,  w i th in  the  seg m en t  o f  poo r . However, poor may 

be e x p r e s s e d  as poor a n d  very poor, based upon the technique used for its 

measurement. It is a relative measure of poverty. The cut off points may be 25% of 

per capita income, 50% of per capita income and 75% of per capita income limits for 

these poverty lines. 

5.7) Income Gap Ratio (IGR) 

 As pointed out above, HCR provides a general number of poor persons in a country or 

regions, which is a meagre ratio, since it ignores the depth of poverty. Due to these 

objectives, I G R  is developed as an index of poverty, which is considered a better measure 

of poverty. This index provides percentage of poor persons and also their depth of poverty; 

at different levels of income.  The IGR is defined as the average poverty gap of the poor 

expressed   in t e r m s  of fraction of the poverty line.  The combination o f  HCR and IGR 

could provide good   information regarding the extent of poverty. 

The IGR technique is also criticized o n  the basis that it does not take in  to  account 

i n e q u a l i t y  among the poor. This technique m a y  be expressed as following:  

 

IGR = 1/m ∑ (pl − yi)/pl𝑚
1  

 

IGR    = I   - yp /Pl 

                                                           
 

155 . For details see Chaudhary M. Aslam &. Abdul Hamid. (1999), Feroz sons, Lahore. 
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m=number of poor 

pl=Poverty line 

yi=Income of ith person 

yp=(l/2n) Σ y i  

IGR=   1,if  income of all poor are equal to zero. 

IGR=o, if income of all poor are below PI, or close to Pl. 

These indicators are insensitive to a transfer of one rupee from a poor a very poor 

person. Similarly i t  is unable to show any impact of a transfer of certain income from  

r ich  to poor. Thus, t h e r e  i s  a  need to valuing i n e q u a l i t y  am on g  the poor and 

different classes.  

5 . 8 ) Foster, Geer and Thorbecher (FGT Index) Index 

Foster, Geer and Thorbecher (FGT) have developed a measure of poverty, which 

identifies depth of p o v e r t y  and inequality among the poor. The FGT implies that 

poverty is greater in a situation· where one's income  is  one rupee below  the poverty line 

and at the same time another's income is 99 rupees below  the poverty line than those 

where both are 50 rupees below the poverty line. Mathematically FGT index may be 

expressed as following:   

 Pa =1/n ∑ (pl − yi)n
1

a/pi 

Where: a  =constantterm.PL=Poverty line, PL=O, if income of the poor are 

close to PL. n  =Total number of persons.  yi = Income of the ith individual (i=1-

m). 

The h i g h e r  is the va l u e  o f  ‘a’ more w e i g h t  is given t o  a  very poor. The larger 

i s  value, of 'a', FGT measure approaches to a situation where poverty is mainly 

determined by the income of the very poor.  If 'a'=0, the FGT measures become head 

count rat io. 

5.9) Poverty Lines 

Different poverty lines utilized by the government, as indicated in the Pakistan 

Economic survey, are provided in the following table 1. The poverty lines have been 

adjusted for inflation to reach at latest figures to estimate poverty. The scholars have 

used different poverty lines and methods to estimate poverty, as stated in the 

previous section.  Besides, different figures are used for urban and rural areas, to 

estimate poverty. Generally, poverty line is lower than the urban areas, reason being 
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difference in prices and other related factors. In 1998-99, poverty line wasRs.673.4 

per person/per month, which includes basic necessities of life. It may appear very 

low estimates but it may be taken as indicator and may not fully reflect complete 

figures for poverty. It is the very reason that different scholars have used different 

methodologies to reflect realistic picture. However, in spite of the above, these figures 

may be taken as base line to think about poverty in Pakistan. This base line poverty 

line increased to Rs 878.64 in 2004-05 and further to Rs.849 in the year 2009-10. 

Table 1: Pakistan Poverty Line in Historical Perspective (PRs.) 

Year Poverty Line 

1998-99 673.4 

2000-01 723.4 

2004-05 878.64 

2005-06 948.47 

2009-10 848.79 

2013-14 3030 

Source: Pakistan Economic Survey, various issues 

The same figures were Rs.3030 for the year 2013-14. It may be noted that the 

decade of 1990s and 2000s was a double digit high inflation period in Pakistan. In 

spite of an increase over three times in the short time span of four years ( 2009-10 

2013-14), still the figures seems very low since it is difficult to maintain basic needs 

in this financial limits. The emergence of poverty, based upon these figures is given 

below. 

  

6. Poverty Trends in Pakistan 

 As table 2 below, indicates that about 46% of population was below poverty line in 1970-

71. It decreased to 36% in 1974-75. It was a period of high inflation and low growth, 

therefore, poverty was high. The era of 1980s was an uplift of the economy and the poverty 

trends continued to decrease. By 1985-86, poverty decreased to 21.4%. These after, it 

again started to increase and reached to 31% by 2000-01. By the end of this decade (2008-

09), poverty again increased to 36.5% of population. The latest figures available for the 

same were around 38% for 2015-16, ever highest after 1970-71. It indicates that, although 
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overtime, poverty decreased but again reached at very high level figures; i.e. every third 

person is below poverty line in Pakistan, which is an alarming situation. It also indicates 

that in 2004-05 consistent serious efforts were not made to combat the poverty issue.                                    

Table 2: Poverty Headcount Ratio 

Years Poverty Headcount Ratio    (%) Pop. 

1970-71 45.97 

1975-76 36.07 

1980-81 27.35 

1985-86 21.35 

1990-91 26.52 

1995-96 30.31 

2000-01 30.79 

2005-06 25.95 

2008-09 36.1 

2012-13 31.3 

2013-14 29.5 

2015-16 37.9 

Source: Pakistan Economic Survey, various issues; 

Asian Development Bank; Geography of Poverty in Pakistan 

After fifty years of persistence of poverty, the policy makers keep on piece meal treatment 

and the cancer of poverty persisted for long time. 

7. Poverty Trends, Back Casted by Planning Commission: CBN 

Method 

The research scholars were calculating normative techniques for estimating poverty figures 

for Pakistan. Some of the studies indicated very low figures which were hardly believed by 

experts and such estimates and government figures were highly criticized. As indicted in 

the Pakistan Economic Survey, 2015-16 (Annex III), the official poverty estimated was 

reported as low as 17%. The figures for the year 2010-11 were as low as 12.4%. Thus, it 

was realized to form an expert group to review the methodology and come up some 
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acceptable level of poverty figures for Pakistan, so that appropriate planning could be 

introduced to combat poverty. Given this background, Cost of Basic Needs (CBN) 

approach was adopted to estimate poverty. The poverty line based upon CBN includes 

cost of basic health, education and food expenditures (2350 calories). Thus, using CBN 

approach, a new poverty estimated were calculated using pattern of consumption of 

reference group. Thus, this poverty line was established as PRs. 3030 for 2013-14. This 

poverty line may be adjusted over time, keeping in view CPI or other inflation rate. Thus, 

re- costing the poverty line for past periods, as stated above,  it was estimated that poverty 

was as high as 64.3% for 2001-01; double than that of already reported. Thus, poverty 

figures were significantly under-reported. It may be noted that the poverty alleviation 

programs based upon old estimates were hardly based upon realistic figures. The poverty 

estimates by the planning commission are given in box 2, below. 

Box: 2 New Poverty Estimates by the Planning Commission, GOP 

(Pakistan Social and Living Standard Measurement Survey, PSLM) 

“Using PSLM data, the head count of multidimensional poverty in 2014-15 

was 38.8% while the intensity of deprivation is 51%.Since 2004-05, 

multidimensional poverty has continuously reduced in Pakistan. The 

headcount reduced from 55.2% to 38.8% between 2004-05 and 2014-15. 

However, the intensity of deprivation reduced only slightly over the same 

period (from 52.9% to 51%). This means that majority of the multi-

dimensionally poor people continue to experience deprivation in the same 

number of weighted indicators. Similar trends also followed across all 

provinces Table 2, (appendix), and gives province-wise MPI”. 

(Multidimensional Poverty Indicators) head count across the 6 waves of PSLM 

survey.” (The Pakistan Economic Survey 2015-16, 2015-16, P-285) 

 

 The headcount MPI incidence of poverty since 2004-15 is provided in the appendix, 

table 2. It provides poverty estimated for national, urban and rural areas. The 

province of Baluchistan has the highest poverty figures, 83.4% for 2004-05 and 71% 

for 2014-15. These figures may be compared with overall national figures of 55.2% 

and 38.8% for the same years, respectively. In the province of Baluchistan, rural 
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poverty was also highest among all the provinces; as high as 91.6% for 20014-05 

and 84.5% for 2014-15. Similarly, urban poverty was also the highest in Baluchistan, 

which was 49.4% in 2004-05 and 37.4% in 2014-15. The second highest poverty 

driven province was KPK, where overall poverty was 66% in 2004-05 and 49% in 

2014-15. The details of other provinces may be seen in appendix table 2. All above 

indicates that Baluchistan is in worse condition, as well as poverty is concerned. 

Almost 92% of rural population is below poverty line; in 20014-15. By 2014-15, there 

is still over 70% population below poverty line in Baluchistan. Similarly, almost half 

of the population in KPK is below poverty line. The figures are so alarming that these 

are a need to have emergency and crash program to take care these human. 

However, ever after passing more than 70 years, so many people are hurting from 

poverty attacks. It is a miserable situation of humanity. On other hand, the rulers and 

elite have kingdoms and palaces outside the country, which reflects inequality in 

income distribution, which is addressed in the next section. The poverty figures 

relapsed for (PSLM) survey 2010-11 indicated that overall poverty declined to 

12.4%, with having urban poverty of 7.1%. The figures for rural poverty were 17.2% 

(Planning Commission). The PPP- led regime pointed out that urban poverty was 

10%, while the same figures for rural poverty were 20.6%. The poverty report 

indicated that the poverty level of 34% in 2000-01 decreased to 12.4% in 2010-11. 

The highest decline was ten percentage points between 2000-01 and 2004-05. 

Furthermore, between 2005-06 and 2007-08 was 5.8 percentage points. However, 

the poverty declined by 4.8% between 2007-08 and 2010-11156. It was a remarkable 

decrease in the poverty which was never witnessed before in Pakistan.  It may have 

been due to definition problem, change of methodology or the nature of survey which 

resulted in so low figures, which were hardly believed by experts. The government 

was hesitant to release the poverty figures since these were out of the focused of 

poverty debate.  The very reason was that there was hardly any new policy or 

program for poverty alleviation, which may have resulted in such poverty reduction. 

                                                           
 

156 . For details see Haider M.,   july 22, 2012, The News Karachi city declined during the last five years. Also see Zaidi A. 201 
5, p-665. 
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8. The Poverty Debate: Review of Selected Studies 

Poverty lines have been established either based on caloric intake or on income level to 

meet the very basic needs. Some of the studies are based upon just calories intake 

expenditures.  In Pakistan, 2250 calories per person/per day are made a base for 

calculation of poverty line. Poverty line can also be established, based upon minimum 

expenditures requires to meet basic needs. Naseem (1973) introduced an arbitrary poverty 

line, which used a definition of poverty based upon per capita expenditures, which could 

satisfy at least minimum needs of an individual. An individual who was unable to afford 

even those expenditures was considered to be poor. Of course, these individuals fall below 

than the established poverty line. Two arbitrary bench marks of poverty lines for rural and 

urban areas were estimated. A per capita expenditures of Rs. 250/- and Rs. 300/- (at 1959-

60 prices) for rural and Rs. 300 and Rs. 375 per capita per year (at 1959-60 prices) for 

urban were used to estimate the individuals, who fall below this bench marks were 

considered poor. In 1963-64, in rural areas 60.5% (23.5 million) households were identified 

below the per capita level of Rs. 300 per annum. It decreased to 58.4% in 1971-72. These 

percentages were 43.1% (16.7 million) and 19.2% (11.5 million) for the same period, 

respectively, for the households below the per capita expenditure of Rs. 250 per annum 

for the urban areas, in 1963-64. There were 70% (8.7 million) households below Rs. 375, 

which decreased to 62.8% in 1971-72. However, there were 54.8% (6.8 million) and 24.7% 

(4.3 million) households below Rs. 300 for the same period, respectively. It was a study to 

start the debate of poverty, although the bases of poverty lines of this study were criticized, 

on the grounds of being arbitrary. 

Allaudin (1975) and Mujahid (1978) used per capita annual income, and expenditure, 

respectively, fixed arbitrarily, to estimate the extent of poverty in Pakistan. He used the 

same poverty line as proposed by Naseem and his results were not different than that of 

Naseem. Thereafter, Naseem (1977) study used calories based poverty line. Based on 

95% of recommended calories intake per head (2100) for rural areas led to identify that 

72% (1963-64) and 74% (1971-72) households as poor. As a result, the number of poor 
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was found greater than the above estimates, when the per capita expenditure approach 

was employed and also exhibited an increasing trend over time, contrary to the earlier 

findings. However, based upon 92% of required calories intake, the estimates for urban 

areas were lower. It was estimates that 54% (1963-64) and 55% (1971-72) households 

were poor. It may be noted that urban estimated also showed increasing trend of poverty, 

which was contrary to that of earlier findings. The contradiction in these results was due to 

arbitrary measures of poverty and improvement in the technique over time. In spite of the 

above, these studies identified a problem which was never a part of economic issues in 

Pakistan; hardly identified or addressed in public policies. 

The methodology used for above estimates was also criticized due to a limited concept of 

poverty measure. The methodology was improved by Mujahid 1974-75 & (1978). Naseem 

(1977) ignored the variation in the size of households, of the same group. The studies, 

which took into account the distribution of income among the size of households, led to 

different results. 

Irfan and Rashid (1984) calculated poverty line based upon 2550 calories per adult/per day 

(based upon 1979 prices). They utilized Household Integrated Income and Expenditure 

Survey (HIES) data of the Federal Bureau of Statistics (FBS) for the years 1963-64 to 1979. 

The study concluded that poverty incidence increased up to 1969-70 and it improved 

thereafter in 1979. As per their estimates there were about 41% poor in 1963-64 which 

increased to 54.5% in 1969-70 and it decreased to 41.2% in 1978-79. Again it may be 

noted that there was a high incidence of poverty in Pakistan and these studies only took 

into account food needs and ignored the other necessities for living. Therefore, the results 

do not provide real situation of poverty. 

Ercelawn (1990) also used 2550 calories as a base for his estimates of poverty incidence. 

Thereafter, Malik (1994) applied calories expenditure function to estimate poverty line, from 

HIES data. He proposed a poverty line with Rs. 320.42 per adult equivalent and Rs. 256.4 

per capita/per month expenditures. The study pointed out that there were 18.3% 

households under this poverty line in 1984-85 which decreased to 17.3% in 1990-91. It is 

interesting to know that it is one of few studies, which showed such low incidence of 

poverty. 
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 The above all study suffers from several shortcomings, which have already been pointed 

out. Moreover, (i) it is to note that poverty does not end with just provision of calories/food. 

There is a need to develop indices of minimum expenditure for living, based upon basic 

needs and to make a person socially and economically functional. (ii) The HIES data is not 

the appropriate survey data to estimate poverty. This survey was carried out for different 

purpose and may not convey the needed results for poverty. (iii) Besides, it shows 

availability position not intake of calories. The caloric intake exceeds RDA for all income 

groups. It also showed that lower income group may have higher caloric intake than that 

of relatively higher income groups. Notwithstanding the above, these studies made a 

significant contribution in the literature on Pakistan’s economy. Moreover, the problem of 

poverty was realized and the government and international institutions started to address 

the issue. 

Another study by Gazdar, Howes and Zaidi (1994) improved the methodologies discussed 

so far and based their study on basic needs, like food, shelter, basic health and services 

etc. They estimated poverty line of Rs. 288 per capita/per month expenditure for rural and 

Rs. 351 for urban areas (1991-92 prices). Their results showed that during 1984-85, in 

rural areas, there were 45.6 per cent individuals under poverty line and it decreased to 

34.5% by 1991. The estimates for urban areas were 38.8% and 31:4% for the same years, 

respectively. It shows that with the improvement in methodology the number of poor 

increased, although there was a decreasing trend in poverty. 

 Ahmad (1993) used per capita requirement for basic needs per household comprising two 

adults and four children. He established poverty line for 1991-92 of Rs. 338 for Pakistan, 

Rs. 419 for urban and Rs. 300 for rural population. His results showed that there were 

42.15% households (31.9% population) under poverty line in Pakistan. The comparable 

figures for urban households were 47.1% (38.03% population) and 24.3% households 

(17.25% population) under poverty line in 1991-92. 

 The regional spread of poverty was also estimated by Gazdar, Howes and Zaidi (1994), 

which was based on a basket of basic, needs (expenditures on each basic need 1991-92 

prices). The poverty line of Rs. 351 was estimated for urban and Rs. 288 for rural, as 

already pointed out overall the head count percentage figures were 45.6%, 27.6%, 38.4% 
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and 39% for Punjab, Sindh, NWFP and Balochistan for 1984-85. The province of Sindh 

had the lowest percentage of poor. The same figures were 39.9%, 19.5%, 22.2% and 

33.7% ‘for the four provinces, respectively, during 1990-91. It showed that poverty 

decreased in all provinces over time. However, this decreasing trend was very slow in 

Punjab. Punjab and Baluchistan exhibited high poverty rates. These provinces, it may be 

noted, were largely deprived from their due share in national growth (Chaudhary, 1990). 

 Based upon the above estimates the authors pointed out that in rural areas, there were 

48.3%, 40.4%, 39.1% and 51.5% poor in Punjab, Sindh, NWFP and Balochistan, 

respectively, in 1984-85. The same figures for 1990-91 were 37%, 31.3%, 45.3% and 

47.2%, respectively. It may be noted that (i) there is a decreasing trend in poverty in all the 

provinces. (ii) Almost every second person in Balochistan is identified as poor. Overall, 

1990-91, there were 33.6% persons below poverty line in Pakistan. The same figures for 

urban and rural areas were 31.4% and 34.5%, respectively, indicating that still in Pakistan 

every third individual is under poverty line which is an alarming signal for all political, 

economic and social organizations, which are working to improve the living conditions for 

human beings. These figures need to be carefully understood since the addition of 

variables in the list of basic needs may increase these figures and vice-a-versa it could 

lead to under estimation of the same. In spite of all the above shortcomings, poverty 

estimates were always higher than 30% of population, which continued to be an alarming 

issue to be addressed. 

Malik (1994) used caloric consumption function and identified that there were 18.3% and 

17.2% heads below poverty in Pakistan during 1984-85 and 1990-91, respectively. The 

same figures, pertaining to the same years, for rural areas were 21.1% and 20.6% 

respectively. For urban areas there were 11% and 9.28% heads under below poverty line 

during the same period, respectively. As pointed out above these figures are low because 

of only caloric based estimates. This study showed the lowest figures and is hardly 

accepted among the scholars, due to not reflecting the very basic needs which are 

important for human functioning. 

 A study by Shirazi (1995) used Gazdar, Howes and Zaidi's basket of basic needs adjusted 

with GDP deflator and pointed out that without Zakat benefits there were 25.5% below 
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poverty line in 1987-88, which increased to 28.4% in 1990-91. He also provided regional 

figures for all provinces with and without Zakat. The inclusion of the impact of Zakat did not 

change the poverty figures very much. 

Kemal A. R. (2001) analysed the impact of structural adjustment and stabilization programs 

on poverty in Pakistan. He stated that while incidence of poverty has already increased to 

an alarming proportion, there is an imminent danger that it may increase even further 

unless a pro-poor bias is introduced in the macroeconomic policies and /or social nets are 

placed so that those who suffer by way of unemployment and reduction in incomes below 

poverty levels as a result of structural adjustment and stabilization measured are 

compensated. There are four major mechanisms of macroeconomic policies, which have 

an impact on poverty, are given in box 3, below. 

Given the above background, there is a need for structural changes and improvement in 

institutional quality, if at poverty has to be addressed at gross root level. It includes, 

elimination of corruption, agriculture supporting the poor farmers, instructional changes for 

sustained growth and manufacturing sector, particularly, small industries. The growth 

process has to be directed towards pro-poor growth. Special education, health and 

insurance policy for the poor is essential to control poverty. Kemal summarized his study 

by saying that poverty in the 1990s increased, as compared to 1980s.The poverty in the 

rural areas is more widespread, as compared to urban areas. The non-farm household 

suffers more from poverty, as compared to farm holders in the rural areas. Poverty is also 

due to high underemployment and working less than full time work. The economic growth 

witnessed worsening of income distribution. The unemployment also increased over time. 

Hussain A. (2008) pointed out very important and significant aspects of the roots of poverty 

and linked it with institutional imperatives of poverty reduction in Pakistan. He argued that 

poverty is deep rooted in the structure of institutions and in the unstable state policies of 

Pakistan. It is generally understood that inflation hurts some segments of the society, while 

some others do benefits. In Pakistan, the decades of 1970, 1990s and 2000s are known 

as high inflation periods. In most of these years, there was double digit inflation.  In less 

than five years in the early era of 2000s, over 11 million people were pushed in to poverty. 
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It was predicted that, if no new policy initiative is taken, more 22 million will join their 

reservoir of hunger and poverty. 

No wonder, that it has already been pointed out that over 90% population in Baluchistan is 

suffering from poverty. It is on the face that more than two million hectares of virgin land is 

waiting to be exploited. There are always poor who lose their jobs in recession and 

depression. Inflation also hit this class the most. Poverty reduction involves focus of 

policies and sustained economy as a part of institutional reforms and restructuring for 

sustained and accelerated economic growth, rather inclusive growth. Approximately 51% 

extremely poor people denied upon landlords for their loans and borrowing. Moreover 57% 

extremely poor work for landlords without demanding wages. 

Box: 3 

    Macroeconomic policies, Stabilization Programs and Poverty 

The four mechanism through which macroeconomic policies may  

generate poverty include the economic programs and policies 

which do not promote employment through choice of technology, 

promotion of large firms at the cost of small firms; the taxation 

policy of the government; the structure of public sector 

expenditures especially the policy towards provision of social 

services and transforming income to the poorer sections of the 

society.”                                                                    (Kemal A. R. 2001) 

They are on the mercy of the landlords157. During the survey, it was found that 65% 

extremely poor class was sick. However, about 56% poor were also found sick during the 

survey in 2001. The same group has to travel around 50 kms. and 30klms for their 

treatment. It was also reported that incre4ase in growth rate did not contribute to reduce 

poverty. It was also supported by Anwer (2006) and Gazdaret, al. (2008). The widespread 

                                                           
 

157 .Quoted by Hussain, from a study by NHDR/PIDE survey 2001. 



353 

 

corruption in the society and public departments may have significantly contributed to 

constrain growth and increasing poverty. The channel for above was indicated by Hussain 

(2008), as given below. 

a) “The rising magnitude of corruption over time and at different levels of decision 

making in the government is a major factor in the uncertain policy environment and 

a constraint to estimating accurate project feasibilities. This would be expected to 

constrict investment, GDP growth and employment.” 

b) “The transfer of resources from enterprises to politicians and government 

officials results in a misallocation of national resources and a lower level of 

productive investment and hence GDP growth, than would be the case in the 

absence of such corruption.” 

c) “The financial cost of individual projects increases thereby simultaneously 

inducing slower GDP growth for given level of investment and also reducing the 

employment elasticities.”” 

d) To the extent that the poor are obliged to pay bribe for public services, while in 

the case of the affluent with political influence, may not have to pay bribe.” 

The structural factors also contribute to increase poverty by different means. The reduced 

water supply through canals or floods both contribute to reduce agricultural income and 

therefore contribute to breed poverty. The poor may not be able to afford High Yield variety 

of seeds, fertilizers and other inputs like pesticides, which significantly reduces farmers 

income who are poor. In the previous chapters several factors were identified like, mass 

employment, slow and uneven provision of basic public services, education, health and 

utilities. Moreover, it is also interesting to note as indicated in Agriculture Census those 

agriculture farms less than 5 acres increased from 34.1% to 47.4% during the 1980s. The 

area under these farms increased from 7.1% to 11.2% in the same period. The farms over 

50 acres increased from 0.3% (1991) to 2.1% (1990) and area under these farms increased 

from 8.4% to 23.8% during the same period. It shows another trend of changes in the 

distribution of resources and assets, in favour of big landlords. The small farms not only 

increased by their size also decreased over time; due to division of these farms. 
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9. Turning around the Poverty Debate 

As mentioned above, so far, the literature indicated that poverty is on decreasing trend in 

Pakistan, which is hardly believed and it was criticized on different grounds; since ground 

realities did not match with the outcome of poverty figures. Dr. S.M. Younis Jafri, (1995) is 

one of the few experts who provided a new perspective to the poverty debate. The basis 

for poverty line is provided in table 1 below.  Before, we discuss his results, it is important 

to highlight his variables of poverty measure, which were used for his study. The Federal 

Bureau of Statistics (FBS) pointed out two poverty lines for the years 1987-88 and 1990-

91, which are based upon food expenditure (cost) for caloric intake of 2550 calories per 

adult/per day. For Pakistan average 2354 calories per person/per day was made a base 

for calculating poverty line; as identified by FAO/WHO and planning Commission, 

Government of Pakistan, in 1985. Furthermore, per capita expenditure of household in the 

selected income groups for rural and urban territory are estimated as given in the Table3. 

The FBS study (T.4) provides balanced results, consistent with economic performance of 

the economy.  

Table: 3 Poverty Line: Per capita/per month expenditure of households (Average) 

 

Item 

 

 

Minimum requirement (amount in PRs.) 

 1987/88 

 

1990/91 

 Urban Rural 

 

Urban Rural 

Food 

 

145.0 115.0 224.4 170.3 

Rent 

 

50.0 18.9 84.3 27.5 

Furniture, fixtures 

etc. 

4.6 3.8 7.0 3.5 
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Water 

 

0.6 0.3 1.2 0.2 

Clothing 

 

17.7 15.5 22.0 15.7 

Shoes 

 

5.8 4.5 7.6 5.2 

Electricity, Gas,  

etc. 

 

18.31 16.2 20.0 14.3 

Transport 

 

12.5 6.1 19.3 8.2 

Household 

cleaning items 

 

15.5 10.9 7.4 5.5 

Socialization 

 

9.9 10.1 16.1 9.1 

Education 

 

4.2 0.5 10.7 1.8 

Health 

 

7.9 6.1 14.3 9.7 

Total (Rupees) 

 

292.0 208.0 434.3 271.0 

     Source: FBS (1995), Basic Needs Approach. Chaudhary M Aslam & Abdul H. (1999). 

         Poverty Line for 1987-88 = (0.32 x Rs. 292.0) + (0.68 x Rs. 208.00) = Rs. 234.43 

         Poverty Line for 1990-91 = (0.32 x Rs. 434.3) + (0.68 x Rs. 271.00) = Rs. 323.00 
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Table: 4 Incidence of Poverty in Pakistan 

Measure 1987/88 1990/91 

 

Head-count Ratio (%) 

Urban 

Rural 

Pakistan 

 

 

44.77 

33.28 

35.69 

 

 

56.26 

32.50 

40.57 

 

Income gap Ratio 

Urban 

Rural 

Pakistan 

 

 

0.2540 

0.2113 

0.2294 

 

 

0.3413 

0.2928 

0.3059 

 

FGT Index (P2x100) 

Urban 

Rural 

Pakistan 

 

 

4.077 

2.242 

2.726 

 

 

9.792 

5.055 

6.526 

                              Source: FBS (1995), Chaudhary M. Aslam & Abdul H. (1999). 

 

  The measures of head count ratio (Table 2) indicated that, in Pakistan, there were 35.7% 

and 40.6% poor during 1987-88 and 1990-91, respectively. The same figures for rural 

population were 33.3%, 32.5% and 44.8%, 56.3% for urban and rural population for the 

same years, respectively. In Pakistan the income gap was 0.2294 (1987-88), which 

increased to 0.3059 (1990-91). Similar increasing ratio is found for urban and rural areas. 

The FGT Index for Pakistan also increased for 2.726 (1987-88) to 6.526 (1990-91). The 

increasing income gap and poverty is supported by FGT index. 
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10. National, Rural and Urban Poverty Gaps in Pakistan 

 The following table 3 provides different perspective on depth of poverty in Pakistan. During 

the period under review, 1998-99, 2000-02, 2000-02 and 2012-13; the national poverty gap 

squeezed in 2000-01, from 6.3% (1998-99) to 7.0% (2000-01). However, it slightly 

decreased to 6.1% (2004-05) and further to 5.83% (2012-13). The poverty gap was higher 

for rural population, as compared to the urban population, during the entire period under 

discussion.  In urban areas, poverty gap was 4.3% (1998-99) which decreased to 3.32% 

(2012-13). Thus, there is almost one percentage point decrease in it.  As compared to 

urban areas, the poverty gap in rural areas did not change much. The poverty gap was 

7.1% (1998-99) in rural areas, which slightly increased to 7.17% in 2012-13). It had the 

highest figure in 2000-01, as compared to urban and national level i.e. 8%. One possible 

reason for high poverty gap in rural areas may be the land distribution in the rural areas, 

which is more skewed towards the rich. Moreover, poor in the rural areas are either tenants 

or small land holders. The small farmers suffer from squeezing the size of the ownership, 

due to distribution of inherited land, which may increase this gap. On the other hand the 

tenants may have lost their income since mechanization may have led to their 

displacement and deprived them from the income which so ever they were earning. The 

alternative source of employment and earnings are limited in the rural areas. An impact of 

food inflation on poverty may be seen in appendix table one. 

As well as, the squared poverty gap is concerned; it shows poverty relation with certain 

level of economic growth in the country.  The squared poverty gaps did not change much 

between 1998-99 and 2004-05. The national level figures for the same were two in 1998-

99 which remained the same for the year 2004-05. The same trend was observed for urban 

and rural areas. Thus, growth alone may not decrease poverty gap unless and until policies 

are focused to decrease this gap. In other words, strong poverty alleviation like 

employment generation, skill training and allowances for deprived and poor segment is 

needed. The piece meal efforts like Benazeer Income Support programs or similar other 

programs are not making much progress to reduce poverty gap. It calls for more strong 

and effective programs for poverty alleviation; if at all this issue has to be addressed. Some 
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of the above studies have shown that poverty decreased over time. In 1990-91, poverty 

figures indicated as high as 33.6% (heads count) population below poverty line, against a 

lowest estimate of just 17.2% for Pakistan and 9.8% for urban areas. These studies have 

stressed for different variables and as a result, with few exceptions, their results did not 

differ much from each other. The variables on which these studies are based are - income 

per capita, household consumption, per capita expenditure, food, consumption per capita 

(Calories intake needed) food ratio, height and weight for specific age, adult hood or 

conversion to adult hood, non-food economic and social needs etc. Most of the author's 

treated these variables differently, based upon their logic or justification. Such different 

treatment led to confusing results. It is surprising to note that despite mass unemployment, 

increasing inequality, emergence of small or landless farmers in the rural areas, slow 

growth of the industrial sector, poor performance of agriculture and national economy, 

deficit trade balance, high population growth, huge debt accumulation and lion's share paid 

in debt servicing, heavy spending on defence and poverty results showed a decreasing 

trend (World Bank). These estimates were not realistic, which indicated that poverty is less 

than 105 IN Pakistan. Hardly anyone believed in it. Hardly any one believes in these 

estimates. However, for reference these estimates are provided here. It is hard to point out 

for favourable steps, which could have led to improve the situation. Therefore, research in 

this area continued to dig out the roots of poverty and new findings did not support the 

above-cited views about poverty.  

11. Poverty Trends in 1990s 

Most of the studies conducted in the 1970s and 1980s concentrated on the head count 

ratio of those who are below the poverty line. Of course, different poverty lines were 

estimated to highlight poverty trends and level of poverty in Pakistan. The results of these 

studies also differ due to different base for their estimation158. Therefore extra care must 

be taken for comparison of these studies. To point out income gap and severity of poverty 

among poor, FGT index is widely used. It is equally important to know about the income 

                                                           
 

158 . Some studies were based upon calories intake, while others were based upon basic needs etc. 
Therefore, the outcomes were also different. 
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which may be needed to pull out of poverty i.e. to bring income of the poor above the 

poverty line. Income gap ratio provides identifies average income gap of poor; expressed 

in terms of fraction of poverty line, cut off point for poverty. The average short fall in income 

to bring above than poverty line may be called as poverty gap. Thus, along with the head 

count ratio of the number of poor, it also provides depth of poverty, among the poor 

segment of the society. However, it may be noted that income gap ratio it is insensitive to 

the transfer of income among the poor i.e. from poor to poorer.  In other words, all the poor 

are treated the same; thus it ignores income inequality within the poor. The FGT measure 

has the property that it highlights poverty with depth of inequality among the deprived (poor) 

class. Thus, as per FGT, poverty would be greater where the dispersion in income among 

the poor class is relatively higher than in a situation where it is relatively smaller. Thus, 

FGT measure shows income inequalities among the poor class of the society. It is 

important to know such information so that policy may attack differently for the poor and 

poorer class. Table 5 provides figures for P0, P1 & P2. 

Table 6 (World Bank) shows that poverty gap (P1) and Poverty Severity (P2), both fell 

during 1993-94 to 1998-99. It means that the severity of poverty has improved during this 

period. The value for  

Table 5: Poverty Trends in the 1990s: Rural and Urban Trends                                               

Years Areas %Poor 

(P0) 

Poverty 

Gap (P1) 

Poverty 

depth 

(Severity) 

(P2) 

1993-94 Total 

Urban 

Rural 

27.4 

29.9 

23.1 

5.31 

6.7 

4.8 

1.6 

1.8 

1.4 

1996-97 Total 

Urban  

29.6 

31.6 

5.8 

6.0 

1.7 

2.1 
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Rural 27.4 5.9 1.1 

1998-99 Total 

Urban 

Rural 

35.2 

39.6 

31.7 

7.6 

8.4 

9.7 

2.5 

2.6 

3.6 

                                   Source: Kemal A. R (2001) P0= Poverty trend  

P1 substantially fell; from 11 to 4 in the 1990s. However, the value of P2 also decreased 

from 4 to 1. It means that, overall, P1 and P2 both fell during the 1990s, which shows some 

consistency among the results. However, two other studies showed different figures for the 

same. A study by Jamal and Ghaus P. (2000) pointed out that the value for P1 was 7 for 

1996-97, which is almost, double than that of World Bank estimates. It indicates that the 

income of the poor was four to seven per cent of the average income of the entire poor 

segment of people.                                            

Table 6: World Bank: Poverty Gap and Poverty Severity 

“Year P0 P1 P2 

1984-85 46 11 4 

1987-88 37 8 2 

1990-91 34 7 2 

1992-93 25 5 1 

1993-94 28 5 2 

1996-97 24 4 1” 

                                     Source: Kemal A. R. (2001)  World Bank 1995 & 2000. 

Besides, it may be referred to a fall in income inequality among the poor class. Thus, the 

very poor may have improved their income to some extent, although, they were still poor. 

Another study by Arif,  N. and Haq (2009-10 also provided poverty estimates for P0, P1 and 
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P2.  They showed a sharp growth in income poverty gap (P1), as compared to World Bank 

estimates. The P1 increased from 5.3 (1993-94) to 7.6% (1998-99). Besides, the severity of 

poverty also increased, as compared to a decline, as indicated in the World Bank estimates 

(Table, 5). Furthermore, a study by Jaffri S. M.Y.  (1999), indicated that the value for P1 was 

below by about 20%in 1986-87.By 1992-93, it was still 19% below than the poverty line. 

However, Jaffri observed no change in the value of P2, during 1990s. This study indicated 

a deeper poverty gap, rather than improvement in it.  

The above results may be read along with overall economic environment in Pakistan. It may 

be noted that Zaidi A. (2015) pointed out that the era of 1990s was the era lost, in terms of 

economic development in Pakistan. The economy slowed down and it was also a high 

inflation period, which first hit the poor. Deficit was also at peak; as high as over 8% of GDP 

in the early 1990s; it remained over 6% of GDP in the entire decade. Unemployment was 

double digit (Chaudhary M. A. & Abdul H. 1999) and Zulifqar K. and Chaudahry M. A. (2007). 

The development expenditures were over 9% of GDP in 1980-81 which fell to 3.4% of GDP 

in1999-00. It in the light of above given economic crises, it is difficult to believe that poverty 

has gone down of income inequality among the poor may have been improve. 

The above cited literature provided important evidences on poverty trends. However, it may 

be noted that here was one thing common in all these studies that there exists mass poverty 

in Pakistan. Therefore, it must be a matter of great concern for the mangers of the economy, 

statesmen, social organizations and political leaders. It is an urgent need to pay serious 

attention to address this issue. No single organization, even the government, can provide a 

viable solution to this mass-spread problem. On the face of mass poverty, human resources 

can hardly be expected of good quality. Therefore, it is expected that human resources 

continue to deteriorate. Thus; broad base asset distribution reforms and policies are needed 

to address this problem. The factor and product prices need to be rationalized through 

monetary, fiscal and sectoral policies. Besides, priority to social sectors development and 

employment promotion in small-scale industries could provide a partial solution to the 

problem. A comprehensive long run master plan is needed to dig out the roots of this 

challenging problem which is not only leading to waste of mass-human resources but it is 

also binding the growth of other sectors. For sustained poverty reduction, strategies of 

efficient labour utilization and provision of basic needs to the poor must be followed. The 
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universal programmes like SAP focused on the whole population will not reduce poverty in 

the short run. Such programmes will continue to maintain income inequality. Therefore, 

special efforts are needed for the poor so that they could catch up the (growth) flight of 

economic growth, on the basis of their functional participation. Most of the programmes 

introduced so far do not reach the poor. There is a need to understand the decision making 

process of the poor, and it must be made a part of the plans formulation for them. Top down 

delivery system has clearly failed and it still continues in the shape of SAP and other 

programmes. The poor are needed to be involved in these activities so that effective 

programmes are introduced. The risks, incentives and their needs must be properly 

understood for this purpose. A project cycle approach to benefit this class is generally seen 

successful like Agha Khan Development Programme in the Northern Areas of Pakistan. 

Such approaches may be modified and applied to the areas as per their needs. 

12. Public Sector Programs for Social Safety Nets and Poverty 

Alleviation 

The public sector development programs were partially focused on provision of social 

safety and alleviation of poverty. Poverty alleviation programs were the only significant 

program which was focused directly to combat poverty. The government policy for pro-poor 

benefits as reflected in the Pakistan Economic Survey is as given below, box: 3. 

Pro-poor expenditures for tackling poverty includes expenditures on, highways, roads, 

communication channels and overhead bridges, bridges, environment, potable water 

supply, education & health, sanitation facilities population welfare planning, social security 

nets, social welfare, mega national development projects, control of calamities & natural 

disasters,  agricultural crops failures, land reclamation, rural welfare development, 

subsidies,  people’s works projects, low cost small  housing projects, law &justice, 

administration, maintaining of law and order etc. It is important to note that how all these 

expenditures are related to poverty reduction and to other welfare related to poor segment 

of society. Is it not true that most these expenditures are biased towards non poor; rather 

privileged class, for example, highways and bridges, airports, motor ways etc. How much 

population has an access to safe drinking water? Even, living in posh areas is buying 

bottled drinking water. How many poor, Kachi Abadies and mud houses of poor around 
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posh areas of Lahore, Islamabad and Karachi have safe potable Water supply, health 

facilities and security of two times’ meal. 

Among the results. However, two other studies showed different figures for the same. A 

study by Jamal and Ghaus P. (2000) pointed out that the value for P1 was 7 for 1996-97, 

which is almost, double than that of World Bank estimates. It indicates that the income of 

the poor was four to seven per cent of the average income of the entire poor segment of 

people. 

No wonder, more than thirty per cent population is still below poverty line. The major city 

like Karachi is crying for water, not for safe drinking water, which is a dream for poor areas. 

On the face of this the above cited figures for 2014-15 were Rs. 2162.75 billions159, 

constitutes 7.9% of GDP. It was committed that 4.5% of GDP will spend for poverty 

alleviation. Of course, the commitment of the expenditure is met, while hardly any ground 

realities were changed for poverty alleviation.   

Box: 3 Focus of Public Policies and Development Plan 

“Poverty reduction strategy incorporates pro-poor economic growth, equal 

distribution of economic opportunities while ensuring decent living conditions and 

adequate social protection. 

… The 11th Five Year Development Plan (2013-18) also outlined a new direction to 

move towards sustained economic growth, which will enable equal opportunities for 

all. Inclusive Growth caters the needs of the poor, marginalized, vulnerable and 

minorities to integrate them in the society.  …..The plan designs to achieve the 

objective of poverty reduction include: Provision of productive asset…human 

development programs…Pooling communities’ resources….. Enabling environment 

for clean drinking water……National cohesive social protection policies…Provision 

of adequate financing for poverty reduction programs…..Reforming and 

strengthening the institutions for better delivery of public services.” 

                                                           
 

159. See for details Pakistan Economic Survey, 2015-16, P- 254, for other years too. 
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                             (Pakistan Economic Survey, 2015-16, P253, Chapt.  15.) 

In addition to above, piece  meal other programs for poverty are also in action like Benazir 

Income Support Program, Waseela–e-Haq & Waseel-e- Sehat, Pakistan Bait-ul-mal; home 

for old age person, child rehabilitation centres, child support programs etc. The workers 

welfare fund & micro credit etc. are all counted to eliminate poverty. So, generalized 

programs cannot be called pro-poor or for direct benefited of the poor. No doubt, these 

programs may have partial impact on poor people but its main benefiters remained non-

poor. Therefore, these programs cannot be called poverty alleviation programs. It shows 

non-seriousness of the public sector to address the severe issue of poverty. It is the very 

reason that economic issues persist over time and those hardly go away or emerge again 

and again. All above, calls for a serious and effective program for combating poverty, 

otherwise, the human resources will continue to be wasted. 

So far several studies and empirical evidences on poverty have been discussed. There is 

one thing common in all these studies that there exists mass poverty in Pakistan. Therefore, 

it is a matter of great concern for the mangers of the economy, statesmen, social 

organizations and political leaders. The issue is not seriously addressed, rather piece meal 

policy steps were taken to face wash the issue. The problem is persistently increasing and 

could not be handled until it is dealt on priority and emergency basis. It is an urgent need to 

pay serious attention to address this issue. No single organization, even the government, 

can provide a viable solution to this mass-spread problem. On the face of mass poverty, 

human resources can hardly be expected of good quality. (Human capital) and to play its 

role in the development of the country. These human resources are not only wasted but are 

also a burden on the society. Therefore, it is expected that human resources will continue 

to deteriorate; rather poor quality of education is added to the issue too.  Thus; broad based 

asset distribution reforms and policies are needed to address this problem. The factor and 

product prices need to be rationalized through monetary, fiscal and sectoral policies. 

Besides, priority for the development of social sectors is essential. Promotion of industrial 

sector, particularly, small-scale industries could provide a partial solution to the problem. A 

comprehensive long run master plan is needed to dig out the roots of this challenging 

problem which is leading to restrict growth of other sectors too. For sustained poverty 
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reduction, strategies of efficient labour utilization and provision of basic needs to the poor 

must be followed, as stated in the constitution of Pakistan. The universal programmes like 

SAP focused on the whole population will not reduce poverty in the short run. Such 

programmes will continue to maintain income inequality, deprivation and voice-lessness. 

Therefore, special efforts are needed uplift the poor so that they could catch up the flight of 

economic growth, on the basis of their functional participation. Most of the programmes 

introduced so far do not reach the poor. There is a need to understand the decision making 

process and reaching the poor, and it must be made a part of the budget formulation. Top 

down delivery system has clearly failed and it still continues in different shapes, which hardly 

addresses ground realities.  The poor are needed to be heard and involved in these 

economic activities so that effective programmes are introduced to address the issue.  The 

risks, incentives and their needs must be properly understood for this purpose. A project 

cycle approach to benefit this class is generally seen successful like Agha Khan 

Development Programme in the Northern Areas of Pakistan and Grameen Bank in 

Bangladesh. Such approaches may be modified and applied to the areas as per their needs 

in Pakistan. 

13. Emerging Issues 

 There is a one thing common in all studies on poverty that there exists mass poverty 

in Pakistan.  Therefore, poverty has to be tackled effectively to improve economic growth, 

as well as economic development. 

 Poverty has increased, rather, deceased, over time. It is on high side even today. Over 

one third of the population is still below poverty line, which is a threatening challenge for 

Pakistan. 

 There exists poverty-growth nexus. Poverty is an obstacle to development, as well as 

waste of human resources. Move rover, the respectable growth did not help much in 

reducing poverty. 

 There has been a partial focus of public policies to combat poverty. It has not been 

taken seriously, therefore, the problem persisted overtime. There is a need to focus on 

the issue seriously and it must be dealt on priority basis. 
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 There is a need to understand and review the procedure to reach the poor. New and 

effective programs are needed to include the poor in policy formulation and setting 

priorities for public policies. In other words people need to be heard and included in 

decision making, which is important to understand the roots the issue and effectiveness 

on economic policies in this regard. 

Appendix Tables 

Appendix Table 1: Impact of Food Inflation on Poverty 

Years Headcount 

Ratio (%)* 

No. of Poor 

(Million)* 

Food Inflation** 

1998-99 30 40.4 5.9 

2001-02 34 50.2 3.6 

2004-05 29.2 45.5 12.5 

2005-06 28.7 45.7 6.9 

2006-07 29.5 48.1 10.3 

2007-08 33.8 56.5 17.7 

2008-09 36.1 61.8 26.6 

2009-10 38.5 67.4 12.1** 

2010-11 40.7 73.1 - 

2011-12 43.1 79.1 - 

Source: World Bank Staff Estimation * Food Inflation, higher than the overall inflation. 
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Table: 2 Incidence of Poverty by Household Characteristics: 2005-06 

 Urban 

 

Rural Overall 

Poverty  

By 

(Households) 

Head-

count 

Poverty 

 (%) 

% of 

populat- 

ion 

Head 

count 

Poverty 

(%) 

% of 

population 

Head 

count 

Poverty 

 (%) 

% of 

population 

land 

ownership: 

 

Household  

has no land 

 

Household 

had 

subsistence 

land holding 

(1-12.5 acres) 

 

 

 

13.6 

 

 

20.6 

 

 

 

 

 

96.0 

 

 

3.3 

 

 

 

 

 

31.1 

 

 

22.8 

 

 

 

 

 

54.3 

 

 

39.0 

 

 

 

 

 

22.8 

 

 

22.7 

 

 

 

 

 

68.4 

 

 

27.0 
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Household 

has 

economical 

land holding 

(12.6-25 

acres) 

 

Household 

has large land 

holding (more 

than 25 acres) 

 

 

2.4 

 

 

0.0 

 

0.4 

 

 

0.3 

 

14.2 

 

 

13.1 

 

4.3 

 

 

2.4 

 

13.7 

 

 

12.3 

 

2.9 

 

 

1.7 

 

Live stocks 

Livestock 

household 

(Yes=1, No=0) 

 

No. of Live 

stocks 

 

 

15.5 

 

 

13.7 

 

 

3.2 

 

 

96.8 

 

 

23.4 

 

 

28.7 

 

 

36.3 

 

 

63.7 

 

 

23.0 

 

 

22.1 

 

 

25.2 

 

 

74.8 
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By education  

 

Illiterate head 

(no education) 

Prim. educated 

head  (1-5 

years) 

Medium 

educated head 

(6-10 years) 

Highly 

educated head 

(above 10 

years) 

 

 

 

26.3 

 

14.2 

 

7.5 

3.0 

 

 

32.4 

 

16.0 

 

31.0 

20.6 

 

 

33.0 

 

24.7 

 

16.6 

8.1 

 

 

56.8 

 

17.0 

 

19.9 

6.3 

 

 

31.5 

 

21.3 

 

12.6 

4.9 

 

 

48.6 

 

16.7 

 

23.6 

11.1 

By household 

size: 

Small sized 

household (1-3 

members) 

Medium sized 

household (4-8 

members) 

Large sized 

household 

 

1.3 

 

 

7.3 

 

 

25.8 

 

4.7 

 

 

58.8 

 

 

36.5 

 

3.9 

 

 

20.2 

 

 

37.6 

 

4.7 

 

 

53.3 

 

 

42.0 

 

3.0 

 

 

15.6 

 

 

34.0 

 

4.7 

 

 

55.2 

 

 

40.2 
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(more than 8 

members) 

 

By 

employment   

Unemployed 

Self employed 

Paid employee 

Unpaid family 

worker 

 

 

16.8 

12.8 

13.0 

40.0 

 

19.5 

32.2 

48.1 

0.2 

 

23.9 

22.2 

35.5 

21.9 

 

16.2 

50.9 

32.0 

0.9 

 

21.2 

19.9 

25.7 

24.1 

 

17.3 

44.6 

37.4 

0.7 

Source: Issues in Pakistan’s Economy by Akbar Zaidi. Also based upon PSLM-HIES 2005-06. 

Table: 3 Poverty Trends by Province 

 

Province/Yea

r 

 

FY9

3 

 

FY9

4 

 

FY9

7 

 

FY9

9 

 

201

1 

Urban  21 16 16 22 36 

Punjab 22 18 17 26 35 

Sindh 17 12 12 16 33 

KPK 25 27 27 29 49 
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Balochistan 32 17 23 24 48 

Rural Areas 29 35 31 36 37 

Punjab 27 34 28 36 35 

Sindh 30 32 20 34.7 40 

KPK 37 40.0 43.4 44.9 40 

Balochistan 28 37.9 42.5 22.5 45 

Pakistan. 27 29.3 26.3 32.2 37 

Punjab 25 29.5 25.0 33.0 35 

Sindh 24 22.6 15.7 26.6 36 

KPK 36 38.1 41.2 42.6 42 

Balochistan 29 35.5 38.4 22.8 46 

Source: Asian Development Bank, Poverty in Pakistan: Causes and Institutional Responses 

(Islamabad: Idb, July 2002, 12. For 2011: Jamal, Haroon, Predicting Sub-national Poverty Incidence 

for Pakistan, Research Report 85 (Karachi: SPDC, 2013), Zadi (2015). Note: Figures are rounded to 

nearest decimal point. 

 Table: 4 Trends: Income Inequality (Gini- Coefficient) 

Year 

 

Overall Rural Areas Urban Areas 

1963-1964 0.36 0.35 0.37 

1966-1967 0.35 0.33 0.39 

1968-1969 0.33 0.30 0.37 

1969-1970 0.33 0.29 0.36 
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1970-1971 0.33 0.27 0.36 

1971-1972 0.35 0.31 0.38 

1979-1980 0.38 0.32 0.38 

1984-1985 0.43 0.345 0.38 

1985-1986 0.36 0.330 0.35 

1986-1987 0.35 0.31 0.36 

1987-1988 0.35 0.31 0.37 

1990-1991 0.41 0.41 0.39 

1992-1993 0.39 0.37 0.38 

1993-1994 0.40 0.40 0.35 

1996-1997 0.41 0.41 0.38 

1998-1999 0.41 0.40 0.33 

2001-2002 0.41 0.36 0.43 

2004-2005 0.41 0.35 0.43 

2010-2011 0.41 0.37 0.41 

2013-2014 0.41 0.38 0.42 

Source: UNDP Pakistan, also see Chaudhary M. Aslam (1999). 

Table: 5 Trends in Growth, Poverty, and Income Distribution 

Decade Growth Improved 

 

Poverty increased Income Inequi. (Gini-

coefficient) 

1950s 

 

Stagnated economy Persisted poverty - 
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1960s 

 

Accelerated Increased poverty Improved Gini.Co. 

1970s 

 

Slow & Stagnated 

Econ. 

Poverty Declined Improved Gini.Co. 

1980s Rapid Increase 

In Growth 

Poverty Declined Rapid deterioration, followed 

by  improvement 

1990s 

 

Substantial Decline Increased 

Considerably 

Worsened 

2000-07 

 

Rapid Increase Declined Probably Worsened 

2008-13 

 

Substantial Decline Some increased - 

2013-17 

 

Rapid Increase in 

Growth 

May have Declined - 

Source: Author’s own analysis based on the indicators. 

 

Table 6: Fixed effect coefficients of the provincial Growth, with terrorism 

 Provinces  Fixed effect,  Coefficients  

Balochistan -2.18 

KPK -0.07 

Punjab 1.36 

Sindh 0.75 

Difference Punjab-Sindh 0.61 % 

Difference Punjab-KP 1.44 % 

Difference Punjab-Baluchistan 3.54 % 

Sindh-KP 0.83 % 
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Sindh- Baluchistan 2.93 % 

KpK- Baluchistan 2.10 % 

                                                Source:  Tahir S. (2019). 

 

 

 

                                  

 

 

 

 Table 7: Share of manufacturing in national value added of Manufacturing sector 

(%) age 

 
Punjab Sindh KPK Baluchistan 

1990-91 46 47 4 1.6 

2000-01 44 45 10 1.5 

2007-08 38 48 11 2.3 

2010-11 44 42 13 2.1 

2015-16 44 41 12 2.1 

                                       Source: Tahir S. (2019) 
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CHAPTER: 11 

 

Public Debt: Dependency, Sustainability and Impacts on 

the Economy 

 

1. Introduction 

Many developing countries are following a policy to attract foreign capital through 

loans and other means to enhance investment. The inflow of these resources are seen as 

an addition to development  resources l ike s t imulat ing investment for accelerating 

economic growth and attaining welfare in shorter period of time. However, there are only a 

very few success stories of dependent growth, based upon funding through loans, 

which may have any significant contribution to improve the economic conditions of recipient 

country to level that the country may have joined the club of developed nations.160Pakistan 

and other South Asian countries have received significant amount of foreign loans, however, 

the role of foreign loans in development is critical as it piles up foreign, as well as, domestic 

loans, which leads to wash away significant portion or entire economic growth in specific years 

[Chaudhary M. A. and Ali S.  (1993 & 1996), (Anwar S. 1995)]. In spite of increasing foreign 

aid, the region of South Asia has experienced one of the poorest growth rates and emerged 

as  one of the poorest,  illiterate and indebted region of the world (MHCHD, 1997)161, having 

more than 500 million poor living below poverty line and about 46 per cent of the world sill 

iterate live in the South Asia [UNDP/MHCHD, (1997)].This region has around 22 per cent 

of the world’s population, while is  having less than 1.5 per cent of the world’s income. It also 

appears one of the most indebted regions of the world [Anwar S. (1995)]. In spite of a 

significant inflow of foreign aid, the economic conditions remained poor in this region; 

                                                           
 

160There is an exception to one or two countries which have special relations with the donors like Israel. The donors have 
special interest in them. 
161  For details see Mahboob-ul-Haq Centre for Human development (MHCHD) report on South Asia, 1997.  
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particularly in Pakistan and Bangladesh. In Pakistan, every baby born is indebted by more 

than Rs.100,000, while its per capita income is way lower than it. Such a situation calls for 

an in-depth analysis of the contribution of foreign aid and its utilization. Therefore, this 

chapter is focused to analyse the role and implications of public debt; domestic and 

international debt, its sustainability as well as burden of debt servicing.  

Foreign and domestic debt may have multidimensional impacts and many faces.  It may 

be called foreign aid or grant element. It may also be in soft forms but it is still a debt, either 

tied aid or short term loans for B.O.P support which could play a positive role by promoting 

economic growth and stability in the host country, as well as, it could become bottleneck 

for growth of the recipient country. However, it may act as a trap and the host country may 

end up losing its economic sovereignty. Thirlwall A. P. (2011) clearly identified tied aid 

which is growth promoting and also those which act as political support to the receipt 

countries. This inflow of capital can also be visualized in the form of foreign direct 

investment (FDI) and foreign loans which are borrowed from various bilateral, multilateral, 

international institutions and loans from foreign governments’ support in terms of 

international credit etc.  Most of the time this inflow of funds is attracted by accommodation 

of lenders’ agenda; whether it is economic or non-economic aid. Its purpose may be to 

affect the policies of the host country. According to Thrilwall A. P., capital inflow in terms of 

foreign loans is most of the times linked with the agenda of lenders, which ultimately 

benefits the donors. This agenda can be economic or non-economic. Foreign loans in 

South Asian region remained a significant part of its exchequer; through numerous sources 

but these inflows didn’t contribute much regarding economic development of the region 

(see Chaudhary and Ali (1993, 1996); Chaudhary and Anwar (2000)). Today South Asia is 

known as world’s most indebted region having world’s two large armies, having more than 

40% population who are illiterate and below poverty line (MHCHD-1997)162. The poverty 

conditions are also dismal. None of these issues have been significantly improved with the 

help of foreign aid. It is difficult to quote any country which may have been developed with 

the help of international aid; the very reason that international financial institutions are 

                                                           
 

162. For details see: Human development in South Asia, (1997), Mahboob-ul-Haq Centre for Human development, Annual Report, 
Islamabad. 
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criticized163. It does not mean that their performance is extremely poor but these institutions 

are unable to fulfil their objectives and did not play their role to rehabilitate and develop the 

deprived developing world. The income inequality is as high as 1: 7 times between some 

rich countries in the developed world and developing countries, respectively. As a result, 

new international financial institutions are emerging, and their performance in this respect 

is yet to be seen. 

The inflow of foreign capital is supported in most of the developing world and expecting 

that it will enhance investment by supplementing resources and it will help to transfer inflow 

of new technology. This capital inflow can be viewed in the form of foreign loans; taken 

from different bilateral, as well as, multilateral sources. However, now the larger inflow of 

such resources is through the inflow of foreign direct investment (FDI). The developing 

world needs financial and human capital resources to accelerate their growth. These 

countries are abundant in labour force but deficient in the above cited resources. It is the 

key reason that these countries welcome the inflow of loans and foreign direct investment 

(FDI). 

2. The Debt Cycle Theory and Contributions of Debt 

The debt cycle theory rationalized the contribution and role of debt, as following. In the 

early stage of development, a country may borrow and invest, since financial resources 

are limited in the developing stage, particularly, such a country may face shortage of 

foreign exchange which is important to import technology, machinery and other factors for 

early stage of development. Similarly, the investment-saving gap may be fulfilled through 

domestic as well as foreign debt. Apart from that, a country may also face foreign exchange 

gap; due to shortage of foreign exchange which may hinder development in the early stage 

of development. These gaps are known as “Dual Gaps”. These two gaps show up as deficit 

in the budget or budgetary gap164.  In the second stage, the country continues to borrow 

                                                           
 

163. There is an exception to one or two countries which have special relations with the donors like Israel. The donors have 
special interest and relations with them. An example of such country is Israel. But such countries are not more than two or three. 
164See Chenery and Bruno (1962), Chenery and Strout (1966). The resource gaps are (saving –investment) & (Exports –imports) 

; ultimately budgetary gap, Two/three gap theory. 
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but return on already invested funds in development projects starts to pay back in term 

return (profit) but this return is not enough to repay the borrowed funds.  In the third stage, 

the country may have crossed developing stage and thereafter, the investment pays back 

and the country’s domestic position of resource mobilization may also improve and the 

country will be able to repay the debt; without sacrificing growth. Thus, due to such positive 

contribution of deficit financing through debt, the country is able to accelerate its economic 

growth, exploit domestic ideal resources with the international help and also pay back the 

debt.  In this perspective, debt is not a bad option but plays a positive role in development. 

However, an important condition is that the borrowed fund must be invested, preferably in 

high return projects.  The countries which are trapped in debt cycle, these countries violate 

the above cited theory and therefore they are bound to damage the country rather 

improving the economy. The countries which use domestic or international debt for current 

expenditures, as well as through corruption, will end up piling up foreign debt. Such 

outcome not only hampers growth but also affects independence of the nation; since these 

countries end with directed dependent growth.  

3. The Debt and Debt Servicing in South Asia 

The public debt is not only serious for Pakistan but it is important for the whole region of 

South Asia. The stock of external debt in South Asia reached to the level of U.S $637.1 

Billion in 2015, which is on average, 165% of exports and more than 40% of gross national 

income (GNI) (World Bank report). It is important to note that in these countries, about 10% 

of exports are being wiped out due to debt servicing in these countries. It is more than two 

times the growth of some of these countries. Such an outcome has led to foreign 

dependency of these countries. Such situation is critical and alarming which require 

attention to rehabilitate and strengthen the fragile economic environment in the region. 

India is the only country which is emerging as fast growing country in the region. External 

debt to GNI ratio averaged 26% for low income and middle income countries during 2015. 

On the other hand, external debt to exports ratio averaged 98% during 2014-15. As far as 

remittances are concerned, which are extremely important in the development process, 

South Asian region witnessed inflow of $118 billion, which are equal to 4.4% of GNI of 

these countries, during 2015-16. Now, China has emerged as major donor for Pakistan. 
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China is supporting China-Pak Economic Corridor (CPEC), under which a long highway 

from Gawader (Sea Port) to China will be constructed for commercial and trade purposes. 

Besides, energy projects are a part of the programs; one of the major economic issues of 

energy shortage in Pakistan. Similarly, several other industrial and infrastructural projects 

will be constructed consisting upon more than $50 billion. It is expected to improve 

economic growth in Pakistan and it will also provide boost to China’s trade to the rest of 

the world. However, it remains to be seen whether these loans are utilized efficiently. 

4. Emergence of Public Debt 

Deficit financing has been a part of federal budget since 1960s. The deficit financing was 

done through banking system, non-banking domestic sources and international borrowing. 

In 1947, Pakistan’s public debt was even less the one billion dollars, which has reached 

today to the level of over 75 billion dollars; about $35 has been added in the last four years 

of Nawaz Sharif government (2013-17). The same amount has not been accumulated in 

the last sixty years. Taking in to account population growth rate and debt servicing, the per 

capita income growth turns out negative165. It is the fate of this country and achievements 

after 70 years of economic planning and development. The so called national saving 

centres were established to borrow from public. These funds were also used to finance the 

budget deficit. These funds may be called savings at individual level whereas at national 

level it is a public debt, which may be used to provide cushion for current government 

expenditures. A question arises why the need for debt was essential?  A core reason is 

that when governments were unable to mobilize domestic resources they found it an 

escape through borrowing and managed to run the government during their regimes. It was 

an easy way to fulfil deficit dap and also the burden of the debt was postponed to the next 

governments; who will pay back the debt taken by the previous governments. The 

borrowing from the banking system was to the tune of PRs. 378 million in 1951-52. The 

same increased to PRs. 769 million in 1957-58.  It further increased to 1.4 billion in 1965-

66. It decreased to PRs. 440 million in 1967-68 and continued to increase thereafter. In 

                                                           
 

165 . Say if population growth is 2% and debt servicing are 4% (in aggregate), then if GDP growth is 5% (2016-17), the outcome 
is per capita income growth of negative one percent.  The growth had been even poor than 5% in the past and the debt servicing 
were much higher than indicated above (Chaudhary M. Aslam (1988). 
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1978-79, deficit financing through the banking system rose to PRs. 8.2 billion. Thereafter, 

it keeps on increasing.  

4.1 The Quantum of Public Debt: Domestic and Foreign 

The long term growth and accumulation of Public debt, foreign and domestic, may be 

visualized in figures 1 & 2 and tables 1 & 2.  The public debt which was hardly PRs. 30 

billion in 1971 increased to PRs 130 billion in 1979 (Table 1). It indicated an increase of 

more than four times in it. The total public debt increased to over PRs. 600 billion by 1990. 

In this decade, this increase was around five times in a decade. There after the public debt 

accelerated to Rs.3172 billion in nine years i.e. by 2000 (fig. 1). This increase was over 

four times again in this period. Between 2001 and 2010, the public debt increased from Rs. 

3684 billion to Rs 9006 billion, an increase of about three times.                                         

Table 1: Public Debt of Pakistan (PRs. Billions) 

Year 

 

Public Debt 

Domestic 

 Debt 

External 

Debt 

FY71 30 14 16 

FY75 70 23 48 

FY79 130 52 77 

FY81 145 58 87 

FY82 189 81 107 

FY85 309 153 156 

FY86 390 203 187 

FY87 458 248 209 

FY88 523 290 233 

FY89 634 333 300 

FY90 711 381 330 

FY91 825 448 377 

FY95 1497 809 688 

FY00 3172 1645 1527 

FY01 3684 1799 1885 
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FY05 4211 2178 2034 

FY10 9006 4654 4352 

FY14 15991 10920 5071 

FY15 17381 12199 5182 

FY16 19678 13627 6051 

FY17 21409 1484918171 6124 

FY 2018 24953 16416 8537 

FY 2019(March) 28,607 18171 10437 
               

Source: Pakistan Economic Survey (Difft. Issues) and WB Tables. 

  

Since 2007, the public debt grew rapidly. The domestic debt also increased rapidly, which 

led to  further increase in it.  The public debt grew over 11% per annum in the last five years 

or so.  During this period over 25 billion dollars were added to the national debt.  Major 

growth in debt is evident since 2009-10. The growth of foreign debt has exceeded over 15% 

per annum; against the economic growth of around 5%. Presently over PRs. 1, 25,000 debt 

per capita has been piled up. Such an increase in debt is leading towards unsustainability 

of these liabilities. Not only public debt but also debt services grew sharply. By 2017, the 

public debt has been piled up to PRs. 2124 billion. In the last four years, the external debt 

was added to the tune of 30 billion dollars; the rapid increase, as compared to previous 

history of borrowing. The figure 1 clearly indicates the trend of public debt. The public debt, 

particularly, domestic debt kept on increasing in early 1970s & 1980s. The same trend 

continued during 1990s. Since 2001, it again increased rapidly. After 2007, the public debt, 

particularly, domestic debt increased sharply. By 2019, the total public debt reached to 

PRs.28, 607 (March) billion, while the domestic debt was PRs 18171 billion. As per one 

estimate public debt has exceeded $105 billion. More than ten billion dollars have been 

borrowed by the current government (Imran Khan); additional loan taken from IMF ($6b) will 

be further added to it. There was no choice for the government to further borrow to repay 

the debt amortization; to save the country from bankruptcy. Pakistan will continue to remain 

under heavy debt burden until the economy is recovered, resource mobilization is done and 

BOP is improved. Besides, the government has to succeed to improve money laundering 

by the elite and also the process of accountability is not only  done throughout different  



382 

 

corrupt groups of the society. It is expected that by the next year the signals of improvement 

in the economy will start to appear. 

  It may be noted that these periods were also very much unstable for the Pakistan’s 

economy; economic performance was very poor. The borrowing seems a result of 

consistent increase in budget deficit and saving investment gap, as well as, trade gap. The 

increase in deficit was financed from internal and external borrowing; rather mobilizing 

efforts to improve revenue collection. The inability of the public sector to mobilize revenue 

resulted in pilling up government debt. The growth trends of public debt are provided in table 

2,  (sharp increase in the current years). 

 

 

Source: Generated by the author, data taken from Pakistan Economic Survey, different  Issues.              
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Table 2:  Growth trend of Public Debt (%) 

Year PB DD ED 

FY 71-72 83.33 21.43 - 

FY 74-75 12.90 21.05 9.09 

FY 75-76 21.43 21.74 18.75 

FY 76-77 14.12 21.43 10.53 

FY 80-81 - -3.33 27.94 

FY 81-82 30.34 39.66 22.99 

FY 84-85 20.23 22.40 18.18 

FY 85-86 26.21 32.68 19.87 

FY 88-89 21.22 14.83 28.76 

FY 89-90 12.15 14.41 10.00 

FY 92-93 17.13 15.98 18.76 

FY 93-94 18.06 16.05 20.23 

FY 96-97 17.08 14.78 19.77 

FY 9798 19.90 13.54 27.05 

19 98-99 23.16 15.85 30.51 

 2000-01 16.14 9.36 23.44 

 2004-05 8.92 7.40 10.60 

20 07-08 27.57 -8.69 29.58 

2008-09 26.20 20.42 35.73 
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2010-11 19.55 29.29 9.15 

2015-16 13.22 11.71 16.77 

2017 (Mar) 6.07 8.23 - 

 Source:  Compiled from the date taken from: Pakistan Economic Survey. 

PD= Public Debt     ED= External Debt   DD= Total Debt. 

The growth trends of foreign debt crossed 25% growth; during early                                                         

1980s (1980-81), late 1990s and 2000s, as given in table2 and figure 2 above. Such a 

huge increase in debt can hardly be sustained; which was more than five times the growth 

of GDP. 

5. Fiscal Deficit, Public Debt and Economic Growth 

 During 1960s the deficit was only 2.1% of GDP and the public debt was around 25% of 

GDP. It helped to promote economic growth, debt servicing were not a problem for 

Pakistan. Thereafter, the deficit kept on increasing and so did the public debt. As a result, 

public debt was unsustainable. Therefore, debt servicing became a permanent drain on 

national exchequer. During the 1990-91, the deficit reached to the highest level of 8.8% of 

GDP and it was not unsustainable on any criteria. One of the reasons which led Pakistan 

to a very poor economic performance during the 1990s was political instability, failure to 

mobilize revenue, piling up of public debt, inconsistency of public policies, deficit and 

squeeze of development expenditures. On average, the deficit rose to 5.3%, 7.1%, and 

around 7% during 1970s, 1980s and 1990s, respectively166. In 2000s, it came down to 

around 4.4%, of GDP, and was in a sustained limit in the early 2000s. In 2009-10, the 

deficit again reached to 6.2% of GDP. Thereafter, it again kept on increasing and reached 

to the highest level again to 8.2% of GDP, in 2012-13. The faulty policies were focused to 

control the fiscal deficit. After a long effort, recently fiscal deficit has started to come down 

and it is contained it around 5% of GDP.  It is stated that in 2016-17, it was around 4.6% 

of GDP, which is still not sustainable. 

                                                           
 

166Debt servicing and sustainability is analysed in details in the next sections. 
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It is a general perception that deficit may be growth promoting, since in developing 

countries there is a room to exploit untapped resources. Besides, it helps to supplement 

public savings, which could be directed towards development projects; by borrowing from 

public and investing in high return projects. It may be noted that even this proposition may 

be supported on the above ground; still then the deficit has to be contained within the 

optimal limits; which is considered around 3% of GDP, which has been crossed in Pakistan 

from the last several decades. In this perspective the performance of development 

expenditures and economic growth performances may be analysed. In Pakistan, up to 

1960s, the debt and deficit was in contained limit and it helped to promote growth. However, 

thereafter, the debt and deficit kept on increasing beyond the sustained limits and it was 

hardly growth promoting. The decade of 1970s was a decade of poor economic growth; 

when Pakistan faced a war with its neighbour and it was also revolutionary in terms of 

experimenting socialist reforms, which were not very successful; like nationalization. The 

decade of 1980s was a revival decade for the economy. The improvement in development 

expenditures helped to revive the economy. The economic growth was around 6.5% in the 

1980s. The deficit remained around 7% of GDP in the 1980s and 1990s but economic 

growth fell to around 4.5% in the 1990s.  The development expenditures fell to around 5% 

of GDP which were over 8% of GDP in 1980-81.  These expenditures decreased to as low 

as 4.4% of GDP in 1995-96. These expenditures further decreased to 3.2% of GDP by 

1999-00. In spite of the same deficit level, as stated above, economic growth fell drastically 

in the 1990s. It is the very reason that it is generally said that the decade of 1990s was a 

decade lost, in terms of development. No wonder that the economic growth slowed down 

in the 1990s, which may have been the result of decreasing development expenditures but 

it is important to note that deficit and debt did not decrease and it was unable to sustain 

growth.  It may also be noted that the non-development expenditures continue to rise 

during this period. The non-development expenditures were 20.3% of GNP in 1972-3, 

which increased to 21.6% of GNP in 1979-80. The same rose to 26.1% of GDP in 1988-

89. The same during 1999-00 were 22.2% of GDP. As stated earlier, it is important to note 

that the development expenditures decreased to 3.2% of GDP (1999-00), from 9.3% of 

GDP in 1980-81. However, the non-development expenditures during the same period rose 

from 13.6% of GDP to 22.2% of GDP. Thus, high deficit and debt was mainly supporting 

the current expenditures (non-development). It means that the fiscal policies were not 
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directed towards development of the country and current expenditures were not contained 

within the safe limit. It is on the face that domestic and foreign borrowing continued to grow 

to the extent that it was not sustainable.  

During 2000s, deficit was brought below 5 %, of GDP and economic growth also remained 

around 4.7%, on average. It is to be noted that when deficit was brought to an optimal level 

of 2.4% of GDP, the economic growth was 7.5% in 2003-04. In 2004-05, the deficit was 

3.3% of GDP and economic growth was 9%.  Presently, during 2016-17, the public debt 

has reached to over 60% of GDP, while the deficit is around 5% of GDP. But the economic 

growth did not exceed 5.5%, which is around 5.2%. It appears that debt, deficit and 

economic growth do seem to indicate a positive relationship. Thus, two important points 

need to be noted that first, it is important to keep the debt and deficit in the optimal limits 

and secondly, the utilization of debt is also equally important weather it is used for 

development or non-development purposes. 

6. Public Expenditures: Development, Defence and Debt Servicing 

Public expenditures keep on increasing due to several reasons, which include inefficiency 

of the governments, increasing needs for defence expenditures and debt servicing.  Its 

trends are provided. 

  

It is a top priority for Pakistan since security threat to Pakistan has led to high expenditures, 

which is necessary for the defence of the country. If Pakistan does not threat from its 

neighbouring countries, these expenditures could be curtailed to one-half and these funds 

may be diverted to growth, decrease in debt and improvement in poverty conditions of the 

people. This pressing need also kept deficit and debt high in Pakistan. The downfall in the 

economic growth, all these expenditures were squeezed but major cut was imposed on 

development expenditures. 
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Figure 3:  Public Expenditures: Development, Defence 

And Debt Servicing (% of GDP)

 

Since 2003, the economy improved, therefore, expenditures on development and defence 

also increased too. The trends in public expenditures, defence expenditures and debt 

servicing are provided in figure 3. It may be noted that debt servicing reached to almost 

4% of GDP in the late 1990s. In such a situation, Pakistan was borrowing to repay the 

public debt.  In other words, the public debt has been a burden on the economy except the 

early times when Pakistan’s growth was respectable, i.e. in the 1960s. The increasing need 

for the public debt was also due to widening gap between investment and savings, as 

discussed below. It is very important to note that presently, the financial situation is so 

worse that external borrowing has been done for over $ 30 billion, in the last four years. 

This debt will become due by the next year which will lead to increase the debt servicing 

to level that the economic growth will not be able to sustain. Therefore, Pakistan has to 

borrow more to repay the existing debt, a critical situation. 
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7. Saving and Investment Gap: Demand for Debt 

Pakistan's record is not very good in terms of national saving. The nation is not considered 

good saver167; rather the people are consumption oriented society. It is the reason that not 

only development expenditures squeezed overtime but also the national debt keeps on 

increasing. Over time, national saving squeezed, as percentage of GDP. The investment 

needs could not be fulfilled from domestic resources, even after domestic borrowing. The 

inflow of foreign direct investment and remittances also fell over time. Moreover, the export-

import gap has widened to the ever highest level168. All these factors led to increase 

demand for domestic and foreign borrowing. The national savings were 11.2% of GDP in 

1970s, which increased to 14.8% of GDP in the 1980s. However, it started to decrease 

thereafter. In 1984-85, the same was only 13% of GDP. It further decreased to 11.6% in 

1995-96. The figures for the same were 11% for 1998-99. All these figures indicated poor 

and instable savings in Pakistan. On the other hand, Pakistan's national investment level 

was 17.1% of GDP in the 1970s, which increased to 18.7% of GDP for the 1980s. The 

same for the 1990s it was around 17.5% of GDP. It may be noted that the figures for the 

same were 14.9% of GDP for the year 1998-99. The above figures’ indicates that overtime 

Pakistan's saving and investment level deteriorated, and the same gap increased. It must 

be a matter of major concern for the managers of the economy. The non-professional 

economic managers could not perform better than the ground realities. Hardly anyone 

knows about the saving policies in Pakistan. Therefore the performance of savings could 

not be better than the outcomes. Presently, the national savings still could not exceed 15% 

of GDP, which is a very low level, rather poor in the South Asia. It is another reason for 

ever increasing deficit and debt in Pakistan. The developed countries like Japan were 

saving one-third of their income and invested even more than that which led them to grow 

to the present level; developed country. 

                                                           
 

167 . The one largest provincial government spend more than Rs.20 billion on advertisement of own publicity, through praises of 
development projects, while patients were waiting for medicine and treatment. The same amount may have not been spent on 
health in the province. 
168For details see; Pakistan Economic Survey. The export-Import gap has crossed fifteen billion dollars. Pakistan is in financial 
crises. The PTI government has handseled well by taking loans from friendly countries like china and Middle East. However, to 
full combat the issues IMF package is important. 
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8. The Debt Issue in Pakistan: Resource Constraint and Fiscal 

Mobilization Efforts. 

 Pakistan is not very successful in public revenue to its potential to meet its development 

and current expenditures’ needs. The current expenditures are increasing while the 

development expenditures are squeezing. The consistent failure of the public government 

to improve resource mobilization and public revenue led the public sector169 to rely on 

internal and international borrowing. Thus, the public debt was accumulated to the tune of 

over 90% of GDP. The budget deficit reached to over 8% of GDP170. The budget deficit led 

to double-digit inflation and increase in debt (Chaudhary and Ahmed, 1996). There seems 

that debt, deficit and inflation are interrelated in Pakistan. These imbalances and fiscal 

gaps have further multidimensional impacts on the economy like worsening income 

distribution, increase in poverty and ultimately squeezing growth. A significant proportion 

of economic growth has been washed away by the debt services alone. On the face of this, 

almost over 80% of public revenue has been eaten up by the defence spending and debt 

servicing. Only meagre amount is left for public administration related expenditures and 

almost poor allocation has been made for development, development had been a result of 

debt. All these problems are interlined (Chaudhary and Abe, 1999), and their roots are in 

the failure of the public sector to generate adequate revenue to match the needed public 

expenditures. Only adhoc efforts were made to improve revenue; mainly dependent on 

indirect taxation which is hardly justified on the bases of cannons of taxation. Hardly any 

scientific approaches were adopted to address the issues, therefore, the progress in 

achieving public revenue targets failed again and again. Actually it was the failure of public 

policies to fulfil not only growing demands for financing development projects and other 

needs  but it even became difficult to meet the current expenditures. It is important to note 

that not even 2% of the population is tax payers. Tax culture and tax moral are not 

developed, as national responsibility. Therefore, domestic and foreign debt has emerged 

                                                           
 

169 .Presently, public revenue is less than 10% of GDP. It needs to be raised to 15%, of GDP. 
170 . For details and references see previous sections and forthcoming analysis. 
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as drain on outflow of national resources as debt servicing and it became a bottleneck for 

development; since debt has emerged as unsustainable; (see Farooq M. (2017).  

8.1 Foreign Aid or Debt: Burden on the Economy 

Pakistan's dependence on foreign aid was negligible in the 1950s. However, the need grew 

in the 1960s, when development projects were introduced to uplift the country.  In 1955, 

foreign aid was only one per cent of GDP, which increased to 9% in 1964. The same further 

increased to 11% of GDP in 1975. In 1980, it decreased to about 5% of GNP. In 1960, 

gross investment was 17.5% of GDP and more than half of it was financed through foreign 

aid. Most the foreign resources were invested in mega development projects, like storage 

of water (dams) and industrialization. As a result, economic growth was significantly 

increased; over 6% per annum. The economic policies were focused to mobilize domestic 

resources and by the end of the Third Five Years Plan (1970), it was aimed to curtail foreign 

financial dependency. The poor economic performance in the 1970s did not allow to get 

rid of such dependency, but rather it keeps on increasing up to date. 

The debt servicing was only $17 million in 1961, which increased to $193 million by 1973. 

However, the debt servicing were less than 2% of GDP and it did not hamper the economic 

growth either. Thus, the net transfer of resource flow, after paying debt servicing was 

contributing towards growth171. In 1980-81, gross aid was $1031 million and the total debt 

servicing reached to $650 million. Thus, Pakistan started to enter into the phase of such a 

debt trap which was not sustainable. By 1977, Pakistan was one of the top countries in 

South Asia which was paying about 14.5% of its foreign exchange earnings in debt 

servicing, which was a drain on earned foreign exchange. 

Looking at the broad picture, the public debt of Pakistan surged massively (more than 19 

times) from Rs. 771 billion during 1990, which increased to Rs. 15,534 billion during 2014; 

as already discussed.  It further increased to 20.873 trillion in March 2017; an increase of 

1.34 times in a time span of two years, such a growth in debt is not sustainable (table 2 

and figure 1 provides these details). The domestic debt is around 70%, of the total debt, 

                                                           
 

171 . From around $ 900 million dollars aid received and debt servicing was only around $200 million, therefore, the net flow of such 

resources were over 700 million dollars.  
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while the rest is foreign debt. It may be noted that the domestic debt is more expensive 

than the foreign debt, as well as, the interest on these debt is concerned. It may also be 

noted that the domestic debt was around 50% of the total debt in the year 2000, which has 

increased around 20 percentage points, which in turn increased debt servicing. The gross 

public debt has reached to over 63% of GDP in 2017; out of which foreign debt is around 

20% of GDP. A big chunk of Pakistan’s GDP growth is being washed away by debt 

servicing. Instead of properly managing this alarming situation of public debt, it is still on 

the rising trend. The main contribution to the upsurge in net public debt is coming from 

almost 40% increase in domestic debt, which escalated from Rs. 8.7 trillion during 2013 to 

Rs. 12.14 trillion at the end of the first quarter of the current fiscal year (FY 2016-17). The 

growth of the external debt also followed the same pattern. The pattern of growing debt 

and debt servicing are standing threat to Pakistan’s growth potential. 

9. Methodology: Measurement of Debt Sustainability 

There is several ways to check the sustainability of Public debt. However, the popular 

approaches are as given below.   

i) Traditional threshold debt ratios 

ii) Theoretical models 

 The traditional threshold debt ratios include total debt accumulated and debt servicing; as 

macro level indicators. The purpose of these indicating ratios is to compare them with the 

threshold debt sustainability indicators. These measures are recognized by international 

institutions and organizations (Farooq M. (2017)). The ratios used are public debt to GDP 

ratio, public debt to public revenue ratio, Public debt to foreign exchange earnings ratio, 

and external debt to export earnings ratio. 

9.1 Sustainability Criteria 

Thresholds for debt sustainability indicators which are used by European Union, 

commonwealth and other institutions areas are given below. 

 Fiscal deficit as 3% of GDP 

 Public debt as 23% of GDP 

 Domestic debt as 20% of GDP 
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Some institutions argue that public debt up to 50% of GDP is sustainable; depending upon 

growth potential of the economy. 

9.2 Theoretical model 

The conditions used for public debt and fiscal conditions are as follows: 

Gt – Rt + it Bt-1 = ∆Bt + ∆Ht ………. (I) 

The left hand side in equation (I) depicts variables of budget deficit i.e. primary deficit 

coupled with nominal interest payments on public debt. 

The right hand side in equation (I) are sources of financing the fiscal gap i.e. “B” is public 

debt stock and “H” is growth of money (through seignorage). 

The second equation is derived from the first equation by accounting method, as used by 

International Monetary Fund (IMF). 

bt = (1+rt)/bt-1 – St bar                  ….(II) 

                                              (1+gt) 

Where “b” denotes the public debt to GDP, the term (1+r/1+g) is discount factor, g is the 

real economic growth, r is the real interest rate, and “S” shows the government surplus that 

includes growth rate of money, primary balance to GDP. When interest growth differential 

is positive (i.e. r > g), the debt to GDP ratio is likely to explode i.e. discount factor is greater 

than one. Similarly, if discount factor is less than one, then debt situation of a country is 

bearable. The above criteria will be applied to obtain results for sustainability of public debt. 

9.3 The public debt sustainability 

External debt is sustainable if g (economic growth) is greater than interest rate r, 

 (g > r) which is known as the necessary condition whereas if this condition reverses then 

this means accumulation of debt is unsustainable. On the other hand, the situation in which 

account balance (current balance) is positive, then the debt situation is sustainable which 

is known as the sufficient condition. The primary surplus also needs to be positive for 

sustainability of Public debt. Otherwise the debt will be unsustainable. The primary surplus 

must also be positive for sustainability. 
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Following World Bank, total debt has been analysed as private debt and public debt. The 

World Bank classifies private credits as credits from suppliers’ credits (i.e. credits from 

manufacturers, exporters, or other suppliers of goods), credits from financial markets 

(which consists of loans from private banks and other semi-financial institutions (DFI's). 

The bilateral and multilateral credits are accounted as government or public credit. The 

distinction between the private and public debts is important because they have different 

interest rates and amortization periods. The average interest rate on public foreign loans 

of Pakistan averages 4 per cent and the average amortization period is 25 years. The 

interest rate for private foreign loans, on the other hand, averages about 8 per cent and 

the average amortization period is about 10 years. This shows that the private loans are 

relatively hard loans in nature as their interest rate is relatively high and the amortization 

period is short. It may be noted that in the last two decades or so the private debt increased 

rapidly and as a result debt servicing are likely to grow more too. 

 9.4 Sustainability of Public Debt: Empirical Evidences 

 Debt sustainability may be evaluated by different indicators like debt/exports ratio, 

debt/revenue ratio, debt/GDP, debt/ F. E. reserves, debt and its interest rate, Debt servicing 

and economic growth, as well as, growth of debt and interest rate on debt. Generally, 

interest rate on foreign loans is low, however, these loans may be short term and for other 

uses than that of development purposes. Sometimes, these loans are extended to gain 

political benefits; such loans may not contribute to growth but end up as a burden on the 

economy. As a result, debt services are piled up which leads to wash away the fruits of 

economic growth of the receipt country. In other words, the loan may lead to dependency 

and, therefore, affect the autonomy of the recipient country. Different scholars have 

discussed various methods to calculate and analyse the sustainability of public debt and 

foreign debt. The World Bank (2001) criteria for debt sustainability are that debt to GNP 

ratio may not cross a crucial limit of 80%, or if debt/exports earnings do not surpasses the 

critical limit of 220%. Debt sustainability picture of Pakistan, based upon different 

indicators, as stated above, is provided in the following tables 3.  Table 3 indicates that the 

public debt of Pakistan was hardly sustainable since 1990. As well as public debt/GDP is 

concerned, it must be below 50%, which was always higher than these criteria, since 1990. 
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Table 3: Measurement of Debt Sustainability Indicators (%) 

Year PD/TOR PD/GDP PD/TxR PD/Ex 

1990 434.8 83.1 623.7 534.6 

1991 484.3 81.1 663.7 477.4 

1992 447.4 80.4 618.8 463.2 

1993 467.8 85.1 663.8 522.1 

1994 490.4 85.8 673.1 527.2 

1995 465.9 80.2 605.6 480.1 

1996 459.9 80.4 581.7 475.5 

1997 519.2 82.2 644.7 510.9 

1998 551.6 89.3 696.3 541.9 

1999 634.4 100.3 761.5 653.0 

2000 597.0 82.9 821.7 616.8 

2001 688.5 87.5 871.4 596.9 

2002 587.3 81.7 791.9 536.4 

2003 526.5 75.8 702.6 453.2 

2004 508.0 68.5 666.4 437.5 

2005 481.1 64.8 674.6 412.9 

2006 426.2 53.1 606.5 375.4 

2007 395.5 52.0 562.8 393.3 

2008 436.7 57.6 606.6 465.1 

2009 460.4 58.6 654.9 472.5 

2010 438.9 60.6 607.3 448.2 

2011 479.0 58.9 641.1 421.8 

2012 494.7 63.2 617.0 512.4 

2013 480.9 64.0 652.7 609.1 

2014 438.2 63.5 622.9 616.8 

2015 442.9 63.3 575.8 711.6 

2016 441.9 67.6 536.6 855.9 

2017 409.4 65.5 507.8 1236.0 
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 Source: Author’s calculation; Pakistan Economic Survey, different Issues.  Pd= 

Public Debt  Tor= Total revenue   Ex.= Exports  TxR= Tax revenue  

 

The World Bank criteria allow this ratio around 80%. The external debt/GDP ratio was 

always higher than the required level of 20%. It remained around 23% during this period. 

During 2007, it even exceeded this ration too. However, Pakistan’s public debt was less 

than 80%.   

Therefore, it is important to check other criteria too. As well as, debt / exports ratio is 

concerned; it must not exceed 220%. It may note that this criterion was never fulfilled, since 

1990. On average this ratio remains over 400%. It was always double than the criteria for 

sustainable debt.  Since 2000, it was almost three times higher than the required level.  

The public revenue is the major source to repay the public debt; therefore, the debt 

outstanding is compared with resource mobilization capacity of a country. In the case of 

Pakistan, the growth of revenue was never so high that it can fulfil sustainability criteria for 

sustainable debt, since 1990.  This ratio remained around 650% in the entire period of last 

25 years (Fig. 3).  A major source of public revenue are taxes, therefore, it also need to be 

checked it’s potential to repayment capacity of public debt. The debt to tax revenue ratio 

was always higher than the sustainable criteria, it was as high as 582% in 1996 and 563% 

in 2007. It was the highest in 2001 i.e. 871%. All these figures indicate that the debt 

repayment capacity eroded over time and this ratio increased to a highest level of over 

800% for some years. The trend of sustainability indicators after following discussion. 

 

On average, Public Debt/ exports ratio remained around 490% since 1990. It was very high 

in 2007 (Fig. 4).  As per sustainable criteria, it may not exceed 220%. Thus, on the basis 

of the criteria, it may be said that public debt was never sustainable since 1990. The recent 

figures are alarming, which call for immediate action, since the growth of exports has fallen 

significantly. The above discussion leads to conclude that hardly any indicator supported 

sustainability of public debt. In most of the decades, public debt was unsustainable which 

call for policy action for stability of the economy.                             

A study by Levy and Chowdhury (1993) pointed out that a rise in the external debt may 

indirectly decrease GNP growth; by substituting and forcing capital flight to abroad. 
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Similarly the debt may act as substituting domestic savings and, therefore, overall, 

investment may not increase. This channel leads to crowd out public debt; domestic or 

foreign debt.  Similarly, Cunningham (1993)   also stated that debt burden has a negative 

effect on economic growth. Thus, debt may not act as growth promoting. The reasoning 

maybe of domestic or international interests. Another impact of the heavy debt has been 

pointed out by Sawada (1994), that such debt leads to debt overhang problem. The study 

related to highly industrialized countries.  It happens so because their debt may have been 

piled up to the level above than the expected present value (PV) of the future returns. 

Besides, Chowdhury (2001), Easterly (1999, 2001 and 2002) and Sen, et. al. (2007) also 

concluded that external debt has negative effects on economic growth. Moreover, Fosu 

(1996) stated that GDP growth is negatively affected; due to diminishing marginal 

productivity of capital. The developing countries may not even have a capacity to absorb 

the inflow of foreign capital. Recently, Pakistan had such a situation that it was not even 

able to provide local support to absorb that foreign aid. In this way the inflow of foreign 

capital may not be able to fully contribute to the economic growth of the recipient country. 

It was also stated that, on average, a highly indebted country may lose about one 

percentage of its GDP growth; due to failure of the recipient country to efficiently absorb 

the foreign debt; Fosu (1999) and others argued that there is a negative correlation 

between debt and economic growth. It might be due to a poor performance of recipient 

country, to utilize such resources. Recently hardly any provincial mega project was 

undertaken which may have been finances through debt. The province of Punjab has taken 

up few projects which were also not as per public demand. In the above sections, 

sustainability of public debt was pointed out; based upon different criteria like debt/GDP 

ratio, Exports/debt ratio and revenue/debt ratio etc. Since 2003, the economy improved, 

therefore, expenditures on development and defence also increased too. The trends in 

public expenditures, defence expenditures and debt servicing are provided in figure 3. It 

may be noted that debt servicing reached to almost 4% of GDP in the late 1990s. In such 

a situation, Pakistan was borrowing to repay the public debt.  In other words, the public 

debt has been a burden on the economy except the early times when Pakistan’s growth 

was respectable, i.e. in the 1960s. The increasing need for the public debt was also due to 

widening gap between investment and savings, as discussed below. It is very important to 

note that presently, the financial situation is so worse that external borrowing has been 
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done for over $ 30 billion, in the last four years. This debt will become due by the next year 

which will lead to increase the debt servicing to level that the economic growth will not be 

able to sustain. Therefore, Pakistan has to borrow more to repay the existing debt, a critical 

situation will emerge for Pakistan.   

 Box: 2 Impact of Public Debt on the Economic Growth of Pakistan 

“Long-run Relationships The results confirm the negative relationship between 

external debt indicators and economic growth. External debt as percentage of GDP 

has significant and negative relationship with per capita GDP in Pakistan. Debt 

servicing as percentage of exports has insignificant relationship in Pakistan. It 

reveals that in Pakistan, debt overhang hypothesis seem to have played a significant 

role while the crowding out effect of external debt is not significant. The effects of 

domestic debt are negative and insignificant relationship with per capita GDP. 

Domestic debt has both positive and negative effects on economic growth. However, 

financial markets liberalization and macroeconomic stability is a necessary 

condition for the domination of positive effects [Del (2003)]. Pakistan is lacking on 

these grounds so negative impacts of domestic debt are dominating. The 

conventional wisdom is that investment enhances economic growth. This 

proposition has received support from various studies—e.g. Barro (1991), Pattillo, 

et al. (2002) and Abbas (2007)—which say that investment has had a positive 

relationship with per capita GDP. Openness is found to have positive and significant 

relationship with per capita GDP. It also supports the conventional wisdom that 

globalization and free trade promotes economic growth. It is supported by various 

earlier studies including Naqvi (2010). Similarly, inflation is also having a positive 

and significant relationship with economic growth, supporting the view that 

reasonable level of inflation (by giving incentive to the investors) enhances the 

economic growth. This result is further confirmed by the analysis of investment. It 

is noteworthy that during the selected time period in Pakistan (except for few years) 

inflation remained in single digit. Diagnostic tests results suggest a high value of 

Rs. 2 revealing that overall goodness of fit of the model is satisfactory considering 

the number of variables. The F-Statistic measuring the joint significance of all the 
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repressors in the model is also statistically significant. Serial correlation LM test 

indicates that there exists no serial correlation. 

Short-run Relationships 

“After estimating long run coefficients, the final step in ARDL approach is the 

analysis of Error correction and estimation of short run coefficients. According to 

the relevant theory if there is co-integration among the variables then in the short-

run error correction will also happen. The results of Error Correction Model are 

summarized in Table 5. According to the results given in the table above, the 

existence of a stable long-run relationship among the variables is further confirmed 

by the significant error correction term [Bannerjee and Mestre (1998)]. The 

coefficient of the error correction term also represents the speed of adjustment. That 

is following a disturbance in the unrestricted model how quickly the variables 

returned backs to their long-run values. The results  

suggest that following a shock, approximately 72 per cent, adjustment towards the 

long run equilibrium is completed after one year. The results reveal that external 

debt as percentage of GDP has negative and significant relationship in the short run. 

As far as debt servicing as percentage of exports, it also has a negative and 

significant relationship in the short run with per capita GDP. However, domestic debt 

does not have a significant effect on per capita GDP in the short run. Similar to the 

long run investment has a positive and significant effect on per capita GDP in the 

short run. However in the short run openness and inflation has insignificant effect 

on per capita income.”  

(Naeem A. PDR, 2011- PP 599-615)  

10. Public Debt and Employment Relationship 

The variables which have correlation with employment generation are provided in table 4 

(appendix) and results are brief described in the following box 3. 
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Box: 3 A Case Study Foreign Debt and Its Impact on Employment 

“The short run results of ARDL model indicated that invest, expenditures on health 

and education and defence expenditures have positive impact on employment. 

However, public debt, as well as, foreign debt terms of trade and debt servicing are 

not significantly affect employment. The results are the same in the long run too. In 

other words, human resource development was not correlated with increasing 

public debt. It may be noted that a significant proportion of public debt is utilized for 

promotion of education and literacy. Thus, the debt keeps on increasing without 

contributing towards welfare of the people.”  

 

11. Public Debt Scenarios: Future Prospects 

By assuming different outcomes, three different option or prospectus of future outcomes 

have been projected.  Scenario one is related to the situation which is considered under 

no change in policy and if the present trends of the economy and debt pattern are allowed 

to continue then where will be debt situation of Pakistan in the year 2015.Under this 

scenario, no policy action is assumed. Besides, the public debt is continued to grow at the 

pattern of last nine years average growth rate of around 14% per annum. However, the 

economy is expected to grow at an average growth rate of 4%, as it recent phenomena. 

Under this situation the domestic and foreign debts are expected to grow to 89.7% and 

21.2% of GDP, in 2020. This scenario may be called no policy action scenario. Based upon 

these prospectus, the total debt to GDP ratio is expected to increase to around 110.9% of 

GDP, by 2025; i.e. it a situation which never prevailed in the history of Pakistan. The 

domestic debt is a major issue which is likely to grow.  Thus, it may be called a worse 

scenario. In other  

words, if no policy actions are introduced, Pakistan is likely to default, if no mercy is going 

to fall from heaven on Pakistan. This forecast is suppressed towards lower side, actual 

situation may be even worse, if economic growth fell lower than  the basis of the targets 

assumed under scenario one.  It may be noted that even if the economy grows at 5%, on 

average, still public debt to GDP ratio will be over 90% of GDP, in 2025.  
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Under Scenario two, it is assumed that if the economy grows at a rate of 6% per annum, 

on average, up to 2025 and the debt growth remains the same as per historical pattern 

assumed under scenario one, then the public debt will be piled up more than 100% of GDP. 

It means that the foreign debt will be still 20% of GDP. The overall public debt will be higher 

than the present level; still the highest in the history of Pakistan. However, the domestic 

debt will grow to around 75% of GDP and the foreign debt will reach around 18% of GDP, 

by 2025. It may be called pessimistic scenario. 

 Under scenario three, two major policy steps are needed to be introduced. The domestic 

debt is a major portion of the public which need to be controlled and brought under optimal 

level. If it is reduced to one-half by 2015, the debt situation is improved substantially. By 

fifty per cent cut on overall debt will lead to accumulate the total debt/GDP ratio will be 

around 45% of GDP, by 2015. Thus the public debt will be under manageable level. It can 

only be done by improving domestic mobilization of resources up to over 16% of GDP and 

also taking other policy measures, as proposed below. Pakistan has achieved over 16% 

(of GDP) revenue collection in1980s and 1990s. It may be noted that economic situation 

was not very good in the 1990s and still revenue collection was better than today’s level.  

Several countries have achieved this level while some developed countries have this ratio 

around even 40% of GDP.  However, these developed countries are welfare states and 

they have also achieved high level of per capita income. It is far away for Pakistan to think 

about such welfare state at present. Given the current economic conditions, it appears that 

in the next half a century, Pakistan will hardly enter in to middle income countries. If at all, 

Pakistan has to achieve this level, it must enter in to take off stage now. Besides, the 

improvement in revenue, Pakistan must direct more resources towards development; and 

keep current expenditures in control. Of course, there is a need for some other policy 

measures to fully benefit from borrowing and to bring the economy to a sustainable level, 

as proposed below. 

 For sustainability of public debt and to convert the resources to growth promoting, the 

following additional policy measures have to be introduced and achieved too. The nation 

saving rate must be increased to 2% higher than the present level; i.e. from 15% of GDP 

to 17% of GDP. It may be targeted for next five years. Pakistan has achieved this level in 
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the past and it is not an unachievable target172. The following policy measures will help to 

reduce saving-investment gap, of resources. The trade policies in future must be focused 

to cut down imports by 3% of the present level173. The imports are growing unplanned. The 

major proportion of imports is not directed towards development. Further, the export growth 

must be revived and improved by two percentage points too; above than the level of 2000s 

i.e. it must grow over 10%.  Its growth has emerged negative at present, which is a result 

of shutting down of textile industries, increase in inputs, and neglect in the commercial 

policy and impacts of liberalization, as well as overvalued currency. All these issues have 

to be addressed to make any progress in this direction. The present trend of trade balance 

has to be reserved; if at all export-import gap has to be reduced. It is very important for 

sustainable economic growth, as well as, to reduce dependency upon foreign loans. By 

introducing above cited policy measure and if succeeded in it,  the steps taken will not only 

lead to solve debt problem but it will help to boost the economic growth over 6%, which is 

required for achieving  

take off stage of the economy. Presently, Pakistan is stuck in a trap of frustrated take off 

stage and unsustainable economic growth.  The above cited bold policy measures and 

commitment is needed to improve the economy and also to get out of debt trap. 

 

12. The Debt Management Strategy 

The above analysis of public debt leads us to conclude that Pakistan’s debt is not 

sustainable; therefore, an appropriate strategy is needed to be adopted to resolve the issue 

and the public debt must be kept within the prescribed limits if its benefits have to be 

realized.  

 

                                                           
 

172See for details, Chaudhary M. Aslam (1988). 
173 . An impact of these policies combined and individual impact has been worked out in the past which showed a clear solution 
of the problem. See Chaudhary M. Aslam 1988, Anwar, S. and Chaudhary M. Aslam 2004, Asian Economic Review) 
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12.1 First Step, Policy 1: The first part of debt strategy is to curtail the debt/GDP 

ratio and bring it to an optimal level. For this purpose future borrowing may be 

restricted. It need not be implemented as Financial Responsibility Act (debt) was 

introduced and hardly after its implantation was done. The fiscal deficit must be 

contained around 3-4% of GDP, which must be strictly followed. How the relevant 

variables are expected to behave is discussed below. It is proposed that if the 

GDP grows by 5.5% and inflation remains below 6%, then the sustainable deficit 

will be 3.5% of GDP. On the safe side, deficit may be controlled around 3% of 

GDP. Given the present scenarios pertaining to domestic inflation, which is less 

than 6%, and international environment is also favourable, which mainly 

contribute to debt and inflation, the above targets are not difficult to achieve. It is 

important to note that optimal inflation and GDP growth rates over 6%, will help 

in sustaining debt and deficit, as proposed above. 

12.2 Second Step: Policy 2.   A long term strategy need to be adopted which 

may seek guide lines from the following policy actions174.  Three policy directions 

must be followed to complete get out of debt trap, in the next three to five years. 

i) Public revenue must be increased to over 13% of GDP ii) National savings 

need to be increased by 2% of GDP, above than the present level. iii) Cut on 

imports by 2% and increase exports by 2%, above than the present level. It will 

be long term policy, which will bring public debt to less than 30% of GDP175. It 

means that debt GDP ratio has to cut down to one-half to achieve safe limit and 

making it growth promoting. The era of 1960s is a witness of such outcome when 

economic growth was over 6.5% and debt was growth promoting. If it is achieved, 

neither debt nor debt servicing will be unsustainable. Sustainable debt and 

deficit, based upon the above two steps strategy is bound to work, if good 

                                                           
 

174 . For details also see Chaudhary M. Aslam (1988). 
175 In the 1960s, Pakistan’s debt situation was close to the same and public debt was not only contributing to growth but the debt 
servicing were also a drain on resources. Presently the debt servicing are more than 3% of GDP. It means that if economic growth 
is 5%, debt servicing 3% of GDP and taking population growth as 2%, it leads to conclude that there will be no increase in per 
capita income. In such a situation what will be progress of the country. It may be noted that on the same criteria, when growth 
was less than that of stated above, the per capita income growth must be negative. Can you think of welfare state in such a 
situation? 
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coherence is ensures to achieve these targets. All these targets have been 

achieved in the past and these targets are not new which cannot be achieved. 

 

APPENDIX Tables 

Appendix Table: 1 Composition of Domestic Debt Outstanding 

Billion PRs Share (%) 

 

Year 

 

Total 

Perma-

nent 

Float- 

ing 

Unfunded Permanent Floating Unfunded 

1990-

91 

448 157 151 140 35.0 33.7 31.3 

1991-

92 

532 187 197 148 35.1 37.1 27.8 

1992-

93 

615 245 216 154 39.9 35.1 25.0 

1993-

94 

711 264 258 189 37.2 36.2 26.6 

1994-

95 

807 290 294 223 35.6 35.9 28.5 

1995-

96 

920 291 361 268 31.6 39.2 29.2 

1996-

97 

1056 289 434 333 27.4 41.1 31.5 

1997-

98 

1200 287 474 439 23.9 39.5 36.6 

1998-

99 

1453 317 562 574 21.8 38.7 39.5 

1999-

00 

1641 325 647 669 19.8 39.4 40.8 

2000-

01 

1799 349 738 712 19.4 41.0 39.6 



404 

 

2001-

02 

1758 408 558 792 23.2 31.7 45.1 

2002-

03 

1879 453 516 910 24.1 27.5 48.4 

2003-

04 

2012 570 542 899 28.3 27.0 44.7 

2004-

05 

2158 526 778 854 24.4 36.1 39.6 

2005-

06 

2337 513 845 867 23.1 38.0 39.0 

2006-

07 

2610 563 1108 940 21.6 42.4 36.0 

2007-

08 

3275 617 1637 1020 18.8 50.0 31.2 

2008-

09 

3860 686 1904 1271 17.8 49.3 32.9 

2009-

10 

4491 779 2300 1412 17.4 51.2 31.4 

2010-

11 

4654 798 2399 1458 17.1 51.5 31.3 

2011-

12 

6017 1126 3235 1656 18.7 53.8 27.5 

2012-

13 

7638 1697 4143 1798 22.2 54.2 23.5 

2013-

14 

9522 2179 5196 2147 22.9 54.6 22.5 

2014-

15 

10920 4005 4611 2304 36.7 42.2 21.1 

2015-

16 

12199 5016 4613 2570 41.1 37.8 21.1 

               Source: Pakistan Economic Survey, different issues.  
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Appendix: Table 2 Debt, Deficit and Inflation 

Year Debt Outstanding (I) Deficit (II) Inflation 

1990-91 15471 (2.9) 89193 (8.7) 12.66 

1995-96 22292 (3.4) 137839 (6.4) 10.79 

2000-01 25608 (2.3) 179700 (4.3) 4.41 

2005-06 33033 (1.6) 325300 (4.3) 7.92 

2010-11 46642 (1.3) 1194409 (6.5) 13.92 

2014-15 47867 (1.2) 1456725 (5.3) 4.5 

Parenthesis in Column (I) represents Debt Servicing as % of GDP 

Parenthesis in Column (II) represents Deficit as % of GDP 

Source: Pakistan Economic Survey, Various Issues. 

 

Appendix Table 3 Financing of Fiscal Deficit 

(Billion Rupees) 

 

 

Years 

External 

 

Non Bank 

 

Bank 

 

Others 

 

Total 

1980-81 7.0 1.4 6.3 - 14.7 

1990-91 22.1 23.7 43.4 - 89.2 

1991-92 18.0 (0.52) 72.5 - 89.98 

1992-93 24.3 20.0 63.2 - 107.5 

1993-94 24.6 55.0 12.5 - 92.1 

1994-95 29.3 49.9 26.1 - 105.3 

1995-96 28.6 57.0 52.3 - 137.9 

1996-97 27.6 56.5 71.9 - 156 

1997-98 35.1 81.6 30.7 - 147.4 

1998-99 97.1 155.9 (73.8) - 179.2 

1999-00 69.7 96.7 39.9 - 206.3 

2000-01 120.7 92.0 (33.0) - 179.7 

2001-02 83.1 85.0 14.0 8.4 190.4 

2002-03 113.0 119.5 (55.6) 3.7 180.6 
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2003-04 -0.6 66.0 62.7 11.2 129.3 

2004-05 120.4 8.1 60.2 28.3 217.0 

2005-06 118.3 22.4 96.7 90.0 327.4 

2006-07 147.2 56.9 102.0 71.5 377.6 

2007-08 151.3 10.4 52.0 1.7 215.4 

2008-09 149.7 22.4 30.6 0.13 202.8 

2009-10 188.9 43.6 30.5 - 263 

2010-11 107.7 47.2 61.5 - 216.4 

2011-12 128.7 52.9 110.3 - 291.9 

2012-13 168.0 37.8 145.8 - 181.92 

2013-14 511.7 55.3 32.4 - 599.4 

2014-15 181.0 36.6 89.2 1.75 308.55 

2015-16 222.9 24.8 53.8 - 301.5 

             Source: Pakistan Economic Survey, different Issues 

 Appendix, Table: 4 Public Debt: Impact on Employment of labour force 

  (Short-Run, Coefficient Estimates), ARDL 

Variable  

Lag Order  

0  1  2  

Δ HRD   0.42  (2.63)  - 

Δ Inv 0.03  (2.1)  - - 

Δ TOT  0.01 (0.5)  - - 

Δ EEH  0.05  (2.47)  - Expt. on Education 

Δ DE   –0.06  (–3.25)  Defense Expt. (DE) 

Δ DD  –0.02  (–1.81)  - - 
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Δ DS  –0.01  (–0.47)  - Debt Servicing 

                                      Long run Results 

Const- 

ant 

ln RGDPPC   

lnInv 

ln TOT  Ln EEH  ln PI ln TD ln DS  

4.15 

(19.6)  

–0.01 

(–0.15)  

0.016 

(1.86)  

0.02 

(1.79)  

0.01 

(0.18)  

0.06 

(4.88) 

0.013 

(1.091) 

-0.001 

(-0.11)  

Sample: 1971-2006.   Estimated by the author. The results are based upon ARDL model 

and fulfil all econometric criteria for stationary and lags estimation.  

Table 5:  Regime-Wise Average Annual percentage increase in Debt  

Period 
Domestic 

Debt 

Domestic  

Debt as   

% of GDP 

Foreign  

Debt 

Foreign 

Debt as 

a % of 

GDP 

Total 

Debt 

Total 

Debt 

 as a 

% of  

GDP 

1972-73 to 

1976-77 

(Bhutto’s ) 

32.04 

(11.74) 

8.19 

(6.79) 

20.83 

(2.21) 

1.02 

(-2.31) 

23.42 

(4.41) 

1.23 

(-0.22) 

1977-78 to 

1987-88 

(Zia’s 

regime) 

26.85 

(18.30) 

10.92 

(10.98) 

12.55 

(4.95) 

1.61 

(-1.54) 

20.46 

(10.21) 

3.34 

(3.39) 

1988-89 to 

1998-99 

(Benazir & 

Nawaz’s 

regime) 

 

13.51 

(2.95) 

 

0.20 

(-0.97) 

 

17.35 

(6.43) 

 

3.57 

(2.38) 

 

15.53 

(4.78) 

 

2.0 

(0.79) 
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1999-00 to 

2001-02 

(Musharraf 

period) 

12.16 

(-2.88) 

-5.72 

(-2.49) 

13.00 

(-2.20) 

4.80 

(-4.63) 

12.66 

(-2.45) 

-5.37 

(-4.87) 

1999-00 to 

2005-06 

(Guided 

democracy) 

7.55 

(-2.94) 

-5.89 

(-6.35) 

3.68 

(-6.23) 

-0.15 

(-9.52) 

5.36 

(-4.92) 

7.83 

(-8.25) 

1972-73 to 

2005-06 

18.57 

(7.58) 

3.22 

(2.52) 

13.64 

(3.14) 

0.67 

(-1.70) 

15.39 

(4.69) 

0.45 

(-1.27) 

The values in parentheses show the debt in real terms. Compiled by the author. 

Table: 6 GDP Forecast (alternative Scenarios) 

Year 

FGDP 

 (@4%) 

FGDP  

(@4.5%) 

FGDP  

(@5%) 

FGDP 

 (@5.5%) 

FGDP 

(@6% 

 

 

FGD 

@6.5% 

FY17 30781821 30929811 31077800 31225789 31373779 31521769 

FY18 32013094 32321652 32631690 32943208 33256206 3357084 

FY19 33293618 33776127 34263274 34755084 35251578 

 

FY20 34625362 35296052 35976438 36666614 37366673 38076708 

FY21 36010377 36884374 37775260 38683278 39608673 40551695 

FY22 37450792 38544171 39664023 40810858 41985194 43187555 

FY23 38948824 40278659 41647224 43055455 44504305 45994746 

FY24 40506777 42091199 437295857 45423505 47174564 48984404 
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FY25 42127047 43985303 45916065 47921798 50005038 52168391 

  Source: Author’s own calculations, based upon different assumptions. Figures are Rs. 

Million. FG.P represents Forecasted Gross Domestic Product based on the growth rates 

of 4%, 4.5%, 5%, 5.5%, 6% and 6.5%. 

 

The Debt- HRD Model 

  

 

Where: Lfe = Log labour force employed as a ratio of total labour force 

RGDPPC = Log real GDP per capita          Inv = Log investment to GDP ratio 

TOT = Log terms of trade 

EEH = Log government expenditures on education and health (Proxy for social 

development process) 

PI = Log defence expenditures as a percentage of current expenditure was 

considered as a proxy for PI 

DV = Log of debt variable [total debt (TD), domestic debt (DD), foreign debt (FD)] 

as a ratio of GDP       

        DS = Log debt servicing as a ratio of GDP. 

Growth Model 

Yt= β0+β1PDt+ β2PIt+ β3PGt + β4HCt+ µt…….. (3) 

Where, 𝑌𝑡 is Real GDP, PDt  is public debt  PIt  is private 

investment,PGt  𝑖𝑠Population growth 

𝐻𝐶𝑡𝑖𝑠Human capital and µ𝑡is Error term. 

𝑅𝑒𝑓.Khan A. A. , Rauf A., Mirajul-haq&Nighat A., KIDS, UAJ & K. 

ECM Model 

IDSDV
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∆𝑦𝑡 = 𝛼 + ∑ 𝛽1𝑖  ∆𝐺𝐷𝑃𝑡−1 + ∑ 𝛽2𝑖∆

𝑚

𝑖=1

𝑚

𝑖=1

𝑃𝐷𝑡−1 + ∑ 𝛽3𝑖

𝑚

𝑖=1

∆𝑃𝐼𝑡−1 + ∑ 𝛽4𝑖

𝑚

𝑖=1

∆𝐻𝐾𝑡−1

+ ∑ 𝛽5𝑖∆𝑃𝐺𝑡−1

𝑚

𝑖=1

+ 𝛽6𝑖𝐺𝐷𝑃𝑡−1

+ 𝛽7𝑖𝑃𝐷𝑡−1 + 𝛽8𝑖𝑃𝐼𝑡−1  + 𝛽9𝑖𝐻𝐾𝑡−1  + 𝛽10𝑖𝑃𝐺𝑡−1  + 𝜃𝐸𝐶𝑡−1 + 𝜇𝑡 

On left hand side𝑦𝑡  is real GDP. Coefficients on right hand side (𝛽1 𝑡𝑜, 𝛽5) 

denoted short run dynamics..𝛽0 Is intercept while difference operator is shown 

by∆, random error term is denoted as 𝜇𝑡 , 𝐸𝐶𝑡−1 is an error correction term and i 

show lag length. The sign of parameter 𝜃 is expected to be negative. Whereas 

error correction term is formulated as 

𝐸𝐶𝑡 = 𝑦𝑡 − (
𝛽7

𝛽6

𝑝𝑑𝑡−1 +  
𝛽8

𝛽6

𝐾𝑡−1 +  
𝛽9

𝛽6

𝑃𝐼𝑡−1   +
𝛽10

𝛽6

𝐻𝐾𝑡−1   ) 

In the following figure 3 which indicates that development expenditures were above 8% of 

GDP in the last 1970s, which fell in the 1990s, as low as less than 4% of GDP, which is 

almost half than that of early decades and so did the economic growth, as analysed in the 

previous section. The defence expenditures remained around 6% of GDP since 1971-72, 

till mid-1990s. 

 

 

(For more details: See Chaudhary M. Aslam (1988) 

and Anwer S. and Chaudhary M. Aslam (1995). ) 
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Chapter:12 

 

Inclusive Growth & Socio-Economic Development: 

Disparities and Exclusiveness 

 

“What is growth for, if not to help ordinary people to thrive?” 

(Winnie Byanyima-Executive director, Oxfam International, 2015) 

The economy of Pakistan is going through an average of 6% growth rate for over a decade 

or so. It has gone through numerous economic transformations with high GDP to low GDP; 

as low as 3% of GDP growth rate. It is still placed after 60 years or more in group of 

developing countries; as it has less than 3000 US $ Per-capita income (PPP). The economy 

of Pakistan ranks 27th (PPP) and 47th in terms of GDP nominal in the world (2014). Despite 

of this turmoil, the country is still developing swiftly with prospects to adhere in the next 

eleven nations. The next eleven nations are those nations that have a huge prospective to 

befall in prevalent economies of not only Asia but also world in 21st century. Pakistan’s 

potential lies in its’ man power as it has tenth largest labour market in world. However, the 

human capital is deskilled and overlooked. On the face of this, much efforts has not been 

made to develop human capital. Meager176 resources have been allocated for the human 

capital 177 . Unemployment problem 178  is on the rise; unemployment is double digit in 

Pakistan (Zulifqar and Chaudhary 2017).There is a policy divide between quality and 

quantity of education.  

                                                           
 

 
*This chapter has been contributed by Ms. Aribah Aslam 

 
176 The literacy rate in Pakistan is still as low as 60 percent. Nearly, 35,000 high school students are dropped annually in Pakistan. 
Every 11th student is able to enter in college. 
177 Less that 3 percent of GDP is being spent on education and health by country.  
178 The figures provided by PES (2016) shows the current unemployment rate by Pakistan at 5.90 percent in 2016. However, the 
actual figures are to be estimated and there appears to be misrepresentation of actual situation of unemployment. For more 
details see chapter of unemployment in same book.  
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The country faces various contentions that are crimping its path to inclusive growth. Sadly, 

poverty, inequality, health and education have never been a priority of public policy of 

Pakistan.  The dilemma with Pakistan economy is its weak institutional structure which is 

debarring its each and every sector. Weak institutional structure breeds inefficiency of 

markets, corruption and nepotism, selections not based on merits, diseconomies of scales 

and rent seeking behaviour among agents of economy. These characteristics lead to limited 

access social order with unsustainable exclusive growth. Weak governmental structure with 

strong bureaucratic and army interferences is breading ineffective policies. The solution to 

such miseries lies in inclusive institutional growth.  

Inclusive growth is a type of an economic growth that not only reduces poverty and forms 

of inequalities but also fairly expands the productive opportunities and exploitation of ample 

natural resources to accelerate growth of society. The idea emphasizes that the monetary 

and non-monetary dividends of economic growth must be fairly distributed to all the 

segments of society, under the 

umbrella of inclusive growth. Inclusive Growth has turned out to be a necessary policy aim 

for all the developed countries and less developed countries, particularly the reason being 

an ongoing change from sheer “quantity” of economic growth to “quality” of economic 

growth. It is a much extensive theory in contrast to pro-poor growth as its objectives are not 

limited to any precise share of the society. 

1. Definitions and Developments over Time 

In early eras179, development was perceived as simply “economic growth”. In other words 

an increase in per capita income or GDP growth was marked as economic development. 

However, economic development is not just about building your material conditions better 

or achieving an accelerated digit of GDP growth rates. Development doesn’t denote large 

inequalities of income among rich or poor segments of society. Similarly, it also doesn’t only 

refer to industrialization as perceived earlier. It is important to note here that economic 

                                                           
 

179 The era is of Adam Smith up to the birth of Keynesian Economics. (1930s onwards) 
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growth, however, could lead to economic development, as perceived by earlier economists, 

if there exists trickle-down effect. Lewis (2008)180stated that increase in income opens up 

multi-dimension alternatives181 for developing society. However, the theory of trickle-down 

effect failed in real world leading to more income inequalities and mass spread of poverty. 

Major concerns for its failure are that several governments, which were supposed to play 

responsibility of income distribution turned up corrupt and inefficient.  

The failure of trickle-down effect led to develop new thoughts which would lead to 

development in income distribution, material welfare and ensuring basic needs i.e. nutrition, 

education, food and health etc. The definition of development was broadened to take care 

of derelict aspects of urbanization, equitable distribution of income and upward moving of 

entire society. This led to advent of two concepts of economic developed; 

i. Narrow concept of economic development; It refers to economic growth, 

improvement in income distribution and provision of basic facilities. 

ii. Broadened concept of economic development; Complex fruits of economic growth 

that changes the kinds& methods of productions of goods, increases happiness levels of 

individuals in a society, improves the quality of life 182  and leads towards changes in 

structural pattern (white collar and blue collar)183 

With the passage of time, development definitions further consisted upon; 

i. Development implies course of economic and social transformation. 

ii. Development is about self –sustenance, self-esteem and freedom.184 

                                                           
 

180 “Economic Growth, Poverty and Income Inequality,” Sir Arthur Lewis Memorial Lecture by Compton Bourne, O.E. President 
Caribbean Development Bank. Memorial Conference (Lewis A.), University of The West Indies St. Augustine Campus Trinidad 
And Tobago, September 26, 2008 

181Window of opportunities. 
182Note that, mere material wellbeing may not always lead to bring happiness. A hungry (poor) man may not be very 
happy. 
183White collar are the skilled professionals and blue collars are labourer. 
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The idea of Self sustenance propped up during 1970s. It was the era when development 

was ought to be self-sustained. It must be independent process based on own resources 

filling basic needs. Self-esteem refers to self-respect and independence. Freedom can 

narrowly be defined as a person is free from social& economic evils such as ignorance 

(illiteracy) or squalor (poverty miseries). Freedom refers to the ability of determining own 

destiny and conducts to that destiny. Broadly, it means freedom to choose. 

A.K. Sen (1999) emphases on a broader concept of development (Book; Development as 

freedom). He specified that while development is taking place, entitlements must be ensured 

which must provide means for provision of basic needs, sustenance and self-esteem. In 

addition to entitlements, he also argued that capabilities must be ensured. Capabilities are 

defined as get what you deserve(merits ensured and equal opportunities with fair rewards). 

In such regards, expanding the real freedoms that people enjoy can significantly contribute 

towards economic development. Economic development must curtail poverty, since it is the 

most vulnerable form of un-freedoms.  

Withstanding the above, unemployment must not hit the vulnerable class, and there must 

be equitable employment opportunities after basic needs have been provided to masses. 

Moreover, structure of production must be also refining as a result of industrialization. It is 

important to note here that blue collars must not be deskilled with the changing structure of 

production. They must be ensured with re-skilling to sustain their income and thus, 

technological advancements must lead to welfare of overall society. However, it is important 

to note that benefits of economic development can only be acquired if it is “sustained” and 

“quality of life” is improved. 

Economic development takes place ensuring the transformation and alteration to better 

quality of human life, thus improving the status of human being. Prominent scholars 

including notable scholars such as Amartya Sen (1990)185, North Douglas (1999)186, G. 

                                                           
 

185Sen, Amartya, 1933-. Development as Freedom. New York: Anchor Books, 2000. Print. APA. Sen, Amartya, 1933-. (2000) 
186North, D. (1990), Institutions, Institutional Change and Economic Performance, Cambridge: Cambridge University Press. 
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Becker (1993)187 with T. W. Schultz (1960, 1962, 1967, 1971)188, Breda Griffith189, and Denis 

Goulet190 (1971) have tried to mature the definitions of economic growth and economic 

development. The latest approach which takes care of nearly all above aspects of economic 

development is inclusive growth.  

Economic development despite of the fact that it is a longing of every state, hitherto, very 

few countries are taking relevant steps towards it on actual grounds. The only option to 

achieve it is through appropriate building up of “institutions”. The new loom of economic 

development takes “inclusive growth” as economic development. Inclusive growth reduces 

poverty rates, up-built and improves human capability, provides productive employment, 

reduces income inequalities and ensures entitlements by provision of basic needs. Human 

welfare is built on inclusiveness of growth process by focusing on perking up institutional 

structure of society i.e. by embracing civil rights, social order, economic and social security, 

freedoms, democratic rights, voice accountability. Inclusive institutional growth is built on 

the strands of improved education quality, better health facilities and self-reliance of 

individuals and countries, making not only markets more vibrant and responsive but also 

improving the “quality of life “of society. 

2. Human Development & Inclusive Growth 

It is commonly understood that to reach economic growth, there is need to invest in human 

resource development (HRD).The only form capital that has no diminishing return to scales 

is knowledge and it reaps tremendous upshots. For that reason, governments must invest 

in building the “knowledge” and “skills” of its people, which is only conceivable through 

investing in human capital. Human capital as defined by Gerlad M. Meier (1926)191 is the 

power of innovation and hence cannot be ignored or subtracted from the development 

                                                           
 

187Becker, G. (1993). Nobel lecture: The economic way of looking at behaviour. The Journal of Political Economy, 101(3), 385–
409 
188Schultz, T. (1960). Capital formation by education. The Journal of Political Economy, 68(6), 571–583. 
Schultz, T. (1962).Reflections of investment in man. The Journal of Political Economy, 70(6), 1–8 
Schultz, T. (1967). Investment in poor people. Washington, DC: US Department of Labor. 
Schultz, T. (1971). Education and productivity. Washington, DC: National Commission on Productivity. 
189“Nallari, R.; Griffith, B.; Yusuf, S. (2012). Geography of Growth: Spatial Econ.  & Competitiveness. 

190“Theory of Development”. By. Denis Goulet. (New York: Atheneum Press, 1971. Pp. xv, 362.$12.50.). 
191Gerald M. Meier and Robert E. Baldwin, Economic Develop., London, John Wiley and Sons, 1926.  
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process. Investing in human capital, such as education, health facilities, food and nutrition 

e.t.c. will help individuals to increase their knowledge, abilities and capabilities. This will in 

turn results enhance factor productivity. To develop at faster pace, developing countries like 

Pakistan would  require to invent and innovate which is only possible if societies build up 

their human capital, particularly by focusing on training skills and spend more in research 

and development purposes. There is a gap between rich and poor countries which A.P. 

Thrill wall (2003)192 calls “technical divide”, which is particularly, due to knowledge divide. 

To overcome this gap, there is a need to focus on above three major aspects of human 

capital i.e. enhancing skills and trainings, imparting educational quality and improving health 

facilities. Education leads to spread out direct and indirect effects on not only individuals but 

also on a society level. Education leads to increase in quality of labor through their 

knowledge, specialization and skill development. 

Considering above, Inclusive growth comes through the channel of spending in human 

capital.  Aslam A. & Zulifqar  k. (2016) stated that most significant variables that have great 

impact on inclusive growth are institutional quality, education and health facilities. Impulse 

response function (IRF) results show that its effect doesn’t die even after 5 time periods 

(years).  

3. Sustained Inclusive Institutional Growth 

Inclusive growth until and unless is not sustained, can hardly reaps no benefits. Achieving 

high growth rates or improving lives of human beings for a sustained period of amicable 

policy perspective for a long run. Economic development ought to be sustained. Inclusive 

institutional Growth is accordingly, the sense of empathy towards others, where economic 

policy plays an important role. Inclusive growth is thus the notion “of” and “for” empathy 

toward society at a larger level. Sustained Inclusive growth, thus, is being mainly for our 

future and present generations. Sustained inclusive growth maintains a soft corner to 

recognize and reveal solutions for issues including illiteracy, poverty, mal-nutrition, income 

inequalities, unemployment and deprivations. Sustained inclusive institutional growth takes 

                                                           
 

192Growth and Development.  A. P. Thrilwall (Palgrave Macmillan: London, 2003. 
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care of equity, impartiality and inequalities among poor and rich segments of society. 

Concluding above, sustained Inclusive growth is for the most of its part is linked with 

structuring up institutions, in such a manner that it imparts welfare of the society based upon 

equity and justice. It is a thought of inter-dependence not only as groups but in societies, 

states or nations and ultimately, globally.  

4. Moving from Inclusive growth to Inclusive Institutional Growth 

The most important tool of economic development is institutions, which take care of 

socialnorms and formal rules. “Institutions are humanly devised constraints that shape 

human interactions”. (North Douglas, 1999) 

Institutions as commonly misunderstood are not organizations. They are comprised of 

formal rules and informal norms, which through their enforcement mechanism can alter 

human interactions. On the other hand, organizations are a set of people who work together 

and have shared interests for which they act within the framework of institutions. Institutions 

are rules of games which are played by organizations. Institutional structures can be broadly 

categorized as two types as shown below. 

In an open access social order, there is free competition, which leads to efficiencies. 

Efficiencies breeds selections based on merit. This process results in incentive for hard work 

and innovations and inventions take place which lead to economic development. Whereas 

in limited social order wealth is restricted to few elites (Ashrafia) who rule people directly or 

indirectly. Such divides leads to low efficiency that breeds low innovations and laziness. 

Ultimately it leads to no development (sustained development).  
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Figure 1:  Types of Institutional Structures 

 

                                             Developed by the author. 

Therefore, for growth to be inclusive, it is required that quality institutions are built, which 

restricts the process of rent193 seeking. In short, to embark on sustained long run policies 

for inclusive growth, you must have competitive environment i.e. a strong institutional 

structure based on open access social order, leads to self-sustained inclusive growth 

based upon quality institutions. 

5. Inclusive Growth: Definitions and Scope 

“Inclusive growth is a concept that advances equitable opportunities for economic 

participants during economic growth with benefits incurred by every section of 

society.”  (Anand, Rahul; et al.- May 2013).194 

 

                                                           
 

193 Rents are unearned incomes.  
194 For details see Ranieri, R.; Ramos, R. Almeida (March, 2013). "Inclusive Growth: Building up a Concept" (PDF). Anand, R.; 
et al. (May 2013). "Inclusive Growth: Measurement and Determinants," (PDF).Int. Monetary Fund Working Paper. Asia Pacific 

Department: International Monetary Fund. Retrieved, January 13, 2015. 

Open Access Social 
Order
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Limited Access Social 
Order

Restricted To Few Elites 
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The inclusive growth has tremendous scope in improving the lives of people by offering 

them with better productive employment opportunities and expanding their freedoms of 

choice.  It not only enhances health, human capital, and social inclusion but also makes a 

society more responsive towards the overall growth process of economic development.  

6. Disseminations of Inclusive Growth and it’s measurement 

Inclusive growth may be measured by different techniques, yet following the same 

widespread key determinants of inclusive growth. Ali and Sons (2007) has employed 

opportunity index to measure inclusive growth. Besides, the role of education, health and 

sanitation is explored in determining inclusive growth. (Ianchovi china & Lundstorm (2009)) 

used Haussamann et. al. (2005) to find growth constraints. McKinley(2010) & Hakimian. 

H. (2013)has used multi-dimensional index to measure country level inclusive growth. 

Anand et. al. (2013) has used social mobility curves to measure inclusive growth. Ramos 

et al. (2013) employed composite inclusive growth index, also called as CIII; which was 

built on benefit sharing and participation aspects and dimensions.  

Table 1:  Approaches & Key variables to Measure Inclusive Growth 

AUTHORS APPROACH KEY ELEMENTS MEASUREMENT 

Aslam  Ch.. & 

Zulifqar K. 

(2016) 

Growth is 

inclusive, only if 

poverty and 

inequality are also 

reducing. 

 Education,  

 Health, 

 Inflation, 

 Trade openness, 

 Set of institutions(rule 

of law and order, 

government 

effectiveness, 

regulatory quality etc)  

 Per capita income 

growth. 

Composite index built for 

inclusive growth based 

upon mitigations in 

poverty and inequality. 

Zulifqar k., 

Chaudhary 

Growth is 

inclusive if both 

Financial Inclusion and 

it’s determinants i.e.  

Inclusive growth is measure 

through composite index of 
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M. Aslam, & 

Aslam A. 

(2016) 

the benefit sharing 

and participation 

aspect is fulfilled.  

 Income,  

 Gender 

Discrimination,  

 Age Group& 

 Education Level. 

inclusive growth based upon, 

poverty, income inequality and 

EPR (employment to population 

ratio)  

Ali & Son 

(2007), ADB 

Inclusive Growth, 

based on   

allocation of 

equality pertaining 

to opportunity for 

all persons in a 

society, despite of 

their state of 

affairs. 

 Creation of 

employment 

opportunities, 

  Development in 

human capabilities& 

 Providence of social 

safety nets.  

 

Social Opportunity 

Function(SOF) 

Lanchovich-

ina, & 

Lundstrom,  

(2009). 

World Bank 

Inclusive growth 

based on the 

expansion of the 

speed   

of growth and 

widening  the size 

of the economy. 

 

 Levelling the 

opportunities (playing 

field) for aggregate 

investment (public & 

Private),  

 Expansion in the 

creation of productive 

job opportunities. 

Inclusive growth 

estimates built upon 

bindings (constraints) of 

economic development, 

through Haussmann, 

Rodrick and Velasco’s 

(2005) approach 

Klasen 

(2010), ADB 

Inclusive growth 

(IG) ought to 

upshot in positive 

per capita income 

growth rates. 

Particularly for the 

predefined 

underprivileged 

groups of society. 

 

 Non-income& 

 Income extent of 

well-being 

Benefits of IG need to be 

calculated by evaluating 

the investment (project’s ) 

objectives in view of 

beneficiaries and 

comparisons of these 

estimates to an IG agenda 
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McKinley 

(2010), Asian 

Develop. 

Bank 

 

 (IG) pertains to 

the expansion in 

earnings, as well 

as, other 

parameters of 

benefits ( non-

income) 

indicators.. 

 Econ. Growth, 

productive 

jobs(employment), 

and economic 

indicators 

(infrastructure), 

  income based 

poverty and equity in 

income, which 

includes gender 

equity too, 

  Human abilities 

 ( capabilities) & 

 Social safety 

(protection) 

Overall country index by 

assigning proper weights 

to economic indicators. 

Anand, 

Mishra & 

Peiris (2013), 

Int. Monetary 

Funds. 

 

Equity and 

Efficiency 

 Per Capita Income 

(GDP) increase 

 Equity improvement  

 ( growth) 

 

Social Mobility Curves 

(SMC) 

Ranieri & 

Ramos & 

Lammens 

(2013), 

UNDP. 

 

 

Inclusive growth is 

defined as a 

procedure 

resultant in 

positive outcomes, 

apprehensive of 

consequences 

and not just level 

of growth. 

 

 Employment to 

Population  ratio (an 

indicator of 

participation ) 

 Inequality and 

poverty(indicators for 

outcomes and 

benefit-sharing) 

 

 

 

Composite Inclusive 

Index (CII) 

Hakimian, H. 

(2013), 

Inclusive growth is  

is able to benefit 

 Econ. Growth,   
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 Asian 

Develop. 

Bank 

larger segment of 

the society. 

 Health and 

population welfare,  

 Labor Force and their 

employment/jobs,  

 By Sex (Gender),  

 Sanitation, 

 Income Inequality & 

 Governance quality 

Aggregate (Composite ) 

IG Index(CIGI) 

 

 

Wong (2014) 

Master Credit 

Card center 

for Inclusive 

Growth 

 

 

IG breeds 

economic 

develop. for which  

the benefits  are 

equitably  shared. 

 

 Contemporary 

conditions for IG 

(existing Indicators)  

 IG promoting  

conditions, 

Aggregate ( (potential 

momentum) 

Aggregate(Composite) 

growth promoting 

indicator(CGI) pertaining 

to  19 indicators, by giving 

a 25% weight age to  

existing conditions and 

75% weight age to 

enabling expected 

potential conditions. 

Bhorat, 

Stanwix & Yu 

(2015)  

Inclusive IG 

portrays growing 

access to physical 

assets and related 

services. 

 

 Non-material (Non-

Income) type of 

poverty 

Principal components 

Analysis (PCA) based 

Non-Income welfare Index 

OECD 

(2014) 

The rank, as well 

as, income and 

non-income 

distribution 

dimensions are 

the main features 

of IG, creating it as 

a multidimensional 

concept. 

 

 Income & 

  Non-Income 

dimensions with 

indication to life 

satisfaction. 

 

Multi-Dimensional living 

standard Index(MLSI) 
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Wong (2014) has measured through a multi-dimensional index based upon 19 variables 

on present and enabling conditions. Furthermore, the study has assigned 75 percentage 

of weight to enabling conditions, whereas only 25% of weight is assigned to current 

conditions. OECD (2015) has also used multi-dimensional living standard index to measure 

inclusive growth. Bhorat et al (2015) has termed economic growth as inclusive growth and 

used a non-income welfare index based upon principle component analysis. A summarized 

literature on measurement of inclusive growth is provided Table one above.   

7. The Dimensions of Inclusive Growth 

Ranieri, Ramos & Lammens (2013) methodology can be applied for the measurement of 

Inclusive growth. This methodology focus on two diverse aspects of Inclusive growth i.e. 

sharing economic benefit and participation in productive activities. 

Benefit-sharing: The benefit-sharing dimension explores whether the growth process in a 

country leads to a decline in poverty and income inequality rates or not. 

Participation: The participation aspect is the second most important constituent in 

conceptualizing inclusive growth. It distinguishes inclusive growth from inclined towards 

deprived class (pro-poor growth). The participation aspect looks into how the society is 

involved in the productive process of economic development and growth. It is mentioned 

that; 

“Participation extends the concept of inclusive growth beyond the income 

dimension and hints at its sustainability. It emphasizes the goals of involving people 

in the economic process and of enabling them to continue this process over time. 

These two goals are important for the sustainability of the process; the former as a 

social function, legitimizing policies and avoiding social unrest, and the latter as a 

means of building human capital” (Ramos, Ranieri, Lammens (2013). 

8. Indicators of & Construction of Inclusive growth Indexes 

To capture the benefit sharing dimension, poverty head count ratio (headcount ratio at 

US$2 a day PPP) and GINI coefficient (for income inequality) are the most important 
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indicators. Whereas, the proposed indicators to capture participation dimension of 

Inclusive growth is employment to population ratio. 

The inclusiveness index can rebuild by employing a minimum–maximum normalization of 

data on poverty, inequality and the inverse of the employment to population ratio (EPR). 

Using a scale from zero to 1one scale, the index’s lower values represent improved 

performances; that is, the closer to zero of the index, the more inclusive is the society. 

Purposely, the index will be nearer to 0, the lower the poverty rate and Gini index, and the 

higher the EPR. Thus, a low index designates a high level of inclusiveness. The index is 

the simple average of the three minimum–maximum normalizations. Intuitively, it 

represents the average distance of a country’s position regarding poverty, inequality and 

employment. 

9. Inclusiveness Index 

This section of the chapter presents the Inclusiveness Growth Index (IIG) covering two 

aspects (dimensions) of sharing benefits as well as participation in the promotion of 

inclusive growth in Pakistan; for the time period of 1981-2015 i.e. over a span of nearly 35 

years. The Inclusiveness Growth Index (IIG) is compiled by maximum-minimum 

normalization of the data pertaining to poverty, income inequality and inverse of 

employment to population ratio (EPR).  It can be seen that Inclusiveness Index has 

improved over time; as the value of the indicator has improved from 0.74 (1981-84) to 

0.37(2010-2015), i.e. for over a period of 35 years. But the space and improvement is not 

very significant.  The major contributing factor to increase the inclusiveness is the decline 

in poverty. Nevertheless, income inequality was 0.38 in 1981-84, which has increased to 

0.96 in 2010-2015. The unemployment rate also increased to double digit195. It is important 

to note that even a wider picture of inclusive growth can be provided with the inclusion of 

more socio-economic variables.  
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Table 2: Inclusiveness Index for Pakistan 

  Benefit Sharing   

 Years Poverty Income Inequality Index for inclusive 

growth196  

  ($2 per day) (normalized)   
 

(normalized) 
 

1981-84 0.89735 0.386375 0.74 

1985-89 0.85494 0.36722 0.66 

1990-93 0.922308 0.286144 0.68 

1994-99 0.781467 0.118783 0.61 

2000-04 0.54674 0.32092 0.58 

2005-09 0.29676 0.4702 0.37 

2010-15 0.065917 0.868883 0.37 

Source: Calculated by the author.   

                                                           
 

196 The index is built on benefit sharing and participation (employment to population ratio) aspects of inclusive growth.  

  21.  See chapter on unemployment in the same book. 
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10. Growth vs. Inclusive Growth in Pakistan 

As stated above, table 2 didn’t provide a better picture of inclusive growth, for a wider 

accurate picture of inclusive growth, table 3 can be referred. Table 3 shows the 

comparisons of GDP per capita growth and composite measure of inclusive growth for 

Pakistan (years; 2000-2015), developed by calculating averages of three years. For the 

last five years, 2 years averages are used i.e. 2010-2012 and 2013-2015.  

Table 3 evinces that GDP per capita growth amplified from   2.1% in 2001-2013 to as high 

as % 15.8 in 2004-2006. It can be anticipated that with such a colossal GDP per capita 

growth in six years i.e.  

Table 3: IG and GDP per capita Growth Comparisons (Pakistan) 

Three year 

Averages 

IG Index ( Pov. & Income 

inequality) 

GDP Per Capita 

Growth (%) 

   

2001-2003 58.99                  2.13 

2004-2006 50.38                 15.88 

2007-2009 44.67                   4.97 

2010-2012 37.89                    8.06 

2013-2015 51.23                                                        10.78 

Estimated by the author/WDI. 
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Source: Estimated by author using data from WDI. 

2000-2006, inequalities and poverty will trim down to an enormous figure.  Dismally, 

poverty and income inequality condensed by only a fourteen percent. The GDP per capita 

fell from 15.8 percent in 2004-2006 to 4 percent in 2007-2009. It can be predicted that 

poverty and income inequality might  

augment with this turn downs in GDP per capita growth in specific yearly only. As evident, 

inequalities amplified by percentage points of 11.3 percent. Correspondingly, GDP per 

capita growth improved from 8 percent (2010-2012) to 10 percent (2013-2015), which is 

only 50.3 in 2004-06 and 58.99 in 2007-09. However, poverty and inequalities rather than 

plummeting, they grew by 35.22 percentage points. Inequalities and poverty are as high as 

51.23 (2013-2015).  The above comparisons conjecture that economic growth is not 

inclusive in Pakistan. Thus, inclusive growth didn’t improve much since 2007, to up to date.   

         

11. Inclusive Growth & Fiscal Policy in Pakistan 
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There appears to be an overall same development in growth inclusiveness in Pakistan, from 

the period of 1981-2015. However, the development is not steady and there appears to be 

episodes of development and deterioration. There are also evidences of decrease in poverty 

but income distribution do not reveal stable up gradations. Dismally, it has relatively got 

worse off in the recent years, as a result preventive to the inclusiveness of economic growth 

in Pakistan. On employment sharing face, the development seems very stumpy too. In such 

circumstances, there is an urgent need to formulate a fiscal policy targeting objectives of 

achieving inclusive growth. It must be focused on extravagant expenditures on human 

capital; explicitly on health and education sector, which could embrace the country on the 

path of inclusive growth. It is important to note that simply formal rules and regulation termed 

as policies (fiscal policy) will not breed inclusive growth. There is a need for a shift in 

institutional structure that would lead to inclusive growth (see: Aslam  A. & Zulfiqar K. (2016). 

It is important that rules and regulations must be implemented in true sense.  

Macroeconomic policies can be essential in chasing the targets of poverty diminution, 

reducing income inequalities, accelerating development (GDP growth) and importantly, 

creating productive jobs (employment). Birdsall (2007) stated that Macro-economic policies 

can promote inclusive growth in three main areas: macro-economic and fiscal regulations, 

focused on rule-based, the healthier economy; a “fair” macro-economic and fiscal strategy 

with regard to resource mobilization, taxation revenues and public expenditures, welfare 

and development oriented and a business-friendly environment and exchange rate. These 

strategies and policies are not fundamental exclusively source of economic development, 

however, these aspects are contributing to economic growth and welfare of the society. 

Fiscal strategies are chiefly pertinent to chase the objectives of Inclusive growth. According 

to Lopez, Thomas and Wang (2010): 

“Fiscal policy is one of the most powerful instruments that governments use to 

maintain macroeconomic stability for growth, as well as for intra and 

intergenerational transfers of wealth. Governments often have at their disposal 

between 25 and percent of GDP for spending, including redistribution across social 

groups.” 
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The Public expenditures can have noteworthy consequences on extent and value of growth. 

For instance public expenditures on public goods have a robust impact on curtailing poverty 

and reducing income inequality. On the other hand, public expenditures on private goods 

have off-putting consequences for both, economic growth and equity. So a sheer 

modification in nature of public expenditures can have grave upshots for quality of economic 

growth. Correspondingly, excise policies unswervingly have an effect on households and 

their spending/saving actions.  

Fiscal course of plan can undoubtedly play as significant part in managing overall  demand 

at macro level, the division of the benefits and income generated  and the economy’s ability 

to fabricate public and private goods and other social benefits (services) too (see Musgrave, 

1959). For that reason, the right option of the composition and mixture of these strategies 

has turn out to be of fundamental significance for acquiring a broad-based even course of 

economic growth across countries. The decrease of economic discrepancies has mainly 

turned in to extremely vital aspect of economic growth owing to rising focus on quality of 

economic growth and Inclusive growth. Thus, there is an inevitable need to explore the 

potential of fiscal policies in maintaining the optimal(desired0 economic growth rate (see 

Seshadri and Yuki, 2004) & Bénabou 2000, and 2006). 

There exist a wide range of fiscal policy perspectives to economic growth; see Khan and 

Hashmi (2015), Arif and Farooq (2011), Irfan and Baber (2014), Sherani (2006), Faridi and 

Nazar (2013), Mahmood and Sadiq (2010). Most of the empirical evidences are based on 

independently estimated models particularly, computing the economic outcomes of growth 

and public policy. Moreover, much of the previous available literature regard public spending 

and tax proceeds as comprehensive and pays no attention to the detail of the diverse 

mechanism of revenues and spending, which can have poles apart impact on economic 

growth, income distribution, poverty and employment generation 197 . For case in point, 

present spending owing to its non-development character might have repercussions for 

short period for poverty & deprivation, income disparity, employment generation and 

                                                           
 

197 It is important to note that in developing countries, particularly, in Pakistan. Major chunk of Public revenue causes for indirect 
taxes, mainly paid by the poor class, who can’t bear the burden of taxes. Such fiscal policies lead to income inequality and 
breeds poverty. 
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economic growth, as contrast to growth expenditures. In the same way, direct and indirect 

taxes can significantly affect the distribution of economic growth and employment in two 

completely different ways.  In spite of its established significance, the overall response of 

policies and growth, income disparity, poverty and employment to different measures of 

public policies has been for the most part disregarded. Dismally, there exists insignificant 

literature, which focus on the implications of public policies on Inclusive growth in Pakistan. 

The first study is done by (Z., Kulsoom-2018), which is elaborated in next section.  

12. Empirical Evidences; Inclusive Growth & Fiscal Policy in Pakistan 

Zulfiqar, K. (2016) estimates the impact of fiscal policy in inclusive growth through an annual 

data for the period 1980-2015 by vector autoregressive models (VAR). The author has used 

Augmented Dicky Fuller (ADF) test and Phillip-Perron (PP) test in this regard to test 

stationary of data and the results suggests that all the variables are integrated of Order one 

I(1) i.e. stationary in first difference. The Akaik Information Criterion (AIC) and Schwartz 

Information Criterion (SIC) are used for the selection of optimal lag Nevertheless, the details 

of estimations are omitted here and only final results are shown. VAR enables the author, 

to further use impulse response functions in predicting the as followings; 

i) Macro-economic (fiscal policy) and its impact on Output and enhancing Inclusive Growth. 

ii) Role of Fiscal policy on Poverty alleviation and Inclusive Growth. 

iii) Role of Productive employment and unemployment effects of macro-economic Policy 

and Inclusive Growth. 

The results from equation 1&equation 2 (see appendix), predict that output response to 

government expenditure is encouraging and positive. Hence, an increase in output will lead 

to also increase in government expenditures. 

The estimations, further shows that in particular case of current expenditures, a 1% shock 

will leads to 0.375 % (significant responses only) increase in economic (GDP/output) 

growth. Nonetheless, if the entire responses are taken into consideration, this response is 

merely resulting in 0.08%. On the face of above, development expenditures squeezed one 

time, while current expenditures keeps on increasing. All these have negative impacts on 

showing benefits of inclusive growth. Development expenditure’s shock has optimistic and 
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considerable (significant) upshots on output/GDP growth. If there is a one percentage point 

shock to expenditures on development, it will result augment GDP growth by 0.95 

percentage points (significant responses only).   

A shock to gross fixed capital formation (GFCF; used as proxy to public investment) has 

affirmative impact on GDP/output growth. A one percentage point shock to GCFC will escort 

to 1.27 percentage increase in GDP/output growth. On the other hand, it amplifies by 0.37 

percentage points, if only significant responses are measured. Mutually; expenditures on 

education & training and health & health care have affirmative effect on GDP/output growth. 

Moreover, elasticity of education expenditure is larger as matched up to expenditures on 

health & health care. The results are similar to (Aslam A. & Zulifqar K. (2016)). 

 

Table 3: Output/GDP Long-term Elasticities 

Variables Equation 

19 

Equation 210 

Gross Fixed Capital Formation (proxy to Public 

investment) 

- 1.27(0.372) 

Expenditures for Current purpose 0.36 (0.08) - 

Expenditures for Development 1.03(0.95) - 

Public Expenditures on literacy and  Education& Training - 0.61 

Public Expenditure on Health  - 0.2 

Direct-Taxes -0.6 - 

Indirect-Taxes 0.7 - 
 

Source:  Zulifqar . k.- 2018. 

The direct taxes have a huge off-putting response on output/GDP growth, if all responses 

are accounted for, it indicated that the responses are zero ; showing no noteworthy outcome 

of direct taxes on output/ GDP growth in the LR (long run). It may be noted that development 

expenditures squeezed over time; reduced to one-half that of in the 1980s. On the other 

hand, indirect tax elasticity is comparatively high and significant. If there is an one 
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percentage points shock in indirect taxes on GDP/output, growth increases by around 0.72 

percentage points. It is essential to state here that these empirical results should be 

interpreted cautiously, since as they are not precisely estimated (referring to5% error bands 

in graphs of impulse response functions). 

Concluding above, GDP/output impacts of public (government) expenditure and tax shocks 

are matching with Keynesian school of thought. Expenditures on development expenditure, 

education and indirect taxes seem to bring of the essence part in encouraging output/GDP 

growth, for the case of Pakistan. From the outlook of Inclusive growth, fiscal policy has an 

ability to play an imperative part in “quality” of economic growth. Considering, the primary 

constituent of Inclusive growth i.e. GDP/output growth, public policy instruments can prop 

up noteworthy solutions towards achieving inclusive growth. However, for this purpose 

consistent and targeted fiscal policy is required, which is hardly formulated ever in Pakistan? 

 

Table 4: Poverty Long –Run Elasticity 

Variables Equation  311 

GDP -0.11 (-0.04) 

Expenditures on Current purposes 0.16 (0.00) 

Expenditure on Education -0.23 (-0.15) 

Expenditure on Health -0.05 (0.00) 

Direct taxes -0.21 (-0.08) 

Indirect taxes 0.03 (0.00) 
 

Source:  Zulifqar K.  – 2018. 

The estimates above, also indicates interesting results. The elasticity also predicts that 

expenditure on education has consistent poverty diminution impact (Corresponding to table 

4; observe negative sign, an increase in education, will decrease poverty). In the same way, 

expenditure on health does not seem to have noteworthy impact in poverty. Nonetheless, it 

also has a negative sign, showing that an increase in health expenditures by government 

may result in reducing the poverty rate, yet, not significantly affecting the medical care. 
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Table 5:  Unemployment and Productive Employment to Elasticity 

 

Variables Equation 412 

GDP growth -0.11(-0.09) 

Current Expenditure -0.19 (-0.09) 

Development Expenditure -0.28(-0.23) 

Direct taxes 0.05(0.00) 

Indirect taxes -0.03(0.00) 

 

Source: Zulifqar k. - 2018 

Last but not the least, if there is a one percentage shock to current expenditure, it will 

initially increase in poverty and then reduces after three years 198(See Zulifqar. Kulsoom 

(2018)).Overall shock of current expenditures is trivial as calculated in the table 4, above. 

The table 5 summarizes the impacts of fiscal shocks on unemployment rate in Pakistan 

using equation 4. The results predict that a one percentage point shock to GDP/output will 

lead to reduction in unemployment only by 0.11%, if all these effects are taken into account. 

Nevertheless, if only significant effects are taken into account, unemployment reduces 

merely by 0.1%. These results indicate the phenomenon of job-less growth i.e. growth but 

not without increasing employment rates. It happens when the development process is 

unable to produce adequate employment prospects. Similarly, a one percentage point 

shock to current expenditure, development expenditures, direct and indirect taxes will lead 

to reduction in unemployment by 0.18, 0.28, 0.5 and 0.03 percentage points, respectively. 

Nevertheless, if only significant responses are taken into unemployment reduces merely 

by 0.09, 0.22, 0.00, 0.00 percentage points for current expenditure, development 

expenditures, direct and indirect taxes, respectively. 

                                                           
 

198 It may be the case that initially it may increase inequality and, thereafter, it may slowly bring trickle-down effect. 
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13. The Emerging Issues 

 The dilemma with perplexed growth of Pakistan’s growth is that there is output 

growth; however, the growth is not inclusive.  PES (Pakistan Economic Survey) 

publishes fancy figures of GDP growth i.e. every year, but socio-economic 

development is missing from the front of economic growth. The figures (see table 

1; 51.23) show that poverty and inequalities are still persisting in huge figures in 

country. Correspondingly, productive employment is not being generated, in fact, 

there is high unemployment rate which results in frustrated growth. In short, there 

is growth but not inclusive growth.  

 The poverty rates of country are not reported as per the actual figures in 

survey. There appears to be mass poverty rate, however, the figures reported in 

Pakistan economic survey shows mismatched figures with real world scenario. It 

remains a concern that if the focus population is miss-presented, then how policies 

can be accurately designed to address their issues.  

 The core issue that remains at the back of poor inclusive growth is weak 

institutional structure in Pakistan.  Institutions (unlike organization) are the set of 

formal rules and informal norms that embodies incentives and disincentives which 

shape human behaviour.  A weak institutional structure, which has features of 

poor regulatory quality, ineffective government and corrupt leaders, puts inclusive 

growth as an agenda overlooked. Thus, the need is not only for inclusive growth, 

but “inclusive institutional growth”.  

 In Pakistan tax base is very narrow and less than 2% of population is in the tax 

bracket. The redistributive role of taxes and public expenditures for social welfare 

is further hampered by the fact that over 70% of tax revenue is generated from 

indirect taxes.  These taxes are regressive and may lead to income inequality as 

well as tax burden is levied on the segment which cannot bear the burden of taxes; 

do not have capacity to pay. There is a need to not wide spread tax burden, 

expand its’ base and also to reduce dependency on indirect taxation. Similarly, 

due to these constraints and policy biases towards rich class and inability of the 

government to improve social transfers are very limited. The public expenditures 
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need to be directed towards poverty alleviation, employment generation and 

inclusiveness of the deprived class I the country.  

 The empirical findings suggest that there exist weak linkages among fiscal 

transfers related to social welfare and resultant significant improvement in 

Inclusive growth. The macro-economic growth is able to improve poverty 

conditions up to some degree but it is not the final answer to impart inclusive 

growth. Incapable to alleviate inequalities or generate productive employment 

opportunities for vulnerable society. There is a need that social justice is insured, 

institutional quality is ensured, as a result good governess must be visible. 

 The empirical findings also suggested that, current (growing non-development 

public spending) expenditure are negatively affecting poverty conditions, income 

inequality and productive employment generation. Tax system is not found to be 

much supportive to enhancing inclusive growth process. 

 In the light of above empirical findings, it can be recommended that there is an 

urgent need to clearly identify the objectives and targets of Public policy. For 

instance, poverty, income inequality, and productive employment are particularly, 

related to inclusiveness of society toward economic growth. A well-coordinated 

and target oriented fiscal policy is fundamental to accomplish these goals. 

 The key variables are education and health & health care that can make 

inclusive institutional growth possible. In this regard, public policy should aim at 

dropping both income and social deprivation (inclusions & to be heard) income 

inequalities. The education promotion policies should directed to have an access, 

of deprived class, to education, training and health facilities. These factors have 

direct repercussion for Inclusive growth. Consequently, spending on social sectors 

such as education and health should be chiefly focused to make the growth 

process more inclusive. In order to attain significant level of inclusive growth, there 

is a need to expend institutions pertaining to health and education; as it facilitate 

to augment productivity, longevity and employability of masses. 

 Gross fixed capital formation (which is a proxy to public investment) should be 

uniformly and fairly dispersed to promote access and opportunities for neglected 

segment of society. Infrastructure (principally road network) can be of great 
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significance in linking people to a variety of opportunities and also improving their 

access to basic facilities in the vein of health and education.  

 Moreover, Pakistan has been time after time reducing its development 

expenditures. There is a need to overturn this trend, if the country really cares 

about achieving the goal of inclusive growth.  

 Last but not the least; empirical results showed that taxes also do not play any 

noteworthy part in attaining welfare and inclusive growth. The tax structure needs 

to be over hauled to prop up equity in the society, since taxes can undoubtedly 

play very effective role in this regard. A good quality, just, transparent and effectual 

tax structure is very vital to accomplish inclusive growth as it can have an effect 

on both equity and growth in chorus. Moreover, Indirect taxes are regressive in 

nature and require to gradually increasing direct taxes, so there is a need to 

reduce our reliance on indirect taxes. 
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A appendix 

Equation 1199 

𝑋𝑡 =f (CE, DE, GDP, GINI, DT, IT) … (1) 

Note that, 𝑋𝑡 =𝑓𝑢𝑛𝑐𝑡𝑖𝑜𝑛 𝑜𝑓 (current expenditure(CE); as % of GDP, 

 log of development expenditure(DE); as % of GDP, 

 log of GDP growth rate, log of Gini (GINI ), log of direct taxes; as % of 

GDP (DT) and log of indirect taxes; as % of GDP (IT).  

Equation 2 

𝑋𝑡 =f (FC, EE, HE, GDP, GIN)… (2)  

Note that, 𝑋𝑡 =𝑓𝑢𝑛𝑐𝑡𝑖𝑜𝑛 𝑜𝑓 (% of GDP (FC). 

 The log of expenditures on education (EE); as % of GDP.  The log of 

expenditures on health (HE); as % of GDP (HE).  The value of  Gini (GINI 

) i.e. income inequality. The log of direct taxes (DT);as % of GDP. 

and the log of indirect taxes (IT);  as % of GDP.  

Equation 3 

𝑋𝑡 =f (CE, EE, HE, GDP, POV, DT, IT) … (3) 

Note that,𝑋𝑡 = 𝑓𝑢𝑛𝑐𝑡𝑖𝑜𝑛 𝑜𝑓 (% of GDP (CE), log of education expenditure; 

as % of GDP (EE). The  log of health expenditure (HE); as % of GDP. The 

log of GDP growth rate. The  log of poverty (POV). The log of direct taxes 

(DT);  as % of GDP. and the log of indirect taxes (IT);  as % of GDP.  

 

                                                           
 

199-27 see: for The equations (1-4) which are taken from Zulifqar . K. (2018);  
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Equation  4  

𝑋𝑡 =f (CE, DE, GDP, UMP, DT, IT)… (4) 

Note that,𝑋𝑡 =𝑓𝑢𝑛𝑐𝑡𝑖𝑜𝑛 𝑜𝑓 (log of current expenditure as % of GDP (CE). 

The  log of development expenditure (DE); as % of GDP. The log of GDP 

growth rate ( GDP). The log of unemployment rate (UMP). The  log of 

direct taxes (DT); as % of GDP and the log of indirect taxes (IT); as % of 

GDP.  
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CHAPTER: 13 

 

 

Inclusive Growth: Dictatorship vs. Democracy. How Far 

is welfare State? 
 

1. Introduction 

In the current debate regarding to assess welfare and economic development, inclusive 

growth is a new approach; along with nudging society for productive employment, poverty 

elimination and to be heard are the new ways to look for achievement of economic progress 

as well as welfare of a nation200. Thus ensuring entitlements and capabilities and inclusion 

of people in decision making processes is important to improve happiness; particularly it 

ensures that poor are benefited and masses are a role to play rather just counted. As a 

result the outcome of growth is equitably distributed for the wellbeing of the masses. The 

concept of “inclusive growth refers to such development with equitable opportunities to 

earn and nurture, while time goes on. Now, the idea of inclusive growth has gained 

significant importance due to increasing poverty, unemployment and rising income 

inequality. Inclusive growth is an improved concept of economic development. Mahboob-

ul-Haque defined economic development as given in box 1. 

 

 

 

 

                                                           
 

200. This chapter is based upon my earlier work (2011-12) and M. Phil thesis of  Razaq S.. (2012), FCC University and updated 
by the same author, recently. 
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Box: 1 Mahbub-ul-Haq’s approach to Economic Development 

“The problem of development must be defined as a selective attack on the 

worst forms of poverty. Development goals must be defined in terms of 

progressive reduction and eventual elimination of malnutrition, diseases, 

illiteracy, squalor, unemployment and inequalities. We are taught to take 

care of GNP (Gross National Product) because it will take care of poverty. 

Let us reverse this and take care of poverty because it will take care of GNP. 

In other words let us worry about the contents of GNP even more than its 

rate of increase. So it is social aspect focus on poverty.”(Mahboob-ul- 

Haque, 1971; Pp.6). 

Thus, improvement in economic and social indicators including health and education, as 

well as , nudging of society to have shared development and growth have also gained 

superlative interest in the literature of inclusive growth. According to Martin (1995) and 

Pritchett and Summer (1995), “there exists positive relationship between health services 

and economic growth. Whereas, Barro and Lee (1997), highlighted positive impact of 

education on economic growth. Particularly, it enhances productivity, social mobility and 

improves social participation in decision making and distribution of benefits. Bren Neman 

and Kerf (2002) emphasized on the development of infrastructure, which leads to an access 

to quality of education, health and also improves general living conditions of people”. 

“Infrastructure like transportation and communication helps in improving and saving income. 

Besides, it provides foundations for further accelerating economic growth. The literature on 

the relationship between infrastructure development and economic growth provides 

significant foundations for positive relationship between these variables. Emphasized on 

improving transportation, telecommunication and electrification facilities, simultaneously, 

could accelerate economics development.  Sanchez-Robels (1998), Roller and Waverman 

(2001), Calderon and Serven (2003) stated that infrastructure stocks and their quality as 

principal determinant towards enhancing growth and welfare of the people.  Moreover, 

Estache, Foster and Wodon (2002); Clderon and Chong (2004) also came across 

distributional facets of other social services; which includes infrastructure development; it 

could enhance income and awareness of the deprived segment of the society”. 
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 Given significance of inclusive growth for economic development, the focus in this chapter 

is to analyze inclusive growth by pointing out   gains and failures to enhance me welfare of 

people. To achieve this objective, different indexes have been developed covering the 

period of 1970 to2011; 1970-1990, 1990-2011 &1970-2011. The split in different periods is 

done to highlight achievements during democratic and dictators’ regimes in Pakistan201.   

1.1 Determinants of Inclusive growth and Theoretical Foundations 

Generally, for Inclusive Growth, all the economic variables which can improve the welfare 

of masses, particularly of the deprived and poor segment of the society are analysed and 

evaluated whether these variables improved over time or not. 

1.2 Indicators of Inclusive Growth and their Relationship 

“Based upon emerging literature the chief variables pertaining to inclusive growth are 

summarized below. Prominently, Inequality and poverty serves as the driving components 

of inclusive growth”. 

1.3 Income Inequality, Spread of Poverty, Infrastructural Development 

and Achievements of Inclusive Growth 

“Ali [(2007a), (2007b)], Ali and Son (2007), Ali and Yao (2004) have pointed out mounting 

inequalities Asia. Ali (2007b) stated that the turn down in number of poor from 945 million 

in 1990 to 604 million in 2005 were due to the sharp amplifying of economic growth in 

China and Vietnam. However, we scrutinized that poverty augmented in case of Pakistan 

and Sri Lanka in 2005. For the case of Pakistan, the chronicle of poverty sustained to show 

expanding trends. Poor are vulnerable to advantage from growing opportunities or earnings 

fundamentally due to market failure and increasing nepotism. Most of the developing 

countries including Pakistan faces alike attributes, predominantly due to its inherent 

structure, which itself breeds inefficiency, corruption, nepotism, poor law and order, week 

institutions and ultimately loss in wellbeing of people at large  The Bourgeoisieon the other 

                                                           
 

201 . This chapter is based upon our earlier work on inclusive growth ( Sadaf and Chaudhary Aslam (2012) and M. Phil.  Thesis 
by Sadaf R., FCC university, Lahore. 



444 

 

hands take pleasure in more opportunities when they are weighed the unprivileged 

proletariats. Poor are not heard and they remained excluded to reap the benefits of growth 

and development in Pakistan”. 

“Zhuang (2008) also focused on the issue of growing inequalities in developing Asia. The 

study exacerbated that though there is visible reduction in extreme poverty owing to growth 

in East Asia, Southeast Asia, and South Asia. However, rising income inequalities breaded 

inequalities in accessing education and medical care which go ahead towards increase in 

infant mortality in developing Asia. The study identified roots of increasing income 

inequalities that is widening polarization between the urban and rural class. According to 

the study during 1985-2004, the ratio of per capita income in urban to rural areas increased 

between 1.9% to 3.2%. Similarly, the ratio of per capita incomes of coastal and western 

provinces also rose from 1.4% to about 2%.  Apart from it, the author has highlighted the 

market imperfections as an origin of rising income and non- income inequalities. It 

suggested redistributive policy, good governance and independent institutions as major 

ingredients of inclusive growth”. 

“Pasha (2007) has investigated the relationship between growth, inequality and poverty in 

the context of Asian countries. The study enclosed the time periods of 1981 till 2004. The 

author has anticipated poverty growth elasticity to establish the degree of inclusiveness. 

Moreover, study demonstrated that East Asian countries (Malaysia and Thailand) have 

accomplished higher degree of inclusiveness of growth. Likewise in India since 1990’s, 

poverty to growth elasticity was observed in low magnitude. On the other hand, its rates of 

poverty diminution are not pleasing. Taking Pakistan in to consideration, the author 

ascertains that in early 1990's, the country was incompetent to attain significant growth in 

per capita incomes. However, a rapid pace of growth is seen in the eras of 2000’s. This 

leaded to considerable increase in inequality in Pakistan. Subsequently, economic growth 

dwindled and both income inequality and poverty increased. In another study, Pasha and 

Palanivel (2003) have examined the long term relationship between growth and poverty. 

The data comprises of nine East Asian countries and five south Asian countries. The 

results designated the growth led towards poverty reduction. However, the results are not 

similar for across countries and time periods. Chaudhary M. Aslam.  (2003) pointed out 

that the most part of the pitiable society is unemployed or severely under-employed. They 
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do not have a sufficient amount of food to eat in the first place.  Besides, prices are rising, 

especially that of the foodstuff and other essential commodities and the trouble on the 

poor’s shoulders have increased disproportionately. Khan (2003) stated that the above 

cited study has only focused on the one dimension of poverty (income) and overlooked the 

other dimensions which includes social indicators i.e. health and education etc. The above 

mentioned analysis of literature focused on sustained and equitable growth as a core to 

attain inclusive growth. It not only crafts rather plays vital role in expanding opportunities”.  

“According to Klasen (2010) inclusive growth exacerbates in opportunities like health, 

education, nutrition and social integration forthe destitute segment of the society.  

Furthermore, the author also provided a survey of existing definitions of inclusive growth; 

introduced by Rauniyar and Kanbur, Ali and Son, Ali and Zhuang. These definitions are 

differentiated on the basis  of income and non-income dimensions; non-income dimensions 

includes schooling achievements; improvements in survival rates e.g., mortality rates for 

children under the ages of 1 and 5 years;  improvements in nutritional status; and access 

to transport &communications, and household services (e.g., clean drinking water &  

electricity etc.). Besides an expansion of economic opportunities, formation of productive 

employment is also considered as an important element to inclusive economic growth. 

Sachs (2003), Bhalla, S. (2007) and Ianchovi china &Lundstrom (2008) have analyzed 

various dimensions of inclusive growth in their studies. Findings of Sachs (2004) pointed 

out to three structural features of developing countries; subsistence oriented, low savings 

and imports sensitive. These have also been considered imperative gears of poverty trap. 

The study necessitates in increasing employment by making optimal choices of techniques 

like with increasing the productivity of labour. Besides, health, education, communication 

& transport, public services and sanitation facilities have also been considered key 

indicators to promote inclusive growth”. 

“Pioneer work of Ascheaur (1989) has empirically examined the liaison between 

infrastructure and growth. The study found that one percentage point increase in efficiency 

of public capital increase transitional growth by 0.29 percentages; in context to United 

States. Ghosh& De (2005), Estache (2006), Hulten (1996) elucidates positive association 

between infrastructure investment and growth. Similarly, Calderon and Serven (2005) have 

also explored the linkages of growth and inequality aspect of infrastructure investment. The 
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author has used panel data set spanned over (1960-2000) which encompasses over 100 

countries to see the effects of infrastructure development on growth and income 

distribution.  (Calderon and Serven, 2004; PP. 6).  There exists an ample body of literature 

which explores relationship between growth and infrastructural development. An essential 

phase to achieve inclusive growth therefore is that poor and deprived segment of the 

society has an access to economic infrastructure and that they should also reap benefits 

of growing social sector”. 

“Ali and Yao (2004) highlighted the quality of infrastructure headed for inclusive growth and 

sustainable poverty reduction. They stated that quality infrastructure endows business 

possibilities and investment climate which is vital for catalyzing domestic and foreign 

investment based upon new advanced technology. This will in turn raise the productivity 

and per capita incomes. Findings pertaining to India recommended the dynamic 

apprehension of small and medium enterprises to inclusive growth through direct and 

indirect linkages of infrastructure. The authors have highlighted rural electrification, 

transport &communication and potable water supply to achieve inclusive growth”. 

Apart from it, “World Bank’s Independent Evaluation Group (2008) has explored the 

paybacks of electrification schemes in rural and fringes areas. The findings of the report 

propose that there exist pro rich bias in these kinds of schemes. The report comprises on 

schemes commenced by World Bank in past 28 years rather it also highlights that poor 

destitute from these schemes. The study also proposes that rural electrification schemes 

do not pledge that the poorest and those living in fringes areas of rural sectors benefits 

from this kind of electrification”.  

 2. Capabilities, Entitlements and Inclusive Growth 

  ‘Son and Ali (2007) investigate access towards social opportunities such as education 

and health services in the Philippines. The study also examined how the change in 

availability of services has affected poor.  Social opportunity function was utilized for this 

purpose; whether social opportunities are distributed equitably; equity index of opportunity 

was constructed. The study narrates that overall health services in the Philippines are 
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disseminated inequitably. Top income groups have more access to health services, as 

compare to the bottom income groups”.  

“Tandon, Zhuang and Chatterji (2006) explored the linkage between rapid pace of 

economic growth and health. The authors have assumed health as major determinant of 

human welfare and perceived it as key development indicator. The authors have addressed 

couple of important issues with reference to tremendous economic growth of People’s 

Republic of China (PRC) and its impact on population health outcomes over last three 

decades. The study also explored the issue of inclusiveness in population health outcomes. 

They have analyzed allowance of health facilities to investigate the extent of Government’s 

attention towards deprived section of the society. The study found that “(i) the PRC’s health 

outcomes have actually slowed down after the country moved away from a public health 

system to a commercial one; (ii) there has been convergence in health indicators across 

provinces but divergence between rural and urban areas during the reform period; and (iii) 

there are glaring disparities in health outcomes and health care coverage between the poor 

and the rich households. The study also pointed out   that school attainment plays a 

significant and positive effect on self-reported health improvement. The authors also 

identified that health insurance improved self-reported health and reduced the probability 

of being underweight”.  

“McKinley (2010) developed amalgamated inclusive growth index which provides basic 

guidelines in accessing the pace of progress towards inclusive growth. The author applied 

this methodology to six countries to access their level of success pertaining to inclusive 

growth. Empirical evidences recommended that except Uzbekistan, other countries did not 

make much progress in achieving inclusive growth satisfactorily”. 

“The above mentioned literature, comprised on the linkages of poverty, inequality, human 

capabilities and economic infrastructure which are important for inclusive. Besides, it also 

indicated that income inequality could create hindrance in attaining inclusive growth. The 

prior studies did not provide sound underpinning to establish whether county has achieved 

inclusive growth or not. Moreover, there hardly exists any comprehensive study, with 

reference to Pakistan which may have analysed the performance of economic growth, 

poverty, inequality, gender equity, human capabilities and economic infrastructure in order 
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to point out progress of Pakistan in attaining inclusive growth; over the period of past four 

decades. The current study aims at to provide distinct foundations and spread of inclusive 

growth in Pakistan, from concepts such as pro poor growth and entitlements”. 

3. Current Debate on Inclusive Growth and Outcomes 

The debate on inclusive growth has focused on emerging new paradigm of improving 

welfare through inclusive growth, which has gained significant importance in development 

economics. It is perceived as an important step for poverty alleviation and to maintain 

sustained economic development.  

  “The growth is pro-poor as long as poor people benefit in absolute terms In contrast, in 

the relative definition, growth is “pro-poor” if and only if … inequality declines. On the other 

hand, while absolute pro-poor growth can be the product of direct income redistribution 

schemes, for growth to be inclusive, productivity must be enhanced and new productive 

employment opportunities must be enhanced Thus, inclusive growth may augment the 

pace of growth and enlarge  the size of the economy, while equally competitive  playing 

field for investment and increasing productive employment opportunities … Thus, it [IG] 

focuses on productive employment and fuelled by market-driven sources of growth with 

the Government playing an active role  to equitably distribute the fruits of economic growth. 

The major focus of Inclusive Growth is provided in the following box one”. 

The inclusiveness concept encompasses equity, inclusion of masses in decision making, 

equality of earning opportunity, and protection in market risks against shock, as well as,  

employment generation,.”  It not only focuses on employment creation but also on   

productive growth as well.  

Bhalla (2007) has highlighted the concept of productive employment, which reduces 

unemployment, reduces poverty and enhances productivity.  International Poverty Centre 

focused as under. “The above mention definition, expansions of widespread opportunities 

to enhance freedom, refers to a time consuming process for expanding opportunities.  Over 

a period of time, convergence is likely to appear towards inclusive growth outcome. 

Therefore, it is perceive as longer term phenomenon. The crux of the debate suggests that 

the structures of production and employment must be of such a nature that offers prospects 



449 

 

to all segments of the society to benefit from economic growth. Thus expanding 

opportunities is pre-requisite of inclusive growth.  Besides, it is equally important to equip 

population with sound education foundations; because, development of human capital by 

developing productive skills irrespective of cast, creed and religion will be able to contribute 

in growth process. Hence, ensuring fastest pace of growth, that lead towards poverty 

reduction and equitable income distribution. Finally attaining the inclusive growth in which 

benefit significant population is participating and sharing benefits of increasing per capita 

income, which leads towards development of nation, is the ultimate end of all efforts. The 

major concepts of inclusive growth, from closely associated impressions, such as pro poor 

or equitable growth emerge as under. 

Based upon the above cited literature, this study has followed a slant for empirical 

investigation related to inclusive growth, which includes all above cited major variables 

related to the concept of inclusive growth and empirical evidences have been drawn to 

appraise development experience of Pakistan in terms of inclusive growth”. 

             The following box provides compact focus on inclusive growth. 

Box: 1 Inclusive Growth 

“Work on inclusive growth starts from the premise that societies based on 

equality tend to perform better in economic development, for instance, 

countries with more equal income distribution are likely to achieve higher 

rates of poverty reduction than very unequal countries. Inclusive growth is 

both an outcome and a process. On the one hand, it ensures that everyone 

can participate in the growth process, both in terms of decision making for 

organizing the growth progression as well as in participating in the growth 

itself…, thus, it makes sure that everyone shares equitably the benefits of 

growth. Inclusive growth implies participation and benefit sharing. 

Participation without benefit sharing will make growth unjust and sharing 

benefits without participation will make it a welfare outcome.” 
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4. Estimation of Inclusive Growth Indexes 

“A  linkage between growth, development, poverty, income inequality and inclusive growth 

may be developed by carrying out a comparison of different time periods of each indicator 

(trends) has been utilized by various scholars as described in the last section. Ali (2007) 

while comparing 1990’s data with 2005, pertaining to developing Asia highlighted social, 

political and income inequalities and its’ relationship with inclusive growth. Pasha (2009) 

has also conducted a study with reference to Asia pacific in the similar way described 

above and highlighted the major components of income inequality. Furthermore, McKinley 

(2010) has constructed composite indexes of inclusive growth and applied this 

methodology to Bangladesh, India, Cambodia and Uzbekistan. Prior to this work, no 

comprehensive study has been undertaken on the assessment of inclusive growth in 

Pakistan. Following above, In order to ascertain whether Pakistan has been making any 

progress in achieving inclusive growth, the current study is aimed at constructing indexes 

for different time periods”. 

“The focus of the study encompassed several major areas of economy such as growth, 

productive employment, economic infrastructure; income inequality, poverty; human 

capabilities, gender equity and social welfare. Basic economic indicators which have been 

used in order to conduct this analysis are as following: per capita income growth (annual 

%),  agriculture value added (% of GDP), manufacturing value added (% of GDP), 

industrial value added (% of GDP), and services value added (% of GDP); For productive 

employment, Employment in agriculture (% of labour force), Employment in industry (% 

of labour force), and Employment in services (% of labour force); Infrastructural stock 

which is summed over indicators such as (i)Internet Users per 100 people; (ii)Telephone 

lines ( per 100 people); (iii) Mobile cellular subscription (per 100 people); (iv) Rail lines 

(total route kilometre); and (v) Roads (Km/1000 Sq. kms. of geographical area); for 

poverty Headcount Ratio and for Inequality (Gini Coefficient) has been utilized. 

Furthermore, human capabilities is summed over indicators such as For health, 

(i)Mortality rate, under-5 (per 1,000); (ii)  Malnutrition prevalence, weight for age (% of 

children under 5); (iii) Safe potable water supply (% of population with access), Improved 

water sources in  rural area  (% of population with access), Improved water sources, urban 
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(% of population with access); Improved sanitation facilities  (% of population with access), 

Improved sanitation facilities, rural  (% of population with access, rural,) Improved 

sanitation facilities, urban  (% of population with access, urban); For education, Net 

primary Enrolment ratio and Net Secondary Enrolment ratio; gender equity comprised on 

variables such as Births attended by skilled health staff (%), maternal mortality ratio per 

100,000 live births; ratio of literate girls to literate boys for age (15-24), girls to boys ratio 

in primary and secondary education, employment share in industrial and services sector 

has been used. iii) Besides, the number of beneficiaries of social protection programs and 

expenditure on social protection program as a ratio to GDP has been utilized to access 

the change in extreme poverty in the country. The performance of all such variables over 

a period of 20 years will help us in detecting the success relating to inclusive growth. 

Besides, it serves as prime tool for assessing country’s                                                                                             

Table 1: Weights Scheme (Indicators of inclusive growth) 

                             (Based on Indexes)  Source: Asian Development Bank (2010) 

Progress on inclusive growth. Asian Development Bank has been assigned the weights 

to all these economic indicators; based upon their significance and importance on the 

premise of economic theories to attain inclusive growth in the country. Based upon the 

same rational, following table has been constructed to carry out empirical evidences”. 

Methodology for construction of indexes on inclusive growth, based upon Asian 

Development Bank’s approach,(table 1).                                        

Indicators Weight % 

Success in achieving growth, employment generation, and access to 

economic infrastructure. 

50% 

Success in reducing extreme poverty, moderate poverty, inequality and 

gender inequality. 

25% 

Success in enhancing human capabilities (e.g., health, education, water, 

and sanitation) 

15% 

Success in providing basic social protection (especially for eliminating 

extreme poverty). 

10% 
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5.  Empirical evidences and critical Analysis 

“Pakistan has experienced swings in pattern of growth in the last one-half century. The 

Progress of indicators of inclusive growth did not remain smooth over time. The table given 

below (2) presents the performance of such variables. It will also underpin the level, based 

upon the criteria utilized for the study. The overall score will indicate performance of 

economic variables; satisfactory, unsatisfactory or superior. The weights and scores 

scheme is given in the following table 2”.  

“The outcome of the table (total scores) at different time periods, i.e. 1970-1990; 1990-2011; 

1970-2011; for democratic period (1971-77 & 1989-98 & 2008- and thereafter) and also for 

dictatorship regimes (1978-88 & 1999-2008), provides us an empirical base to point out 

achievement of inclusive growth..  A score range 1-3 indicates unsatisfactory progress; 

score range 4-7 will indicate satisfactory progress and score range 8-10 will be considered 

as superior progress. The subsequent scoring scheme will be employed throughout the 

study”. 

“Pakistan had suffered from weak GDP growth and per capita income growth during 1970’s. 

The average per capita growth for this decade had been calculated as 1.8 percent. In 

1980’s, the average growth rate of per capita rose substantially to a level of 3.8%; mainly 

due to inflow of capital in form of remittances from Middle East which accounted equivalent 

to 10% of GDP5. The average growth of GDP per capita for two decades had been less than 

3%, therefore, a score of 3 have been allotted to this indicator. Additionally, the growth 

trends aggravates that employment decreased in agriculture; i.e.  From 57% in 1970 to 49% 

in 1990; it is obvious all over the world; with the development the share of agriculture shrinks 

towards GDP and also employment elasticity in agriculture is low. The employment in 

industrial sector remained by and large the same i.e. around 20% of total employment, which 

is a matter of concern. While a country develops, its industrial and services sectors expand.  

It was observed that there was an improvement in employment generation in services sector 

i.e. from 23% in 1970 to 32% in 1990. Overall, employment generation remained 

unsatisfactory. Therefore, a score of 2 has been assigned to this indicator”. 
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“As well as, economic infrastructure is concerned, from 1970-90, the performance of 

telecommunication sector  was  satisfactory; access to telephone per 100 people and mobile 

phone subscribers per 100 populations. The number of consumer has increased from 1.7 

million in 1970 to 7 million in 1990, which is considered respectable increase in it. 

Furthermore, the road density, which is calculated as the total networks of road divided by 

geographical area was 37Sq.Kms. in 1970 and rose to 103Sq.Km by the end of 1990. 

However, this was recorded below the level of satisfaction if compared to other developing 

countries”. 

“On the other hand, rail lines route was 8516Km in 1970 which improved slightly to a level 

of 8775 kms. in 1990. Although, infrastructure of a country laid the foundations of economic 

growth, but still it remained one of the basic hindrances in achieving inclusive growth in 

during the period of 1970-1990”. 

“Table 2 indicated that except poverty, there hasn’t been a single indicator, which has shown 

good progress towards inclusive growth; during 1970’s and 1980’s. In the 1970’s, the head 

count ratio declined 16 percentage points along with a decline of 13 percentage points in 

1987-88. Moreover, in 1984-5 to 1987-88 dropped in poverty have recorded almost 8 

percentage points.  Although, generally reduction in poverty have been attributed to rise 

with growth of GDP. In the 1970’s the average per capita growth has recorded as 1.8 percent 

per annum. Whereas, in 1980’s per capita income growth reached to a level of 3.8 percent 

per annum. So this dramatic rise had translated into poverty reduction in the decade of 

1980’s.  The other important reason of such a sharp decline in poverty was the inflow of  

remittances of 1.4 billion dollars in this period from Middle East, a sum greater than the oil 

import bill for the country (even after the OPEC price rise) in the same period. In the period 

1977-80, an additional $4.2 billion had been remitted to Pakistan from the Middle East.202 

Besides, the trends of inequality have remained worsen; in the decade of 1970’s. In the mid 

of 1980’s to its end a sharp decline in the GINI coefficient from 0.428 to 0.348 in 1987-88 

was observed. However, later on the inequality has again gained the momentum of 

                                                           
 

6 See: Zaidi (2005) 
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acceleration. Therefore, a score of 2 has been assigned to this component; since over a 

period of 20 years it had not shown a noteworthy decline in GINI coefficient”. 

“The health dimension had been covered while using under five mortality rate (per 1000 live 

births). A significant decline was observed in it from 173 in 1970 (per 1000 live births) to 124 

(per 1000 live births) in 1990. Unlike progress in reducing infant mortality rate, Pakistan 

remained unsuccessful to curb malnutrition prevalence amongst the underage of five years. 

It declined merely a level of 42 in 1990; from 47 in 1975. The prime reason of higher rates 

of infant mortality had been contaminated drinking water supply and poor access to 

sanitation. So along with the improvement of access to potable water supply and more 

sanitation facilities; but the growth rates have been lowered. Since health facilities had either 

been inadequate or not up to the mark. A score of 2 has been assigned to this dimension, 

which indicates that Pakistan has not shown satisfactory progress in providing required 

health facilities in the decade of 1970’s and 1980’s.Similarly, to gauge the status of 

education, the progress of attaining net primary enrolment ratio had been used. 

Table 2: Inclusive Growth index (1970-1990) 

Category Scores Weights Total Scores 

Growth    3 0.25 0.75 

Employment 2 0.15 0.30 

Economic Infrastructure 3 0.10 0.30 

Poverty 5 0.10 0.50 

Inequality 2 0.10 0.20 

Gender Equity 2 0.05 0.10 

Health/Nutrition 2 0.05 0.10 

Education 2 0.05 0.10 

Sanitation/Water 3 0.05 0.15 
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Social Protection203 0.5 0.10 0.50 

Total - 1.0 3.00 

 Source: Calculated by the authors. Bases upon eelier work by the author (2012) 

“The performance in advances in education sector has not been satisfactory. These two 

indicators had shown very meager rise over a period of twenty years 204 . Net primary 

enrolment ratio rose 36% in 1970 to 42% in 1990; 6% increase in 20 years. The rise in net 

secondary enrolment rate was somewhat satisfactory, compared to net primary enrolment 

ratio, in the same decade of about 35% and 54%, respectively. However the performances 

remained poor. Based upon this performance, a score of 2 has been assigned to this 

indicator that indicated unsatisfactory progress on this front”.  

“In 1975, just 25% population of Pakistan had an access to improved drinking water, which 

increased to 52%in 1990. Moreover, 11% rural population and 54% urban population had 

access to improved drinking water in 1980. By 1990, 45% rural population and 80% urban 

population had been facilitated with this source. This access to better sanitation for rural 

population had recorded 22% in 1990. About 10% rural population and 55% urban 

population had benefited from this facility in 1990”. 

“As far the social protection is concerned, criteria to track the progress in this dimension had 

been devised as satisfactory by Asian Development Bank205. The score ranged 0 to 1 

assigned based upon the performance of each indicator in providing social protection to the 

population. Pakistan scored 0.07 , on this composite index. This score lied on the bottom 

as Pakistan ranked 30th out of 31 countries sample for which the index has been 

constructed.  Basing upon this the value of 0.5 has been assigned to the social protection 

dimension”. 

The performance of all economic indicators has painted quite dismal and gloomy picture. 

The overall value 3 indicated that Pakistan had shown unsatisfactory progress during 1970 

                                                           
 

5. Social protection may be provided by public sector programs for disasters like floods, earthquakes, sickness and 
unemployment etc. 
 7. For 1970-1990 see empirical figures in Pakistan Economic Survey, different issues. 
8 ADB has carried out this analysis for 31 countries 
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to 1990 in expanding economic opportunities to its masses, resulting in failure to attain 

significant progress towards inclusive growth. Another imperative strand indicated that with 

such a low level of human capabilities, Pakistan had achieved 3.8% per annum/ per capita 

income growth, over the decade of 1980’s.  

“Table 3 provides empirical evidence for the period 1990-2011; pertaining to major 

macroeconomic variables. Pakistan’s growth pattern exhibited erratic pattern of growth. 

Throughout the 1990’s till 2001-02, growth decelerated; GDP per capita remained merely 

1.1% in this decade206. It is considered as the decade lost, in terms of economic progress 

in Pakistan. Table 3 provides scoring and overall performance during 1990-2012. In 1992, 

GDP per capita growth rate was 5% per annum, which fell to 4.4% during 2001-6. In recent 

years, 2009 and 2010 and 2011 it decelerated again. A score of 2 has been assigned to this 

indicator for a period of 1990-2010, due poor and unsustainable performance”. 

“In the period of 1990-2011, the telecommunication sector has performed significantly well. 

The access to mobile cellular subscription (per 100 people) accelerated from a level to 8 

per 100 people in 2005, 55 per 100 people in 2008 and 59 per 100 people in 2010. Along 

with it, the number of consumers also increased from 7million in 1990 to 11.5 in 2000 and 

19.4 in 2010. Besides, road density was rose up from 103 0Sq km to 308 km in 2000 and 

345 in 2010. Contrary to the road network rail lines got declined from 8775km to 7791 in 

2000 and 7791 to 2011 as well.  Telecommunication infrastructure has expanded 

significantly and provided a road to development in the decade of 1990-2010, therefore 6 

scores has been assigned to this indicator”. 

“In Pakistan, the incidence of poverty remained on the verge of increase in the decade of 

1990’s. The headcount ratio increased from 21% in 1990 to a level of 33% in 2000, which 

indicate worse conditions207.  On the other hand there was a decline in it from a level of 33% 

in 2000 to 24% in 2006. The prime reasons behind it were respectable rate of growth of 

GDP during 2001-06, improvement in GDP per capita along with rise in remittances”.  

                                                           
 

9It is due to worsened macroeconomic environment, poor policies, terrorism, and poor governance. 
13 It may be noted that poverty further increase. See Pakistan Economic Survey 2011-12. 
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“Therefore, a score of 2 has been assigned to this indicator relying upon the unsatisfactory 

progress in reducing poverty from the country. The situation of income inequality remained 

worse, as Gini coefficient has been increased from 0.39 in 1990 to 0.40 in 1998. It further 

rose to a level of 0.42 in 2002. Afterwards it slightly declined to a level of 0.32 in 2008. This 

decline has been associated with a sharp growth momentum during 2002-06 and an 

increase in GDP per capita. The rural income inequality on the other hand seemed to be 

declined from a level of 0.39 in 1990 to 0.35 in 2000 and 0.25 in 2008.  It could be concluded 

that the situation got worsened. Based upon it a score of 2 has been assigned to this 

indicator. As far as education and literacy conditions are concerned, females have made 

meagre progress on this front i.e. during 1990 to 2010. The ratio of young literate females 

to young literate males (age 15-24 years) rose from about 64% in 1997 to a level of 75% in 

2007. 

Throughout this period its growth was 1.1% per annum. Furthermore, the ratio of girls to 

boys in secondary education rose from about 50% in 1990 to 70% in 2000 and 80% in 2007, 

and further to 84% in 2010-11; its growth was 1.6% per annum. The progress is still 

satisfactory, particularly in backward areas of Baluchistan and other parts/provinces”208.  

“Pakistan has not performed well in providing basic health facilities to females. In this regard 

the percentage of births attended by skilled health staff has been taken in to account. The 

data indicated that there is a small rise from 19% in 1990 to a level of 23% in 2000 and it 

further improved to 39% in 2006.On the other hand maternal mortality ratio (model estimate) 

per 100,000 live births has been recorded as 490 in 1990 and it declined to a level of 340 

in 2000 and it further decreased to260 in 2008 which shows an improvement in its 

performance “As far as employment is concerned, Pakistan has not performed satisfactorily 

in providing employment opportunities to females. Its progress was unsatisfactory on brining 

improvement to gender equity. In 1990, The Share of Women in non-agricultural wage 

employment has been merely 10%. This was reached at a level of 13% in 2006, and further 

to a level of 22%, by the end of 2011 which indicates an increase of half percentage point 

                                                           
 

14Adult female literacy in Baluchistan is less than 2%. 
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per annum. Based on this performance, a score of 3 has been assigned to this indicator for 

the period of 1990-2010-11”. 

“During the past two decades, Pakistan’s performance remained moderate in providing 

health facilities to its population. In 1990, a sharp decline was evident under than five 

mortality; from a level of 124 per1000 in 1990 to 87 per 1000 persons in 2010. On the other 

hand infant mortality rate per 1000 births also declined from a level of 96 in 1990 to 70 in 

2010. Since the quality of drinking water has not improved to satisfactory levels which lead 

to diseases like diarrhoea in infants, therefore, the decline in less than five mortality rate has 

been recorded sharper compared to the infant mortality decline during the period of 1990-

2010. Moreover, Pakistan has not made significant progress in this  

 Table 3: Inclusive Growth Index (1990-2012) 

 

Category Score Weight Total 

                         Growth 2 0.25 0.50 

Employment 2 0.15 0.30 

Economic Infrastructure 3 0.10 0.30 

Poverty209 2 0.10 0.20 

Inequality210 2 0.10 0.20 

Gender Equity 3 0.05 0.15 

Health/Nutrition 3 0.05 0.15 

Education 5 0.05 0.25 

Sanitation/Water 3 0.05 0.15 

                                                           
 

10Limited data is available on this indicator since 2005-06. 
11 Limited data is available on this indicator since 2007-08. 
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Social Protection 1 0.10 0.10 

Total - 1 2.30 

 

Estimated by the author/ADB. 

 regard; in reducing malnutrition and under nutrition. In the late 1990s, the percentage of 

children who were underweight was 40%, which slightly fall to a level of 38%. Due to this 

poor performance, a score of 3 has been assigned to this indicator”. 

 “Pakistan’s performance on largely educational indicators has recorded healthier than the 

other social indicators. In 1991, its net primary enrolment was 45%, whereas, this increased 

to a level of 80% in 2010. On the other hand the net secondary enrolment ratio recorded 

50% in 1991 and it rose to a level of 87% in 2010. Based upon this rise in enrolment ratio, 

a score of 5 has been assigned to this indicator for a period of 1990-2010”. 

“In 1991, 85% population of Pakistan had access to an improved water source. Rural 

population with 81% and 95% urban population enjoyed such access. But still the water was 

not free form creating health problems. It is still not considered safe for drinking. However, 

by 2010 this percentage has risen only modestly, reaching 92% by 2010. While the access 

of rural population has risen to 89% and 96% for urban population facilitated with this 

service. On the other hand, in 1990, 27% of total population of Pakistan has access to 

sanitation facilities. It has risen to 48% in 2010. Moreover, the rural population access to 

ample sanitation facilities has better from a 7% in 1990 to 34% in 2010. Whereas, access 

to adequate sanitation for urban population, has risen meagrely from 72% in 1990 to 74% 

in 2010. The performance of the country in expanding the access to sanitation facilities has 

not been recorded as pleasing. Therefore, a score of 3 has been assigned to this indicator 

for the period of 1970-2010”. 

“As far as the social protection variables are concerned, to track the progress in this 

dimension, Asian Development Bank has constructed an index for social protection for 31 

countries basing on data in the 2000’s. The score ranged 0 to 1; assigned basing upon the 

performance of each indicator in providing social protection to the population. Pakistan 

scored 0.07 on this composite index. This Score lied on the bottom, compared to other Asian 
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countries. Pakistan ranked 30th out of 31 countries sample for which the index has been 

constructed.  Basing upon this, the value of 0.5 has been assigned to the social protection 

dimension. The scores which have been calculated for the period of 1970-1990 and 1990-

2012 indicate unsatisfactory progress in attaining inclusive growth in Pakistan. It is very 

obvious that in the period of 1970-1990 except poverty not even a single indicator has 

performed significantly well. Whereas, during 1990-2012 education as well as sanitation 

facilities are improved and the performance has been considered as respectable for the 

both indicator that highlights that attention has been devised towards building human capital 

and equipping them with education and basic amenities of life”.  

“Table 6.3 sums up the analysis while giving insights for the period 1970-2012 on the entire. 

Pakistan is a developing country, it experienced erratic pattern of GDP growth and growth 

of per capita income211; overall performance of Pakistan’s economy has been gauged well 

in detail as indicated in this study. The average growth rate of GDP per capita in 1970’s, 

1990’s and 2000’s decades has reflected the merger economic growth in these decades. 

Whereas, the average growth rate of GDP per capita in 1980’s has a reflection of 

respectable economic growth. Based upon the anaemic performance of average per capita 

income growth of around 2.5% from 1970-2010, a score of 3 has been assigned to this 

indicator for this period. During the past four decades, Pakistan’s economy has been 

undergone several changes including structural change. The share of agriculture value 

added in GDP has been declined from 37% in 1970 to 21% in 2010-11. On the other hand, 

the share of industry and manufacturing in GDP accounted 22% and 16% respectively in 

1990. It rose to a level of 25% and 17% in 2010-11, respectively. However, the average 

share of manufacturing sector, for low income countries is 13.9%. Pakistan’s manufacturing 

sector has been recorded this share slightly higher than that of low income countries.  On 

the other hand, there has been a noteworthy rise, in the share of services sector in GDP 

which was 41% in 1970 and rose to 53% in 2010-11. In Pakistan’s case, the services sector 

contribution is significant. The phenomenon differs from countries where although services 

                                                           
 

15. See appendix… tables 1970-2010 performance. 
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sector remained the largest contributor to value added, besides industry and manufacturing 

sector has outpaced the growth in agriculture in other countries unlike Pakistan”. 

“The employment in agriculture sector has declined from 57% in 1970 to 45% in 2005. 

Afterwards there was a rise in it; from a level of 45% in 2005 to50% in 2010. Furthermore, 

employment in industry has also been shrinking from 20% in 2007 to 19% in 2010, which 

portrays a poor performance. On the other hand, the employment in services sector has 

been good; a level of 23% in 1970 which increased to 36% in 2005. The data exhibited the 

trend that in recent years, level of employment has gained declining momentum and the 

people have diverted their attention to get them associated with agriculture sector. This 

trend has not depicted the worldwide scenario. Employment has been shifted towards 

industry and manufacturing sector, which did not happen in Pakistan. This is obvious from 

the pattern that Pakistan’s efforts in enhancing productive employment opportunities have 

been inadequate during 1970-2010. Therefore a score of 3 has been assigned to this 

indicator. The economic infrastructure has been expanded over the period of 1970-2010. 

The access to telephone and mobile phone remained indecent from 1970-1999, however, 

after 2000, it has been accelerated from a level of 8 per 100 people in 1990 to 55 per 100 

people in 2005. It reached to a level of 59 in 2010. On the other hand, the number of 

consumers of electricity improved well from 1.7 million in 1970 to 308 million in 2000 and 

325 million in 2010. Furthermore, the road density has also been accelerated from 37 Sq.  

Kms. of geographical area to 308 Sq. Kms. of geographical area. It has been recorded 327 

by the end of 2010. During 110, the progress of Pakistan in laid down a base for acceleration 

of economy has been noteworthy. Therefore, a score of 5 has been assigned to this indicator 

for the period of 1970-2010”.  

“In the decade of 1980’s and during the 2000-06, there was a sharp decline in the incidence 

of poverty in the country. Whereas, in the decade of 1970’s and 1990’s poverty has been 

recorded on the verge of increase. On the other hand, there was a decline in the incidence 

of poverty from a level of 47% in 1970 to 24% in 2006. Besides, according to Pakistan 

Economic survey (2003-04), almost 50 million people or 7.5 million households fall below 

the poverty line. Due to non-availability of data on headcount ratio from 2007 onwards and 

subsequent years exact situation of poverty has not been analyzed. It has been reported 

that, presently, poverty is over 40%. The economic growth also showed decline in this 
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period. Hence, it would not be wrong to presume that the performance of Pakistan in 

alleviating poverty from the country has not been up to the mark. So a score of 3 has been 

assigned to this indicator for the period of 1970-2010.The above cited analysis revealed the 

fact that income inequality has not been curbed during the period of 1970-2010. A similar 

picture has evident for income distribution. The decade of 1970’s witnessed rise in income 

inequality. On the other hand the scenario remained different for the decade of 1980’s. Gini 

coefficient again increased to 0.4 in 1980 and it slightly declined to 0.39 in 1990. Afterwards, 

once again the scenario has been deteriorated as the Gini coefficient remained to a level of 

0.4 in 1990’s. On the other hand Gini coefficient declined from 0.4 in 2002 to 0.3 in 2006 

due to changes in per capita income growth and remittances etc., which have been 

highlighted in table 6.2. It appears that it has again increased, overall during the period of 

1970-2010. Pakistan has not gained satisfactory progress in curbing the issue of income 

inequality. Therefore, a score of 2 has been assigned to this indicator for 1970-2010”. 

“To observe whether Pakistan has made any progress in providing better facilities to 

females, education, health and employment has been analysed. For this purpose ratio of 

literate females to literate males (15-24 years), ratio of female to male in primary and 

secondary education, births attended by skilled health staff (%), maternal mortality rate and 

last but not the least the share of wage employment in non-agricultural sector has been 

examined. The ratio of literate females to literate males (age 15-24) increased from a level 

of 54% in 1980 to 64% in 2000. It further increased to 75% in 2009. On the other hand, the 

ratio of girls to boys in secondary education rose from 27% in 1970 to 42 in 1990. Further, 

it reached to 79% in 2009. Similarly, improvement in the ratio of girls to boys in primary 

education, were observed. It rose from 38% in 1970 to 68% in 2000. By 2010, it has been 

recorded as 84% and was perceived as satisfactory progress”.    

“In the health sector, not much progress was made during 1970-2011. The proportions of 

births attended by skilled health staff have improved from a level of 12% in 1975 to 19% in 

1990. It hardly reached to 23% in 2000.The pace of hastening in upcoming years, have 

been dismal. This proportion reached to 42% in 2010. Even in the twenty first century, 

merely 42% births in Pakistan have been attended by skilled health staff. Moreover, the 

maternal mortality rate (modelled estimated per 100,000 live births) decline from a level of 

490 in 1990 to 260 in 2008”. 
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“During 1970-2010, there has not been observed a noteworthy change in the employment 

front for females. In 1975 merely 6% of females were employed for wages, in non-

agricultural sector. It increased to 10% in 1990. Furthermore, the percentage recorded for 

2005 was 13% and it remained static till 2009. On advancing gender equity, the progress of 

Pakistan remained quite low during the past 35 years. Depending upon such dismal change 

in gender equity, a score of 2 has been assigned for this indicator. As far as the health sector 

is concerned, there was a significant improvement in health facilities provided to the 

population in Pakistan. The less than five mortality rate has decelerated from a level of 180 

in 1970 to 108 in 2000. It has been recorded 87 by the end of 2011. On the other hand the 

decline in infant mortality rate has also been significant, as it has been recorded 138 in 1970 

and decelerated to a level of 84 in 2000. By now, it has been further gone down to 71 in 

2011. Apart from it, Pakistan remained unsuccessful in bringing reduction in underweight 

children; age fewer than five. Besides, 47 kids remained mal-nutrient in 1970 and by 2000 

this value decreased to 38; therefore, it remained static till 2010. Since infant mortality rate 

has been improved, therefore, a score of 4   has been assigned to this indicator for a period 

of 1970-2010”.  

“Over a period of 40 years, Pakistan has performed fairly well in enhancing the education. 

The data exacerbated significant improvement in net primary enrolment ratio; from a level 

of 36% in 1970 to 80% in 2010. Moreover, net secondary enrolment ratio has also performed 

well; as net secondary enrolment ratio increased from 35% in 1970 to 87% in 2010. Based 

upon this significant improvement, a score of 5 has been assigned to this indicator for the 

period of 1970-2010.The performance of Pakistan has been noteworthy in providing access 

to potable water sources to its population. By 2010, 92% population has access to potable 

water, compared to 25% in 1975. This significant improvement has not only contributed in 

reducing infant mortality rather affected positively on health of the people. Water borne 

diseases also declined with the improvement in drinking water. Moreover, the access to 

improved water facilities for rural population has been accounted 89% in 2010, compared 

to a level of 27% in 1987. And 96% urban population, in 2010, has benefited from this facility, 

compared to a level of 83% in 1987.  On the other hand, access to sanitation facilities has 

not shown impressive progress during the same period. Since data has not been available 

on this very indicator in the decade of 1970’s. However, in the 1980’s, 14% population has 
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access to better facilities and it rose to a level of 48% in 2010. Similarly, improvement in 

access to sanitation facilities for urban population increased from a level of 72% of 

population in 2010; compared to 51% in 1987. In rural areas 34% population has this facility 

which was only for 6%population in 1987”. 

“As far as the social protection is concerned, the criteria to track the progress, has been 

constructed by Asian Development Bank (ADB). An index for social protection for 31 

countries was developed by ADB. The scores ranged 0 to 1 were assigned based upon the 

performance of each indicator; in providing social protection to the population212. Pakistan 

scored 0.07 on this composite index. This score was at the bottom, as Pakistan ranked 30th 

out of 31 countries sample; for which the index was constructed.  Based upon it, the value 

of 0.5 has been assigned to the social protection dimension for Pakistan. Table 4 provides 

a comprehensive depiction of the performance of these indicators, which will lead us to 

decide whether Pakistan has experienced inclusive growth or not. Table 4 shows that the 

variables which are of vital importance, in the context of inclusive growth didn’t perform well, 

during 1970-2012. It includes growth, poverty, income inequality, employment and social 

protection. On the other hand, variables such as economic infrastructure, health and 

nutrition, education and water and sanitation’s performance remained satisfactory; as per 

criteria developed by ADB. It implies that there is an immense need to bring improvement 

in the pace of growth and development in Pakistan. Furthermore, the analysis of democratic 

period as well as dictators’ period has been carried out; by applying inclusive growth 

definition. In order to highlight whether, Pakistan has performed significantly well in the 

context of inclusive growth in the periods of dictators’ or democrats, table 5 has been 

constructed Table 5 indicated that Pakistan has not presented well in affording its population 

with adequate facilities like productive employment, health, education, water and sanitation. 

Neither has it achieved the targets of alleviating massive level of poverty from the region 

nor brought any momentous upgrading in reducing inequality. 

 

                                                           
 

16.Total Expenditure on all social protection Programs as a ratio to GDP, The Number of Beneficiaries of social Protection 

Program, The Number of Social protection Beneficiaries who are poor as a ratio to the total poor Population; Average Social 

protection expenditure for each poor person as a ratio to the poverty line. 
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Table 4: Inclusive Growth Index (1970-2015) 

Category Score Weight  Total 

Growth 3 0.25 0.62 

Employment 3 0.15 0.30 

Poverty 3 0.10 0.35 

Inequality 3 0.10 0.20 

Gender Equity 2 0.05 0.12 

Health/Nutrition 4 0.05 0.13 

Education 5 0.05 0.14 

Sanitation/Water 4 0.05 0.15 

Social Protection213 1 0.10 0.30 

Econ. Infrastructure 5 0.1 0.30 

Total - 1 2.70 

Source: Calculated by authors/ADB. 

In other words, the performance of providing social services for poor and deprived segment 

not having basic amenities of life lingered a stigma for Pakistan. For democratic regime the 

cumulative score of 2.9 showed that policies remained abortive to attain inclusive growth 

in the country during their tenure. Furthermore, frequently alteration in the governments 

further provoked the situation as political instability has played adverse role while upsetting 

the growth and other economic and social indicators in the country. The democrats have 

raised the slogan to empower the deprived society but it remained unfulfilled”. 

 

                                                           
 

17. Calculated value for Pakistan. 
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Table 5: Inclusive Growth Index (Democratic regimes) 

(1970-77) & (1989-99) & (2008-12-15) 

Category Scores Weights Total 

  Growth 2 0.25 0.50 

Employment 3 0.15 0.45 

 Econ. Infrastructure 5 0.10 0.50 

   Poverty 4 0.10 0.40 

  Income  Inequality 2 0.10 0.20 

 Gender Equity 3 0.05 0.15 

 Health/Nutrition 4 0.05 0.20 

 Education 5 0.05 0.25 

Sanitation/Water 3 0.05 0.15 

Social   protection 1 0.10 0.1 

Total - 1.0 2.90 

Source: Calculated by the author. 
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6. The Dictatorship Period: 1977-88 & 1999-07 

“In the dictator’s regime, the main policies remained biased towards facilitating the 

industrial class therefore, during military rule too, Pakistan was not able to experience 

inclusive growth in the country. Although, the dictatorships regimes have performed 

considerably better in improving the economic infrastructure of the economy, however, 

social indicators were not pragmatically making significant progress during these regimes. 

However, during these regimes improvement in promoting human capital’s capabilities was 

not very satisfactory.  Therefore, evolution remained meagre in bringing Improvement in 

education, health and other sectors which could actually contributed in raising the 

momentum of growth in the economy of Pakistan. The overall score for this regime were 

2.65, even poor, as compared to democratic regime (table 6). Only total scores of 2.65 

were earned for this period”.                                         

 

 Table 6: Inclusive Growth Index (Dictatorship Regime) (1977-88) & (1999-07) 

Category Scores Weights Total 

Growth 3 0.25 0.75 

Employment 2 0.15 0.30 

Economic Infrastructure 4 0.10 0.40 

Poverty 2 0.10 0.20 

Income Inequality 3 0.10 0.30 

Gender Equity 3 0.05 0.15 

Health/Nutrition 3 0.05 0.15 

Education 3 0.05 0.15 

Sanitation/Water 3 0.05 0.15 
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Social Protection 1 0.10 0.1 

Total - 1.0 2.65 

 

Source: Calculated by the author. 

7. The Nawaz  Regime: Democracy 2013-17 

The current democratic period of Nawaz Sharif, 2013-17, consisted upon uplifting of the 

economy. The economy was heavily dependent upon loans. The government made efforts 

to mobilize domestic resources; however, it was not very successful. Some efforts were 

also made to cut current  

Table: 7 Democracies: Current Regime 2013-17 

Category Score Weight Total 

Growth 4 0.25 0.9 

Employment 2 0.15 0.3 

Economic Infrastructure 3 0.1 0.3 

Poverty 2 0.1 0.2 

Inequality 2 0.1 0.2 

Gender Equity 2 0.05 0.1 

Health/Nutrition 3 0.05 0.2 

Education 2 0.05 0.2 

Sanitation/Water 3   0.05 0.2                                                                                                  

Social Protection 2 0.01 0.2 

Total -     1.0 2.8 

Calculated by the author. 

expenditures and improve development expenditures. Although, some change were 

visualized but it did not bring significant change in the overall welfare. The economic growth 

was improved, over time and reached to 5% growth in the year 2016-17. However, the 

average growth rate remained poor. Hardly any significant policies and programs were 

introduced to improve the livings of common man. The poverty increased again, which is 
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crucial variable to measure social welfare. The economy started to recover and some 

changed were becoming apparent that the Prime Minister reduction in the cost, although it 

increase significantly, during the current democratic period, Unemployment continued, 

poverty increased, literacy rate decreased for some years, health conditions Nawaz Sharif 

has to leave the government, due to unfavourable decision of the Supreme Court. 

Although, the government of PML (N) continued and democracy also keep on functioning 

but it is expected to further affect the economy. By 2017, only the economy was beginning 

to improve and the welfare indicators were lagged, which do not seem to have any much 

improvement in the welfare of the society. The major issue of electricity shortage was still 

hanging on the head, not to talk of deteriorated. However, law and order co electricity 

supply. The poverty, unemployment, availability of basic utilities and other basic needs 

remained the same; even after completing four years of democratic governance. The 

following table 7 provides performance of current democratic period. Presently, electric 

load shedding improved to some extent, inflation fell to a significant level due to fall in 

energy/petroleum prices and signal for improvement in economic growth were becoming 

visible. However, the trade deficit widened as a result of increasing imports growth and 

squeezing exports growth. The overall budget deficit did not improve much. The significant 

fall in international energy prices led to bring the domestic inflation down too. It also helped 

to decrease the external deficit. Thus there has been a mixed trend in the improvement of 

the economy. Table 7 shows that there were 2.7 scores for the period of 2013-17, which 

are less than three, thus, it falls below the satisfactory level. It again shows that democratic 

period was no better than dictatorship period.  It appeared that democratic leaders are no 

different than dictators, as well as, economic performance is considered in terms of 

Inclusive Growth. It may be noted that most of the political parties are one personality 

orientated or dominated by one family; therefore, they behave like dictators too. 

8. Conclusions and Policy Implications 

“The main focus of this chapter was to analyse the spread of inclusive growth in 

Pakistan. For this purpose, empirical data was utilized from 1970 to 2015.  To 

draw empirical evidences, different indexes were developed, following the 

methodology adopted by the Asian Development Bank. Empirical results 
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supported by indexes provide the following empirical evidences in this regards. 

The ultimate goal of welfare economics is the welfare of human creatures. 

Therefore, the focus of economists was shifted towards economic development, 

rather economic growth. Overtime, this direction was further improved to the 

provision of basic needs, social action programs and curtailing poverty. In all 

above, the very elementary foundations to achieve these ends were gone astray. 

Consequently, economic development, as well as, other approaches emerged to 

a new concept of inclusive growth. Recently, it was painstaking that growth needs 

to be pro-poor and curtailing poverty which will eventually lead to the enrichment 

in welfare of human beings. In other lexis, masses must be heard and involved 

in decision making. This will make certain, equitable advances in the customary 

living style of proletariat class.  In squat, the literature emerged to hub on linkages 

of poverty, income inequality, human capabilities, spread of economic and 

physical infrastructure etc., which escorts to inclusive growth”.  

“This development in the literature was empirically weathered for Pakistan. 

Unlike before in Pakistan, the study analysed empirical evidences based upon 

weighting scores for index of inclusive growth for the period of 1970-90 In this 

regard different relevant variables pertaining to inclusive economic growth were 

compiled. The performance of these variables like employment generation, 

development of infrastructure, poverty reduction, income inequality gender 

equity, health and nutrition, education, sanitation and provision of potable water 

and social protection indicated very poor performance hardly any significant 

progress was made towards achieving inclusive growth. The period of 1970-90, 

was also such that Pakistan experienced poor economic performance214. In the 

era of 1990-2011, the performance towards achievement of inclusive growth was 

even poor, as compared to previous regime.  During this period overall 2.3 points 

(index) were achieved, out of ten, for the same variables as considered for 

previous regime. The performance based upon inclusive growth index for the 

                                                           
 

18. Here economic performance must be seen in terms of inclusive growth. 
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entire period under consideration (1970-2015), was evident as 3.15 points (in 

terms of inclusive growth, out of 10 points), which indicated poor performance 

towards achieving inclusive growth”. 

“The triumphs of inclusive growth index scores were 2.9 (out of score 10) for 

democratic regimes and the same scores were 2.65 (out of 10) for dictatorship 

regimes. From these evidences, it may be concluded that performance towards 

inclusive growth was poor in both regimes i.e. democratic regime and 

dictatorships’. During the current democratic regime of Nawaz Sharif, the 

economic performance falls below satisfactory level, as Inclusive Growth is 

concerned. The scores for the period 2013-17 were 2.7, which indicated poor 

performance of Inclusive Growth indicators. It may be noted that there is a 

general perception that economic performance was better in dictatorship 

regimes, as compared to democratic regimes i.e. based upon growth figures. 

However, this perception is not true while inclusive growth indicators were 

analysed for Pakistan. It is a new contribution to literature, which was never 

pointed out so far, rather the empirical evidences are opposite the general 

perception of economic performance during dictatorship regimes”. 

Policy Implications 

“As well as, policy implications are concerned, performance of public policies, in 

Pakistan failed to make significant achievement towards inclusive growth. No 

marvel that economic and social indicators of welfare for Pakistan remained poor, 

even after the elapse of over sixty five  years planning and development in 

Pakistan. It is a matter of great concern for policy makers and rulers. Thus, there 

is a need to re-evaluate economic performance of planning and growth in 

Pakistan. It also indirectly implies that performance of government in terms of 

good governance also remained poor, since all previous governments were 

responsible4 for these outcomes. There is a dire need to redirect and chalk out 

appropriate policies, healthier than the past, which must be pro-poor and inclined 

towards achieving inclusive growth, if at all Pakistan has to improve human 

welfare and achieve inclusive growth in Pakistan”.   
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Appendix: I    

Sources of Data and definitions of Variables 

The study will cover the time span from 1970-2015. Data on major indicators 

have been retrieved either from World Development Indicator and also compiled 

from Pakistan Economic Survey (various issues).  The major variables used are 

given below 

  1) Indicators for Growth 

“GDP per capita growth, Agricultural value added, Manufacturing value added, 

Industrial value added, Services value added. 

1.1 Productive Employment in Agriculture (% of labor force. employment in 

industry (% of labor force): Employment in Services (% of labor force. 

1.2 Indicators for Poverty and Inequality; Poverty headcount ratio at $1.25 a day 

(PPP) (% of population. Gini-Coefficient, Rural/Urban Gini- Coefficient. 

1.3 Indicators for Gender Equity Ratio of girls to boys in primary and secondary 

education, Literacy rate, youth female (% of females age 15-24, Births attended 

by skilled health staff (% of total, Share of women employed in the non-

agricultural sector (% of total non-agricultural employment. 

2. Infrastructure Development  

Telephone lines (per 100 people, Mobile cellular subscriptions (per 100 people, 

Road density (km of road per 100 sq. km of land area, Rail lines (total route-km): 

it is narrated as length of railway route.  

2. Indicators for Human Capabilities 

Major indicators of human capabilities are education, health, sanitation and 

potable water etc. These variables are described below. 

3.1Edcation: Net Primary school Enrolment, Net Secondary school Enrolment.  
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3.2 Health Mortality rate, under-5 (per 1,000, Prevalence of wasting (% of 

children under,   maternal mortality ratio).  

3.3 Improved water and Sanitation Improved sanitation facilities (% of population 

with access, improved sanitation facilities, rural (% of rural population with 

access, improved sanitation facilities, urban (% of urban population with access, 

improved water source, urban (% of urban population with access. 

3.3 Social Protection Public expenditure on social protection program, as a ratio 

to GDP and share of total public expenditure on poverty reduction programs has 

been calculated by Asian Development Bank. Therefore, that score will be used 

to gauge how much efforts Pakistan’s Government is putting in order to eradicate 

extreme poverty from country” 

Appendix: II 

Sources of Data and definitions of Variables 

“The study will cover the time span from 1970-2015. Data on major indicators 

have been retrieved either from World Development Indicator and also compiled 

from Pakistan Economic Survey (various issues).  The major variables used are 

given below 

  1) Indicators for Growth 

GDP per capita growth, Agricultural value added, Manufacturing value added, 

Industrial value added, Services value added. 

1.1 Productive Employment in Agriculture (% of labor force. employment in 

industry (% of labor force): Employment in Services (% of labor force. 1.2 

Indicators for Poverty and Inequality; Poverty headcount ratio at $1.25 a day 

(PPP) (% of population. Gini Coefficient, Rural/Urban Gini Coefficient. 1.3 

Indicators for Gender Equity Ratio of girls to boys in primary and secondary 

education, Literacy rate, youth female (% of females age 15-24, Births attended 

by skilled health staff (% of total, Share of women employed in the non-

agricultural sector (% of total non-agricultural employment”. 
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2. Infrastructure Development 

 Telephone lines (per 100 people, Mobile cellular subscriptions (per 100 people, 

Road density (km of road per 100 sq. km of land area, Rail lines (total route-km): 

it is narrated as length of railway route.  

3. Indicators for Human Capabilities 

“Major indicators of human capabilities are education, health, sanitation and 

potable water etc. These variables are described below. 

3.1 Education Net Primary school Enrolment, Net Secondary school Enrolment.  

3.2 Health & Mortality rate, under-5 (per 1,000, Prevalence of wasting (% of 

children under 5,   maternal mortality ratio).  

3.3 Improved water and Sanitation Improved sanitation facilities (% of population 

with access, improved sanitation facilities, rural (% of rural population with 

access, improved sanitation facilities, urban (% of urban population with access, 

improved water source, urban (% of urban population with access”. 

3.3  Social Protection “Public expenditure on social protection program, as a ratio 

to GDP and share of total public expenditure on poverty reduction programs has 

been calculated by Asian Development Bank. Therefore, that score will be used 

to gauge how much efforts Pakistan’s Government is putting in order to eradicate 

extreme poverty from country”. 
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CHAPTER: 14 

 

Environmental Degradation and Its’ Impacts  

1. Introduction 

Environmental deterioration is one of the new incipient threats faced by both the developing 

and developed world. The United Nation’s report 215 indicated that the environmental 

degradation stands at number three out of the ten major intimidations to the humanity and 

this planet. The environmental threat became more challenging with the prompt growth of 

industrialization in the developed world, during 19th century. With the industrialization, the 

unwarranted and unsafe use of energy increased pollution in the environment and in the 

air too. With the passage of time, the water has also become pollutant, due to careless use 

of natural resources by human.  Now the water used for vegetation has become pollutant 

too. The rapid industrialization and inconsiderate omitting industrial waste in rivers in 

different countries of the world aggravated the problem. Today the whole world is in its 

ploy. The ozone layers also releasing the sun rays which are harmful for human. If this 

process continues, the world will become more hazardous for not only human but also for 

other marine and on earth species. The agricultural produce has also become perilous to 

human life. The fertilizers and modern chemical are adding matters to the water `and 

harvests, which is pretentiousness threat to human life.  Is dismal that today half of the 

food that we eat is contaminated. 

Environmental degradation includes deforestation, pollution in the air, filthy water, global 

warming and climate change, which is not only affecting human life, but also other lives as 

well as trees and plants. Additionally, environmental degradation not only upsurges 

vulnerability of human lives but it is also generating scarcity of resources, due to its 

exhaustion. Pakistan has more than hundred year’s reservoirs of gas which has been 

                                                           
 

*Significant help of my student (Ph. D) Mr. Iftikhar Yasin is acknowledged. 
215“High-Level Panel on Threats, Challenges and Change, 2003-2004,” United Nations, Retrieved 14 December 2016.  
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depleted due to its unplanned use and waste. The future generation stands deprived from 

these assets. The other factors which are accumulation to the problem are prompt growing 

population in the developing world and high consumption in the rapidly emerging 

urbanization. The depletion of forests and up surged use of polluting energy for 

transportation are also a part of environmental problem. Moreover, globalization is creating 

awareness, as well as, it has amplified both consumption and production which is rapidly 

exhausting natural and renewable resources. The overwhelming use of natural resources 

is heaping fund 216 , stock 217  and anthropogenic 218  pollutants, which are bringing to 

environmental degradation. The developing countries are rapidly trapping in the problem, 

due to inability to adequate spending in controlling the damage. Poor institutional structure 

further worsens the situation. The growing poverty and income inequality is promoting the 

issue by two means; i) poor are not caring for pollution but they are struggling for their 

survival, therefore, they are using natural resources and forests for their survival. ii) The 

rich and elite, in the developing world has adopted high mass consumption style but 

unaware or careless about environmental damages, are over consuming resources without 

and contributing to amplify pollution. The pollution problem is even more severe in the 

developed world because some of the affluent are not ready to sacrifice high mass 

consumption style and some did not sign even Kiyoto Protocol219. 

The Environmental Kuznets Curve (also known as EKC) shows an  inverted U shape 

association between per capita income/output growth and environmental pollution 

(Grossman & Krueger, 1994). According to EKC hypothesis, economic growth  increases 

pollution emissions in the premature stage of development  but later on , after achieving 

certain level of per capita income, it reduces environmental pollution(Beckerman, 1992; 

Mundial, 1992). The level of income which helps to reduce pollution may differ from country 

to country. Generally, this awareness starts from $1000/- per capita income level. When 

this level of per capita income is achieved, it is assumed that the nation is cultured and 

                                                           
 

216.The pollution which can be absorbed is called fund pollutants. Examples of fund pollutants include carbon dioxide and organic 

waste. (Anderson (2013). 
217 “Pollution which have no absorptive capability is known as stock pollutants i.e. Continuous synthetic chemicals, non-bio-degradable 

plastics & heavy metals etc. ( Tietenberg and Lewis (2016)). 
218The pollution generated by human is called anthropogenic e.g. methane, nitrous oxides, etc. 
219. USA is one of the countries which refused to sign Kiyoto Protocol. 

https://en.wikipedia.org/wiki/Heavy_metals
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observes environmental degradation. Nevertheless, it is not an automatic procedure. 

Social indicators have to be enhanced and economic development must be ensured to 

realize such impacts. Pakistan has achieved over per capita income of $ 1600. On the 

other hand, more than fifty percent population may not have per capita income of $ 300. 

Another 25% population will have per capita income below$ 800, which is a result of 

skewed income distribution in Pakistan. It is on the face that literacy rate is hardly 60%. In 

the province of Baluchistan, female literacy may not be more than ten percent. On the face 

of above, it will be interesting to know how much population is aware of pollution and 

climatic changes, as well as, its blow on their lives. There is a need to set up awareness 

program regarding environmental degradation. A short view of climatic changes and its 

impact on the economy is provided in the following section. 

Nasir and Rehman (2011) used Johansen and Juselius (1990) co-integration technique by 

using  data from 1972 to 2008,  for Pakistan, and found the inverted U shape relationship 

between carbon dioxide (CO2) emissions  and per capita income. They found that CO2 

emissions start decreasing pollution while per capita income level of $ 625 is achieved. 

Other studies have also supported the above finding. Yasin and Chaudhary (2017) 

confirmed the subsistence of EKC for CO2 emissions in the case of Pakistan. His sample 

size covered the period 1971-2013. On the other hand, they stated that indulgence in 

pollution concerns starts after achieving per capita income of $857. Ahmed and Long 

(2013) establish that the existence of EKC, confirms that the turning point is per capita 

income of US$ 980. The KEC is also confirmed for deforestation in Pakistan. Yasin and 

Chaudhary (2017) stated that trade imposes threats to the environmental quality in 

Pakistan by causing CO2 emissions. Environmental conditions are turning out to be worst 

in Pakistan as unfavourable climate conditions are causing about 8% reduction in the 

incomes of the lowermost 40 percent population of Pakistan (Hallegatte et al., 2016). 

Pakistan is one of the top countries which are hastily becoming victim of increasing 

pollution.  

In 2016, Pakistan was ranked at 144 out of 180 countries in the world, which is most 

exposed to climate changes in the world.  As per Environmental Performance Index 
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(EPI)220, Pakistan stood at seventh position out of ten most vulnerable countries exposed 

to the worse climate variations, as reported by Global Climate Risk Index, 2017221. The 

urban areas of Pakistan are shoddily exposed to worse environment conditions. It is not 

only human health but also Pakistan’s economy, particularly; agriculture and industry which 

are victim of worse environmental conditions.   

2. Pakistan: Climatic Changes and Pollution Challenge 

Pakistan is standing among the most susceptible countries, which are exposed to the radical 

climate changes and increasing effluence. Pakistan is facing natural calamities initiated by 

adverse climate changes. The changes in temperature are expected to be on a higher side 

in Pakistan.  The problem is aggravating over time, given that barely any solemn sustainable 

efforts are made to control the indemnity. Pakistan’s topographical setting is such that it also 

makes it the most vulnerable; as it is situated on a sharp slope which decreases abruptly 

from a height of about 8500 meter to zero level; i.e. to the sea level, having a very short 

distance of about 3000 kilometres. There are big glacier reserves in the North of the country 

which are depleting rapidly, due to global warming initiated by climate change and global 

warming, which paralyzed rural life. The trees died being deficient in of sunlight. The 

agricultural crops were damaged and productivity was decreased. Previously, a season in 

Pakistan; when twenty four hours a day was continuous fog in winter season, destroyed 

trees and crops.  The traditional crops were roughly affected by these climatic changes. 

Subsequently, the global warming also led to longer summer season and now the rainy 

season has extended which is resulting in floods. Every year floods are not only destroying 

agricultural crops but it also destroys livestock, as well as other species and human lives. 

These changes are caused by greenhouse gasses. The rapid melting down of about 5000 

glaciers added up 70% more water to river flow. The recent vindictive catastrophe was the 

severe floods which affected about 20 million people around 500 kilometers of land. The 

floods that the country experienced in 2010, 2011, 2013 and 2015 have badly affected the 

agriculture sector and significantly injured the country’s infrastructure like roads, bridges 

                                                           
 

220The Environmental Performance Index (EPI) is a measure to quantify the environmental performance of a country. 
(http://epi.yale.edu/ , Retrieved on May 6th, 2017) 
221https://germanwatch.org/en/12978 

http://epi.yale.edu/
https://germanwatch.org/en/12978


479 

 

and water ways. Other issues related to climate change includes longer and heavy rainy 

season, on the one side and drought in some areas, on the other side. Above and beyond, 

deforestation, water pollution, soil erosion, solid waste management, water logging and 

salinity, and land erosion are some of several environmental degradation costs in the 

country. It displaced over one-half million people and devastated thousands of agricultural 

land and standing crops. International help was called upon to surmount the catastrophe in 

Pakistan. The growth of vehicle and pollution omission from them may be judged from the 

following figure one. 

In Pakistan, over the past 20 years, vehicles have been increased to over 12 million; from 

two million i.e. the vehicles increased by more than five times. The increase is more than 

five times the growth of per capita income during this period. It also reflects an added facet 

of the economic growth that how inequality in income has emerged during this period. 

Almost half of the population is below poverty line while on the other hand; demand for 

vehicles is increasing more than five times the per capita income’s growth rate.  The major 

sources of pollutions are two-stroke rickshaws, trucks, motorcycles and buses, which have 

amplified by more than 500%.  It is interesting to note that in this poverty driven country 

the highest growth in demand was for cars i.e. over 650 percent. The annual increase in 

the same is more than ten percent. The adverse climate changes are overwhelmingly 

affecting the economy of Pakistan. As per one estimate, Pakistan suffered a loss of over 

US$ 15 billion, which was resulted from floods and rains. Every year, almost one million 

deaths are caused by air pollution in urban areas; about 60% of these deaths incidences 

occur only in Asia (WHO, 2007)222.  Every year about 80,000 persons end up in hospital 

due to air and water pollution.  Moreover, about 10,000 people experience chronic 

bronchitis and other diseases.  Besides, almost more than five million children, under the 

age of 5 years, suffer the lower respiratory issues and other diseases, just because of 

water and air pollution223. Barely any big city has clean drinking water. 

                                                           
 

222http://www.who.int/quantifying_ehimpacts/countryprofilesebd.xls 
223 Cleaning Pakistan’s Air, A report by World Bank (2014) 
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        Figure:1: Motor Vehicles (000) in Pakistan 

                     Source: Compiled by authors from EDGAR, NEAA. * 2011. 

 

2.1 Urban Pollution 

In Pakistan, rapid industrialization and the growth of urbanization, more than national 

population growth and migration has increased the pollution emissions at an accelerated 

rate. The large cities like Karachi, Multan, Faisalabad, Hyderabad, Quetta, Peshawar and 

Lahore, are standing among the most polluted cities in Pakistan. The largest city of Karachi 

is victim of several diseases due to ever increasing pollution. In this city even the garbage 

has piled up to the extent that it has become a threat to human lives.  Not talking of air 

pollution, the citizens are crying for water; not only for clean drinking water but also for the 

dearth of water for daily use.  The citizen pays for water for daily use. The crisis had 

become manifolds greater than before over the past ten years. Though, Pakistan 

contributes less than one percent to the world greenhouse gasses emissions, but still it 

stands among the most vulnerable countries to climate change. The condition is not too 

good as we are not among the lowest carbon dioxide (CO2) emitter as shown (figure 2). In 
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S. Asia, Nepal is the lowest CO2 emitter, while Maldives is the major contributor to CO2 

emissions in the region. Pakistan is the third largest CO2 emitting in South Asia; having 

sixth largest population in the world. India is the largest country in the S. Asia and it is also 

one of the foremost polluting countries in the region. 

The CO2 is the greenhouse gas present, in copiousness, in atmosphere naturally as a part 

of carbon cycle224; on earth human activities are also liable for its production and omission. 

The CO2 is responsible for the assimilation and emission of infrared radiations in the air, 

which increases average temperature and leading to global warming. The CO2 is also a 

source of water pollution, since it is dissolved in the oceans while forming more than 50% 

of total greenhouse gasses emissions in Pakistan225. The human activities are also spoiling 

the natural environmental process of carbon cycle. The cutting down forests, plants, 

bushes and trees, which reduces the natural sinks capacity and impinge on weather 

condition. Besides, industrial activities and excessive land use, low forestation, are also 

liable for CO2 emissions. The cutting of trees, their burning, fossil fuel burning, energy and 

transportation are the chief sources of carbon dioxide emissions in Pakistan. The alone 

energy sector is responsible for 51% of total greenhouse gasses emissions. All above 

could have been abridged, if strong institutions have been developed226. A comparative 

picture of CO2 emission in S. Asia may be visualized from the following figure 2, below.  

In Pakistan CO2 is increasing at an average rate of over six percent. Total CO2 emission 

was about 166 million tons in 2013 and it is anticipated to reach 400 million tons by 2030; 

if it continues to grow at the prevailing rate. In Pakistan energy and transportation sectors 

are the largest CO2 emissions sources in Pakistan as they both account for over 60% of 

carbon dioxide emissions in Pakistan.  The heat and electricity generation was in charge 

for about 30% of the total CO2 emissions in Pakistan. It may be illustrious that its’ share in 

1972 was only 18% i.e. it is almost doubled now. The transportation sector is the next 

                                                           
 

224Carbon cycle is circulation of carbon among the soil, plants, ocean, animals, and atmosphere. 
225 Pakistan Economic Survey, GoP, 2014-15. 
226. Institutions mean formal rules and regulations and social norms and their strict implication. 
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largest sector bringing environmental damage to Pakistan. Its contribution to CO2 

emissions has been augmented from 19% in 1972 to around 30 % in 2013. 

 

 

 

 

 

 

 

 

 

The manufacturing sector is also by the same token is responsible for about 26.5% of CO2 

emissions. The use of fossil fuel also adds to omission of CO2. Nitrous Oxide (N2O) is a 

major air pollutant and causes greenhouse gas; also known as nitro, nitrous, or laughing 

gas. It is more detrimental than CO2 omissions, because of its 265 to 310 times greater 

mass per unit impact. It has not only greater global warming potential but it also trap heat 

significantly.  Its continuous disclosure may cause serious threats to human, which includes 

numbness, side effects on pregnant women and bringing harms to reproductive system and 

deficiency of Vitamin B12 etc. Although, The N2O is naturally present in atmosphere, as a 

part of nitrogen cycle; the major N2O contributors are the agriculture sector, wastewater 

management, and industrial waste process. In agriculture sector, N2O is produced when 

synthetic fertilizers, ammonium nitrate (NH4NO3) and carbon dynamite (CH4N2O)227 are 

added to the soil, carelessly.  Furthermore, nitrogen breakdown in animal urine and manure 

                                                           
 

227Commonly known as Urea. 

Figure 1:  CO2 Emissions (metric tons per capita*) 
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is also responsible for N2O emissions. In the industrial sector, N2O is produced as a by-

product throughout the manufacture process of nitric (HNO3) acid, which is used in the 

production of synthetic fertilizers. It is also produced in the production of atopic acid 

((CH2)4(COOH) 2), which is used in the production process of nylon and other synthetic 

fibres228. 

In Pakistan, total N2O emissions were found to be around 9% of total greenhouse gasses 

in 2008229. The N2O emissions from agricultural sector were 80% of total N2O emissions in 

1980,   which reduced to 64% in 1999 and then rose again to 75% in 2008. This statistics 

indicates that consistent policies are not in action.  The industrial sector’s contribution was 

about 12% in 2008, which was 11% and 7.9% in 1970 and 1979, respectively230. It again 

indicated that it is increasing over time. There is a need to have incessant check on these. 

Particulate Matter (PM), which includes microscopic particles of dust, smoke, soot, pollen 

and soil erosion and grazing particles leads to the most injurious impacts on the air quality 

in Pakistan.   The PM concentration is mainly in major and large cities of Pakistan; where it 

in extremely high level. The PM can have several health hazards, which include lungs 

irritation, heat attack, severity of chronic lung diseases, and clotting blood in vessels. The 

PM2.5 is even more dangerous because it penetrates easily through nose and throat and 

then gets sucked up into lungs. In Pakistan, almost 100% population is exposed to ambient 

concentration of PM2.5231 , which is greater than minimum value set by WHO, 10 μg/m3.  

The city of Karachi is among the thirteen countries badly affected by PM, SO2, and NO2. 

Water is an essential and treasured source for life on earth, which is becoming defied for 

human survival. The human activity, including rapid industrialization, mass urbanization and 

excessive application of fertilizers and pesticides for agricultural products, has spoiled the 

quality of this precious source. The water is polluted to the extent that not only it is harmful 

for drinking but it exterminates the vegetation too. In Pakistan the major water pollutants are 

bacteriological, arsenic, nitrate, and fluoride which are causing most significant threats to 

                                                           
 

228 Methane and Nitrous Oxide Emissions from Natural Sources (PDF); U.S. EPA, Washington, (2010). 
229Pakistan Economic Survey, 2014-15, GoP. 
230 World Development Indicators, World Bank 
231 WDI, WB (2015) 
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human health.  Almost 84 % of the total population is deprived of the access to clean & safe 

drinking water. Besides, about half a million people become victim of diarrhoea every year, 

which is a product of unhygienic water and effluence or infected eatables. 

3. Environment, Pollution and Climate Change 

At the moment, the world is experiencing a major environment transformations and 

challenges. The climate change due to deforestation and global warming are creating 

colossal problems for the humans’ lives, livestock and wildlife. The unregulated human 

activities including industrialization and urbanization are producing greenhouse gases 

which are on stage of a crucial role for the steady increase in temperature. The climate 

change is creating burly impacts like hurricanes, devastating storms, and ruthless heat 

waves which could be life threatening in underdeveloped countries, where these countries 

have scant resources and also lack in capacity and ability to cope with the emerging 

challenging issue. The Organization of Inter-Governmental Panel on Climate Changes has 

indicated a rise in temperature of 2.5o to 10o F; in the next century. The countries like China, 

UK, USSR and USA, which are consuming core resources of the earth are heavily 

industrialized; having vehicles in every house and also chief emitters of greenhouse gases. 

These countries have joined hands with other developed countries to address the rising 

issue of climate change. They are helping to endorse the alternative source of renewable 

energy, which leads to less pollution. As a result, coal energy and other similar other 

sources are discouraged.  

Several countries, including Pakistan, are also facing serious and severe environmental 

problems. In year 2017, Pakistan is ranked at 7th position, among those countries which 

are relentlessly affected by the climate change (Global Climate Risk Index). Despite the 

fact that Pakistan is highly vulnerable to climatic changes in future, the country is still 

among those countries with low Green House Gases (GHG)) emission emitter. 

Nevertheless, being a part of international community, Pakistan has invited several steps 

and planned to play its due share in reducing overall GHG emissions.  

Pakistan is situated in a region where climatic conditions are warm and it is more exposed 

to climate changes due to its geographical location. Throughout the past few years, 
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monsoon rains and different climatic events e.g. floods and droughts have rigorously 

affected the country’s socio-economic structure and, particularly, it’s’ agriculture. The 

tremendous and unexpected changes in weather conditions in Pakistan have caused an 

unrelenting damage human life and property. To tackle environmental and climatic related 

issues, the government has taken actions such as National Disaster Management Plan, as 

well as, biodiversity conservation. In order to deal with natural disasters, the government 

has panned ten years National Disaster Management Plan (NDMP), among others; it 

embraces the strengthening of forecasting capacity and the surveillance of Pakistan 

Metrological Department. It is uplifted by adding more weather Radars for surveillance at 

several locations of the country. The government has also strengthened national capacity 

and introduces an environmental policy to deal with changes in climatic conditions. Lately, 

“Pakistan Policy Act 2017” has been passed by the government in order to be materialized. 

It is focused to look after Climate Change. The “Pakistan Climate Change Act 2017” and 

will also cater for provision of financial needs for establishment of Climate Change 

Authority, and Climate Change Council. These institutions are expected to play the 

essence role in improving and protecting environment and pollution in the country.  The 

major focus and targets of the Climate Change Act 2017 is given in the following box.  

Box-1: Climate Change Act 2017 

“The parliament passed climate change bills that will take fast-track measures 

needed to implement actions on the ground in a country that has so far lagged 

on climate action. Pakistan is among the few countries in the world to adopt 

legislation on climate change. The new law establishes a policy-making 

Climate Change Council, along with a Climate Change Authority to prepare 

and supervise the implementation of projects to help Pakistan adapt to climate 

impacts .The new bill will help the provinces with adaptation and mitigation 

strategies and projects”. 

 

Source: Box is taken from Pakistan Economic Survey 2016-17.  
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The act provides provision to establishment of institutions and strategies to take 

care of emerging issues, due to environmental changes in the country. 

4. Projects and Programs to Improve Environment 

Different projects have been initiated to manage environmental evils. So far the major steps 

taken includes provision of clean drinking water, capacity building to secure environment, 

environmental management to condense deforestation, control of means which create air 

pollution, biodiversity, watershed management, regulation for urban development, 

restoration and protection of water lakes and forests, plantation for better environmental, 

introduction of  awareness programs to protect environment, wetlands management, and 

waste management, etc. in the urban and rural areas. Nonetheless, land degradation and 

desertification are some of the major concerns that country is facing. Umbrella projects 

with the cooperation of UNDP have also been brought up to protect environment. 

Correspondingly, the government joined hands with national & international NGOs and 

organizations e.g. Leads, IUCN, WWF, and UNEP to tackle environmental issues. In this 

regard, miscellaneous projects have been implemented pertaining to climate change and 

adaptation of effective conservancy of mountain areas and forests. As a result, Pakistan 

has lucratively achieved numerous projects which have helped to improve environmental 

conditions, (under MDG 7, Ensure Environmental Sustainability).  

5. Future Plans: Initiatives and Projects 

For future protection of environmental and climatic changes following, among others, steps 

will be taken to secure the environment232: 

 To overcome the climatic and environmental issues, conversion of 

existing environmental and climatic change policies will be implemented 

related to gaps, activities and diverse techniques, to secure 

environment. 

                                                           
 

232. The information re taken from Pakistan Economic Survey, different Issues. 
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 Ecosystem management with primary focus on essential segments of 

ecosystem which includes biodiversity protection, protection and 

conservation of water resources, protection of soil erosion, and carbon 

confiscation, etc.  

 To handle and reprocess industrial wastes, protect rivers and 

Wastewater Treatment Programme will be started in association with the 

provincial governments. 

The Strategies 

Successful adaptation of strategy is indispensable to bear fruitful results. Following are the 

future planned actions, which embrace strategies too: 

 Conservation of water resources and its management, as per needs 

and increase in its resources. 

 Management of human resource and its development as human 

capital by improvement of quality education and training. 

 Generic modification in Agriculture and Livestock through adapting 

human friendly environment and technology. 

 Disaster Preparedness:  Strengthening of disaster management 

agencies for rehabilitation and recovery in floods and other natural 

calamities, 

 Forestry and Biodiversity: Strengthening warming forecasting 

abilities and capacity, as well as, habitat conservation and forest 

management & protection with community participation and awareness. 

6. Projects Undertaken During 2016-17 

Given the current climate change and increasing pollution, several projects have been set 

off where some of them have already been implemented in this regard. Sustainable Land 

Management Program with the assistance of UNDP has been chalked out at an anticipated 

cost of PRs.105.4 million. Besides, Pakistan Metrological Department (also called as PMD) 

and Marmara Research Center (country: Turkey) have joined hands for the linkages 

development, with a focus on capacity building in the field of seismic research and 
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development. Moreover, Green Pakistan Programme has been initiated to stimulate the 

Forestry Resources, which will cost of PRs. 3652.1 million; out of which Rs. 554 million has 

already been released during the financial year 2016-17. This forestry programme is taken 

to guard the existing forest and also to plant more trees and plants to protect the 

environment.  The provincial governments are taking pains to protect the environment. 

Alone in KPK one billion plants and trees will be planted. Half of the project has already 

been accomplished. The forest conditions and their status is given in figure 4, below. 

Approval of Green Pakistan, as given in the following box 3. 

Box 3: Green Pakistan Programme 

“The Prime Minister has approved the launch of ‘Green Pakistan Programme’ 

to improve forestry and wildlife sectors. This programme targets to add 100 

million plants over the next five years all over the country. Under The Green 

Pakistan protection and management of wildlife and reclaiming and 

developing forest areas are the main aspects of the programme. In this regard 

relevant federal and provincial ministries and agencies including Fata, GB 

and AJK will actively participate in this programme to achieve the desired 

objectives of forests preservation and wildlife protection. This initiative will 

ensure far-reaching reforms in forestry and wildlife sectors of the country”.  

(Source: Box 3 is taken as it is from Pakistan Economic Survey 2015-16). 

 

Box-4: Green Pakistan Program 

“Pakistan is one of the low forest cover countries with only 5 percent of land area 

under forest and tree cover whereas international requirement is 25 percent. To 

increase the forest coverage the government has launched, the Green Pakistan 

Program with the main objective to facilitate transition towards environmentally 

resilient Pakistan by main streaming notions of adaptation and enabling policy 

environment. The objectives of the program will be achieved by implementing 
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different initiatives and projects”. (Source: Box 4 is taken as it is from Pakistan Economic 

Survey 2016-17). 

 

7. Programs for 2017-18 

The following are major initiatives and projects to be undertaken during 2017-18233 

 To complete the reverse linkages development program with MARMARA 

Research Centre, Turkey. 

 To fortify the capacity of the Pakistan Trade Control for Wild Fauna and Flora 

Act for effective implementation. 

 To institute Pakistan WASH Strategic Planning and Coordination Cell. 

 To establish the Reporting Unit of Climate Change. 

 To execute the program of National Disaster Spatial Data Infrastructure. 

 To complete the Green Pakistan Programme for raising the country’s forest 

cover 

 To execute the Climate Resilient Urban Human Settlements Units. 

 To implement Green Pakistan Programme whose primary purpose is to revive 

the Wildlife Resources in Pakistan (approved by CDWP). 

 To reinforce the “Zoological Survey of Pakistan”. 

 To ascertain Climate Change Reporting Unit. 

There are several other areas which need to be taken care of. Among many, few 

areas to be taken care are as given below. There is a need to place top priority to 

protect and supply hygienic water. Over time water reservoirs are depleting, the 

glaciers are melting and rivers need to be managed for overflow of flood water. 

The land along the rivers needs to be protected too. Similarly, the natural habitats 

are becoming extinct. In different regions, specific birds have disappear or expired; 

due to over and unmanaged use of pesticides and fertilizers. The vegetation’s and 

                                                           
 

233. The programs have been taken from Pakistan Economic Survey, different Issues. 
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other crops are becoming perilous to health. The farmers spray crops with 

pesticides and distribute the supply soon after the spray, which is damaging human 

health. Barely, any effective program has been chalked out to take care of global 

warming and climatic change. The agriculture productivity is affected due to 

climatic changes. There is barely any program to take care of such impacts and 

awareness programs are needed. The traditional crops may not suit in the same 

areas. The community needs to be made aware of damages by the environmental 

changes. The farmers have to modify their pattern of crop cultivation, as per 

environmental changes.  

The chapter has provided a bird’s eye view of the pollution and climatic changes 

in Pakistan.  Pakistan is world’s 6th largest nation, with respect to population size. 

Pakistan is blessed with far-fetched natural resources. There are assorted causes 

which stimulate environmental problems such as water and air pollution, 

biodiversity loss and depletion of renewable and non-renewable natural resources. 

The rapid increase in industrialization and urbanization are amongst some of the 

main driving forces which are contributing towards damaging the environment. The 

growth of population, deprived from fundamental needs, is also asserting pressure 

on land and natural resources. The climate change is a huge confront at a global 

level, and particularly for Pakistan.  

Pakistan has taken lackadaisically some projects and programs to cope pollution 

and climatic changes. The efforts made so far have not achieved any noteworthy 

results. Therefore, more efforts are needed, predominantly, in the areas of 

institution building and creation of awareness among the citizen. Three foremost 

threats are caused by climate change pertaining to food security, water shortage 

and energy security. Other rigorous effects caused by the climate changes include 

extreme temperature, seasonal droughts, extreme temperatures, melting of 

glaciers, heavy rains, devastating floods, monsoonal storms & cyclones, unusual 

fogs, landslides, and aggressive inflows of water into Indus River System (IRS). 

The government has taken steps to pledge water management, food, and energy 

security through passing legislation, establishing standards and development of 

suitable policies for a safe and clean environment.  
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Notwithstanding the above, there is still a need to carry out all-inclusive research 

studies to point out and chalk out programs to control pollution and take apt actions 

for climatic changes, as well as, global warming.   In order to alleviate its adverse 

effects continued sustainable program is needed. It’s essential to promote 

appropriate strategies and measures to decrease the injurious effects brought 

about by environmental degradations and pollution.  Pakistan needs to further 

reinforce institutions through legislations and standards to ensure better 

environmental conditions in Pakistan. Besides, awareness program, there is need 

to devote more to restrain indemnity of environmental degradation.  
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CHAPTER: 15 

 

Globalization: Pattern of Trade, WTO and it’s 

Impacts on Foreign Trade 
 

The chapter looks into the different facets of foreign trade pattern in Pakistan. The 

concentration of foreign trade, commodity concentration, geographical concentration, 

competitiveness of trade during post reform period and emerging trade deficit are explored 

in particulars. The role of WTO agreements, trade liberalization and its impact on exports 

and imports are also probed into depths. Furthermore, the impact of liberalization of foreign 

sector and domestic economic reforms on industries and trade are also gigged out to look 

at the emerging issues in the foreign sector. The history of trade regimes in Pakistan 

highlights that not only trade pattern has evolved over time but also the competitiveness of 

industries and trade has shaped the balance of payment problem for Pakistan. The matter 

has been exaggerated with the course of time reflecting that the trade liberalization may 

have not put in a great deal for the economic development in Pakistan. This chapter also 

provides a brief assess of economic reforms and prominent WTO rules are in order to 

highlight their impacts on the economy and foreign trade. The development of industrial 

sector, in terms of export orientation, and its competitiveness in liberalized environment 

has been analysed to point out the impacts of trade reforms on the foreign sector of 

Pakistan. Liberalization reforms of the domestic and foreign sector have led to turmoil in 

industrial sector. 

Pakistan’s high value added exports has been largely dominated by manufactured exports. 

Nearly, 60 percent or more of the exports consists upon textile related goods. The duty 

free tariff line was less than 5% in early 1990s, which was eliminated by the year 2001-02 

in the latter years. There was ad-valorum tax of 2% in 1995-96 which was also reduced to 

less than one percent. Simple average tax on agricultural products was around 47% in the 

mid-1990s which was abridged to around 20% in 2002. The state owned entities like Rice 
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Export Corporation, Cotton Export Corporation and Rice Export Corporation were 

abolished. Consequently, state trading was constrained to only essential food products 

which could be supplied in emergency. Trading Corporation of Pakistan (TCP) activities 

were also very limited and were authorized to trade goods under the control of the 

government. Thus, by 1990s, the trading was almost liberalized. In addition to above, the 

90% of the financial sector was either controlled or managed by the public sector. Much of 

the public sector is almost now liberalized; except for the few national banks. The sector is 

subjugated by the local & international banks and financial institutions. The Karachi Electric 

Supply Corporation was privatized. The monopoly of Water and Power Development 

Authority was also curtailed for its distribution and generation of electricity. The privatization 

commission was actively engaged in privatizing public entities. The Pakistan telephone 

and telegraph departments were also privatized. The commission has been less active 

now but it still continues to play its role. International market was also liberalized along with 

the privatization of the foreign sector.  

 

1. Trade Liberalization and Reforms 

High tariff rate and import substitution policy (ISP) has largely developed the industrial 

sector up to the 1980s. While after that, structural adjustment program was introduced and 

agreement was signed with the WTO for liberalization of the economy and foreign sector. 

The non-tariff barriers were streamlined and then tariff wall were also abridged. There was 

brisk prologue of trade liberalization in the era of 1990s. As a result tariff rates were 

truncated more than what was signed in the WTO agreement. Pakistan is signatory to 

Marrakech April 1994 and is committed to WTO rules. Pakistan has bound itself into more 

than 108 agreements (pledges) out of 620 bindings related to General Agreement on Trade 

and Services (also called as GATS). It comprises trade and financial services like 

insurance/indemnities and telecommunications etc. The agriculture sector is bounded to 

81% of tariff on imports (HS chapters 1024). Most of the major bindings are at hundred 

percent tariffs i.e. on wheat, sugar and maize etc. The products which are prohibited in the 

religion of Islam are not bounded like alcoholic beverages, wine, and pig meat etc. (HS- 

Chapters 25-97).  
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The tariff reduction program was initiated in 1995, which is now inapt to nearly all major 

imports. The very reason that Pakistan’s exports are growing very slow whereas the growth 

of imports is high234.The binding is 25% for industrial products.235 For some products, it 

ranges from 25% to 40%.  The products like minerals, leather products, wood products and 

travelling goods are blinded from 20% to 30%. The effective rate is even lesser than that 

of the signed tariff rates. The tariff rate for textile was ten percent in different instalments. 

Pakistan has also got rid of import licensing for several products, recently. In the same way 

margins on exports were also removed or curtailed. Major subsidies were either removed 

or adjusted into the tariff rates. Presently, the subsidies are bare minimum and only exist 

by hook or by crook for very essential utilities. This too is the process of phasing out. The 

tariff rules and procedures were simplified and streamlined, with the shifting trade and 

international business environment. The subsequent table 1 provides effective tariff rates. 

Table: 1 Effective & Real Tariffs 

 Years   Number of 

Slabs 

Ave. 

Realized 

 Rates (%) 

Effective Tariff Rates 

(%) 

1994-95 70 13 35 25 

1997-98 45 05 21 - 

1999-00 35 05 18 12.5 

2000-01 35 05 17 10.5 

2002-03 25 04 15 9.5 

2010-11 20 04 12 9.0 

 

                                                           
 

234. For details and figures see, Pakistan Economic Survey, different Issues. 
235. However, actually the effective tariff is not even fifteen per cent. 
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Source: WTO, M/o commerce, GOP. Chaudhary M. Aslam & Ahmed Eatzaz. 2004. 

 

In the early 1990s, the maximum statutory rates for tariff were over 70%, which has been 

bargained to a reduced amount of 20% now. There is a significant enhancement in 

simplifying the custom procedures too. The number of slabs has been reduced from 13 in 

1994-95 to only four slabs at the present. Besides, custom rules have also been simplified. 

The average realized tariff rates have been reduced to less than 15% now. The effective 

custom tariffs are even less than ten percent now. It may be noted that in the 1980s, for 

some imports, tariff were as elevated as over three hundred percent. 

 

 

Source: The Data are taken from WTO, M/o commerce, GOP. 

Chaudhary M. Aslam & Ahmed Eatzaz. (2004)... 

 

1.1 Tariff Preferences and Trade Restrictions 

Pakistan has very narrow preferences in its trade relations. However, South Asia 

Preferential Trade Agreement (also known as SAPTA) permitted tariff among 10 percent 

with 35 percent for 677 products for Pakistan, Iran, Turkey (ECO-members) and for SAARC 

preferential. Besides, a fixed customs duty of 25 percent was also permitted, depending 
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upon the nature of commodities. Thus, Pakistan as compared to other WTO members is 

keen to offer a gratis environment for neighbouring countries, 

Pakistan proscribes trade chiefly on four arguments: security, health, religion and 

environment. Imports could also be temporarily illicit to protect public interest. Imports from 

countries using discriminatory measures against Pakistan's exports may also be restricted 

(SOLO 895 (I) 95)). Pakistan prohibits items pertaining to textiles, chassis of vehicles, on 

the argument of balance of payment difficulties, in accordance with GATT-194 Article XVIII: 

B. While the negative list has been curtailed to a minimum level; two products were added 

on the ground of environment (plastic waste and pressure horns). The prohibited items 

under the above cited reasons do not constitute a major obstacle to trade with India. 

Pakistan prohibits imports from Israel and India. Nevertheless, over time, the number of 

items imported from India has considerably improved. In general, Pakistan does not uphold 

licensing for imports. On the other hand, registration of importers provides much of 

facilitation. There are certain items which can only be imported by the public sector. Nearly, 

certain conditions are applied to 19 categories such as payment of imports from importer's 

own foreign currency, etc.  

1.2 State Trading  

Pakistan has made noteworthy progress in purging state trading and state involvement in 

production activities. The public corporations engaged in state trading, storages and 

facilitation have been either eliminated or privatized. For example, the Cotton Export 

Corporation and Rice Export Corporation have been eradicated. The state production 

activities of edible oil, ghee, fertilizer, transport and chemicals have been either privatized 

or these services are lined up for privatization. Nevertheless, Trading Corporation of 

Pakistan (TCP) still largely interferes in international trade and domestic market. The state 

corporations are National Fertilizer Corporation, National Fertilizer Marketing Ltd., ADB Oil 

Industries, Federal Ceramics and Chemicals Corporation, Ghee Corporation of Pakistan, 

Karachi Pipe Mills Ltd., Pakistan Industrial Development Corporation (PIDC), and Pakistan 

Machine. Tool Factory (PMTF), PIDC Printing Press, Pakistan Mineral Development 

Corporation, Jatta. Salt Mines, State Engineering Corporation, State Cement Corporation, 

Pakistan Refinery Ltd., PMDC, Railways, ADBP, Sui Power Companies like Gudden Power, 

Complex Kolvi Gas, Hyderabad Electric Board, FESCO, etc. Although these state agencies 
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do not have monopolies, they may still have a lion's share in the pertinent 

production/services. TCP activities have shrink to a substantial level. Now it acts only under 

disaster or in trivial needs. Pakistan intends to purge state trading enterprises. 

Pakistan is not a signatory to the plural-lateral WTO agreements, nor is it a signatory to the 

government procurement agreement. Pakistan produces rice, cotton and sugarcane. The 

state enterprise can offer price preference to domestic goods up to 25 percent. Most of 

these activities are carried out through market interaction or competition.  

1.3 Local Content Requirements and Safeguards  

Pakistan provides incentives in the form of duty concessions on imports of parts for 

assembling and manufacturing of engineering goods, automobiles and electrical items. It 

was initiated in 1998 under the Deletions Program. The objective is to make the most of 

local resources and to prop up manufacturing development in the nation. It is linked with 

transitions of technology plus amplification of industrial base. The industries are required to 

increase the use of locally produced components and parts. The plants include 

manufacturing refrigerators, freezers, automobiles, motorcycles, agricultural machinery and 

electronics. The degree of self-supplies is over 60 percent in the local production of such 

items. The program was unmitigated for further seven years. The local contact rate 

requirements range from 30 percent (SAPTA) to 50 percent, (GATT Protocol, SAPTA 

regional content) for the products of f.o.b. (WTO, TPR-2002). Pakistan has also initiated 

regulations in respect of anti-dumping and countervailing measures. National Tariff 

Commission has been executed for such tasks. Pakistan does not have safeguard 

legislations. However, the legislation is still in progression phase. 

1.4 National Standards and Environment 

The Pakistan Standards and Quality Control Authority (also known as PSQCA) develop as 

well as take up standards for trade related areas. It also offers testing services for this 

rationale. The PSQCA coordinates cases between government and international agencies. 

In addition to above, Pakistan Environment Protection Agency (also known as PEPA), 

extends, executes, and monitors environment related subjects. There are about 4621 

nationwide standards for foodstuff, farming and chemicals. Furthermore, they have been 

extended to engineering, electronics & textile products, etc. Pakistan is also take advantage 
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of international standards like IEC,ISO &OIML. More than half of the standards are 

worldwide. Others include public health, safety, religion and security regulations and 

standards. 

1.5 Sanitary and Phyto-Sanitary Regulations  

Pakistan has modified its SPS rules in the guidelines of SPS - WTO agreement. Measures 

are taken in the areas of food, animals and agricultural produce by the Ministry of Agriculture 

and Livestock. Certification has been provided to not only the exporters but also the 

importers of animals and related products by The Animal Quarantine Department. It 

formulates, standardizes and implements to avert malady of foreign origin. Uniform 

standards are in practice in this regard. Live animals like cattle, sheep, buffalo, etc., and 

meat containing feed ingredients from BSE infected countries like Denmark, Belgium, 

Germany, France, Italy, Ireland, Spain, Netherlands and Luxembourg are proscribed. 

Pakistan, as a member of SPS-agreement, is developing more laws and regulations in the 

field of food safety and security, etc. Pakistan does not have a lucid system of labelling and 

marketing. These rules differ depending upon products. The imports policy document 

highlights packaging and labelling requirement relating to imports and exports. 

1.6 Export Prohibition, Restrictions and Licensing 

Generally, we can say that a good amount of the exports is encouraged by reduced tariffs 

on them. Most quantitative restrictions have been either removed or transferred to tariff. 

There are restricting factors for quite a few exports like duties on crushed bones (10 

percent), hides and skins (20 percent), etc. Minimum price requirements also have an effect 

on exports of cotton, rice and sugar. Withholding taxes are also in practice for exports of 

minerals and manufactured goods. Export prohibition has been curtailed over time. 

Presently, it focuses on health, social, religion and environment protection. Intellectual 

property rights are also being implemented, although such implementations are still weak. 

Trade barriers for basic food and essential items like wheat and sugar have also been 

relaxed. Photo export has been subject to quantitative restrictions. Pakistan-origin products 

related to cotton and textile family products are suffering from quota restriction by developed 

nations like USA, Canada and EU. Textile exports from Pakistan had also been subject to 

safeguard action. USA took such measures against combed cotton (1999). However, WTO 
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recommended that the measures should be rescinded. Argentina also took such safeguard 

measures against fabric categories of Pakistan.  

In terms of exports subsidies, Pakistan has been active in concessions akin to income tax 

rebate, concessional export finance, etc. Concessionary financing for production and 

business was provided for small and medium enterprises. Software development firms are 

permitted to re-export capital goods without export duties (CBR, 1999). These exporters are 

exempted from minimum income tax (0.5 percent). The country has also recognized export 

processing zones (EPZs) located in Karachi, Sialkot & Lahore. These EPZs enjoy tax 

holidays, carry forward losses, discretionary import taxes on machinery, exemption of 

imports from duties and also relaxed import restrictions. Under WTO rules, any subsidies 

and countervailing measures, including certain tax exemptions available under EPZ, are 

classified as prohibited export subsidies. Pakistan, being a developing country, had to bring 

such concessions in line with WTO provisions 236 .  Rebates on production of certain 

commodities are also provided by Pakistan, like concession on electricity use for agricultural 

production (tube wells). Such subsidy amounted to US$376 million in 1995/96 and US$12.6 

million in 1999/2000. The electricity tariff rates were 52 percent lower than other competing 

sectors. Analogous subsidies were provided to institutions like WAPDA: US$ 33.0 million in 

1999-2000 and US$25.3 million in 2000/01. As per WTO estimates, such subsidies 

amounted to US$ 2249 million in 1999-2000 and US $2316 million in 2000-01. Overall, 

Pakistan has eliminated several subsidies in the production, circulation and trade sector. 

The remaining are in line with WTO rules. Pakistan intends to phase out even these and 

fully bring such practices on market-based system. Pakistan has also established Monopoly 

Control Authority to ensure competition and control of monopolies. The ordinance was 

amended in 1995 and brought in line with competitive market system.  

1.7 Banned/Restricted Commodities 

During the year of 1991, the negative list was abridged from 118 items to nearly 87 items 

(note for imported goods). In terms of production activities, only defence, security printing 

and environment related activities need certain public sector approval. Besides, few items, 

                                                           
 

236. Its’ target was 2003. Pakistan reduced tariffs even more than the bindings committed with WTO. 
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based upon health or religious reasons are constrained for trading. Other than these 

activities, there is no restraint in production or international trade; except few products which 

fall in the area of health hazard or religious reasons. Also, only hazardous chemicals are 

banned.  

1.8 Financial Market Reforms  

The financial sector, below the supervision of the SBP (State Bank of Pakistan), was 

dominated by the public sector. A comprehensive financial reform program was undertaken 

during the 1990s which included autonomy of the SBP, liberalization of financial market, 

good governance and supervision, market-based exchange rate and credit management. 

Permission for private banks to operate and compete with national banks is now allowed. 

Further, it was decided to denationalize the nationalized banks. During the early 1990s, 

eight new private banks started their business. Further, Banking Companies Act 1962 was 

amended to improve governance of financial institutions and opening up of foreign currency 

accounts was permitted. The State Bank of Pakistan was strengthened by bestowing it with 

adequate autonomy to conduct monetary policy by improving upon "Rules of Business." The 

Pakistan Banking Council was dissolved in 1997 to improve the efficiency of the nationalized 

banks; Capital Adequacy, Assets equality, Management, Earnings and Liquidity (CAMELS) 

system of evaluation was introduced; capital adequacy, asset quality, management 

soundness and perfectibility, liquidity and sensitivity of the market risks (SADIELS) criteria 

were designed. Presently, the central bank is functioning under full autonomy to conduct 

monetary policy, monitoring of financial institutions and market-based interest and foreign 

exchange rates. In spite of the above reforms, there are still financial institutions and DFI's 

which needs to be privatized. On the other hand, institutions like National Saving Centres 

(NSC) persists to operate under public sector and the interest rate on the schemes of 

National Saving Centre continues to be fixed by the public sector, above the market rates. 

As a result, such public institutions still affect the free functioning of the financial markets. 

 

1.9 Trade in Services 

Over 58 percent of Pakistan's GNP originates from the services sector (2000-01). About 43 

percent of the total employed labour force belongs to this sector. It consists of trade services, 
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wholesale and retails, construction, transport, storage, communications, financial and public 

services, insurance and ownership of dwelling. In addition, it also includes distribution of 

utilities like electricity, gas, water, health and tourism. The exports related services of 

Pakistan dropped by more than 45 percent in the late 1990s. The shipment services fell by 

45 percent (US$1.8 billion). Thus, exports related services sectors were squeezed 

eventually. 

Pakistan's commitments, under WTO-SATS, pertaining to services has increased over time. 

These commitments cover approximately 47 activities pertaining to the above cited areas. 

The cross-border supply of services is inbound for all sectors. Certain services pertaining to 

health, construction and tourism are unbound due to the lack of technical feasibility. The 

foreign services provision in the areas of insurance, banking and financial services are 

subject to equity limitations. Pakistan has almost privatized telecommunication services, 

with the remaining also being privatized. Foreign companies are investing in these services 

too. Pakistan has maintained Most Favourite Nations (MFN) exemptions of financial 

services, joint ventures among ECO-members and Islamic financial transactions. Pakistan 

is hastily privatizing and deregulating financial and banking services. Still, three major public 

sector bank (NBP, remain to be privatized. Presently, the financial market is almost 

privatized. Pakistan has still lined up some firms/ industries like steel mill etc. which need to 

be privatized. The loan recovery legislation has been made transparent. In general, there 

are no such restrictions which impinge on establishment and operation of foreign banks in 

Pakistan. The permission for such practices may be subject to reciprocal basis. The central 

bank (SBP) has been made an autonomous body and government interference in the 

financial sector has been eliminated. The SBP issues Prudential Regulations for commercial 

banks and NBFI's for maintaining competition and transparency. 

There are more than 61 insurance companies, including international companies in the 

areas of insurance. New foreign entrants in life and non-life insurance are required to 

register themselves as companies in Pakistan after meeting certain requirements. State 

insurance business has been brought under uniform regulations (SEC-Act 2000). Under the 

Finance Act 1999/2000, foreign companies are treated at par with local companies in terms 

of withholding tax. 
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Pakistan has opened up its telecommunication services for international investors and rules 

on the subject of foreign investment in telecommunications are liberal. Several foreign 

companies have started joint ventures in these services like Paktel, Mobilink, Orascom, 

Telecom, Mic. and Afreen International, etc. Presently, 100 percent equity has been 

allowed; nonetheless, such equity must be at least US$500,000. 

The broadcasting and audio-visual services are also operated under market principles. On 

the other hand, public corporations like PTV and STN are not privatized. Private companies 

are allowed to set up their business in Pakistan. Audio-visual services are open to foreign 

investment with 100 percent equity. Conversely, broadcasting services by international firms 

do not enjoy equal treatment. 

International companies have subjugated the maritime transport in Pakistan since the 

national fleet is petite. The Pakistan National Shipping Company (PNSC) is being privatized. 

Pakistan has been providing subsidy for operation and maintenance of ships and 

shipbuilding. The national flag carrier is exempt from import duties. The maximum share 

goes to PIA in the area of services like traveling and cargo. New companies are entering in 

this area and the policy has been shaped to encourage the private sector. Currently, over 

30 international airlines operate in Pakistan. The Civil Aviation Authority (CAA) has 

agreements with over 90 nations, which reflects a policy of competition in the business.  

2. Pattern of Foreign Trade 

Pakistan has liberalized its trade, to extent that tariffs were minimum, subsidies were almost 

eliminated and state trading was also abridged. Pakistan has not benefitted much from 

liberalization in spite of structural adjustment program, internal and external reforms, and 

liberalization. By and large, the picture of trade growth and impact of liberalization in 

Pakistan has been presented in Table 2. Pakistan’s exports were about 10% of GDP, since 

1980. After reforms, the exports grew faster than GDP and its share in GDP improved up to 

1999. Subsequently, exports, as % of GDP started to decrease and it fell to around 10% (of 

GDP), in 2014. Consequently in 2016, it further decreased to around 5.8% (of GDP). In 

other words, the exports growth rate has fallen roughly to one-half to that of in the last three 

decades. 



504 

 

The imports share in GDP was always more than the exports share in GDP. The share of 

imports was more than 17% in the 1980s, which decreased to around 17% (of GDP) in the 

1990s. In the early 2000s, the same share fell to around 16%. It picked up again in the late 

2000s. After 2010, the imports share fell further to around 17%. The exports and imports 

share in GDP was around 27% in 1986, which remained almost the same up to early 2000s. 

Exports and imports share in GDP improved to over 30% in the late 2000s. Thereafter, it fell 

significantly and ends up with only 17% of GDP by 2016. Thus, rather opening up of the 

trade benefits, due to liberalization, the Pakistan lost its trade relations with rest of the world. 

Pakistan achieved respectable growth rate in its exports in the late 1980s; growing over 

20% for most of the years. However, this trend did not continue in the 1990s. It was also a 

decade when economic performance was also poor. With fluctuations, Pakistan again 

achieved a growth of exports over 16% per annum between 2008 and 2011. Thereafter, its 

exports growth fell drastically and ended up with exports growth of -9.1% in 2016. Thus, in 

longer term, Pakistan’s exports were instable and liberalization has not benefitted Pakistan. 

The imports growth of Pakistan was over 10% per annum in the early 1980s and further 

increase in the late 1980s and early 1990s. The imports growth remained double digit in the 

1990s and 2000s; with exception of some years. Between 2003 and 08, the imports growth 

was as high as over 20 per years; it reached to the highest level of over 25% growth in it in 

2006. It brought the highest gap between exports and imports; trade deficit of around 10% 

of GDP. Since 2015, the imports performance was so poor that its growth rate was even 

negative; i.e. -1.8%, in other words, both exports growth and imports growth  
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Table: 2 Trade Deficit, Exports and Imports Growth 

 

Year

s 

Export, % 

GDP 

Import, % of 

GDP 

Trade Deficit, % 

GDP 

Imports 

growth (%) 

Exports 

growth (%) 

1981 10.5 19.3 8.7 14.1 25.1 

1982 8 18.3 10.3 11.1 -10.3 

1983 9.4 18.7 9.3 14.6 31.1 

1984 8.9 18.3 9.4 12.6 8.4 

1985 8 19.0 11.0 17.1 1.7 

1986 9.6 17.7 8.0 11.3 30.6 

1987 11.1 16.1 5.1 11.6 27.8 

1988 11.6 16.7 5.0 21.8 23.8 

1990 12.4 17.4 4.9 9.6 18.1 

1991 13.5 16.7 3.3 15.0 29.9 

1992 14.2 19.1 4.8 34.4 24.2 

1993 13.3 19.4 6.1 12.5 3.1 

1994 13.1 16.6 3.4 -0.2 16.1 

1995 13.5 17.2 3.7 24.3 22.2 

1996 13.8 18.7 4.9 23.9 17.4 

1997 13.4 19.1 5.7 16.9 10.4 

1998 13.9 16.3 2.4 -6.2 14.7 

2000 11.7 14.1 2.4 14.6 13.7 
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2001 12.9 15.1 2.1 17.5 21.5 

2002 12.8 14.4 1.8 1.2 4.1 

2003 13.5 14.8 1.3 12.6 16.3 

2004 12.5 15.9 3.3 25.7 8.7 

2005 13 18.5 5.5 36.2 20.5 

2006 12 20.9 8.9 39.9 15.3 

2007 11.1 20.0 8.9 8.2 4.5 

2008 11.2 23.5 12.3 35.7 16.3 

2009 10.5 20.7 10.2 8.4 15.6 

2010 10.9 19.6 8.7 6.9 16.9 

2011 11.6 18.9 7.3 18.7 31.1 

2012 10.5 20.0 9.5 16.1 -0.5 

2013 10.6 19.4 8.9 25.9 12.1 

2014 10.3 18.5 8.2 6.5 9.2 

2015 8.7 16.9 8.2 0.3 -7.2 

2016

/17 7.2        16.0        8.8        18.1          0 .1 

2017

/18 7.8        18.0       10.1         16.5         2.9 

2018

/19 

(Mar

ch) 6.3        13.7 7.4 -4.9 -1.3 
 

Source: Pakistan Economic Survey, different issues. SBP reports and world Bank Data. *= provisional. 
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Were dismal recently. The most important and a challenging issue emerged was high and 

consistently persistent trade deficit.  There was high trade deficit in the early 1980s but it fell 

to one-half in the late 1980s; in the 1990s, despite of the meagre performance of the 

economy in addition to trade, the trade deficit was less than 5% of GDP.  The trade deficit 

was even lower in the early 2000s. In the late 2000s, the situation became worse and trade 

deficit was over 8% of GDP; for some years, it was over 10%, which was not sustainable. 

After 2010s, the trade deficit remained as high as over 8% of GDP, which is a challenge to 

finance this huge deficit. All above indicated that Pakistan is not lucky to benefit from trade 

liberalization, rather it created economic challenges to finance trade deficit. 

The exports (as % of GDP) continued to decrease in the last three years, imports continued 

to increase. However, trade remain high, although its share decrease over time. In spite of 

fall in imports but no significant increase in exports, the trade deficit did not improve much; 

although it fell in the current year (2018-19). The imports growth continued, although its 

trend was changed in the current year (2019), due to new policy initiatives by the 

government. However, the exports growth remained to be seen. Unless and until exports 

are improved, the trade deficit will continue, which is a challenge for the current regime. 

Further steps have to be taken to improve the BOT. 

2.1 Trade Partner: Directions of Imports 

 The foreign trade of Pakistan has changed over time. The destiny of its exports and 

imports is not diversified. The import is petroleum and machinery, which has limited 

destiny. From a long time these imports are limited to few countries. The import of oil and 

petroleum are imported from Middle Eastern countries (Organization of Oil Exporting 

Countries). There are few countries like S. Arabia and Qatar etc., from whom Petroleum 

and related products are imported. It has major chunk of imports, which consisted upon 

over 40% before 2000 and it has reduced to around 25% now. The share of other imports 

has increased over time. The following table 3 provides, import share of different countries 

and regions. There is a signify change in the share of imports, of different countries. The 

OECD countries were the major trading partners, for imports. The OECD share in imports 

was 31% and 35%, in 2001 and 2005, respectively. It has been reduced to less than 20% 

in 2014 (table 3). During 2016, the OECD share in imports was 20 percent; second highest 

among other trading partners in imports. Thus there is major shift in imports from OECD. 
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The very reason is that new emerging economies like China and ASEAN gained share of 

exports to Pakistan. The imports from Japan and USA have reduced over time. In 1990-

01, Pakistan’s imports from USA were around 12% of the total imports, which increased 

to17% in 1995-06. In 2007, the share USA was around 8% in Pakistan’s imports, which 

was reduced to one-half i.e. only 4% in 2016.  Thus the imports share of USA fell by more 

than four times in 2016, as compared to 1995-6. The same is the condition with Japan. 

Pakistan’s imports share of Japan was over 13% in 1990-01, which decreased to around 

5% by the end of 2010-11. It further fell to 4% in 2016-17. Thus, the imports from Japan 

have gone down to three times decrease in it, as compared to 1990-91. It reflects that, over 

time, the major trading partners of Pakistan did not remain very important. In 2007, China 

had less than ten percent contribution in Pakistan’s imports, which increase to 27% in 2016 

i.e. more than double in less than a decade.  During the same period, the share of SAARC 

countries also increased slightly, although there was not much significant change in it. The 

very reason is that SAARC countries are almost alike; due to which trade is not growing 

among SAARC countries. The imports from ASEAN countries have remained almost 

stagnant as far as their share in Pakistan’s imports is concerned. The other major trading 

partner was OECD . The OECD’s share in Pakistan’s imports was over 35% in 2005, which 

showed increasing trends since 2001. However, after 2006, the imports from OECD also 

started to decrease. By 2016, (see graph 3) the share of OECD was reduced to 20%; in 

Pakistan’s imports. What emerges from above is that Pakistan has few limited destinies of 

imports.  Pakistan needs to change its trading partners and expand the goods exported. 

Presently, its export industry is moving out of the country or getting closed due to 

government inefficiency and non- competitiveness of the industry. The increasing cost of 

doing business like increasing utility bills, as well as, increase in imported raw material 

which has become expensive due to increasing dollar value. Pak rupee has devalued over 

30% in the last six months which has put extra burden of the export industry. The 

exportable have yet not become attractive for the rest of the nation. Input cost has to be 

decreased and policy steps must be taken to encourage export industry. 
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Table: 3 Imports: Important Trading Partners.  (% share) 

Year OECD USA Japan China SAARC ASEAN 

1990-1 

 

12 13 - - - 

1995-6 - 17 6 4 - - 

2001 31 5.3 5.3 - 2.9 10.6 

2002 - 6.7 5 - 2.4 11.7 

2003 33 6 6.6 - 1.9 12.2 

2004 - 8.5 6.0 7 3.1 11.1 

2005 35 7.6 7 - 3.2 10 

2006 - 5.8 5.6 - 3.3 9.1 

2007 - 8.1 5.7 9 4.5 9.5 

2008 29 6.1 4.6 - 5 9.9 

2009 - 5 4 12 3.8 10.4 

2010 25 5 4 13 3.9 11.4 

2011 

 

4 4 14 4.7 11.9 

2012 20 3 5 17 3.7 11.8 

2013 

 

4 5 15 4.3 11 

2014 19 4 4 17 4.8 11 

2015 

 

4 4 23 4.1 10.7 

2016 20 4 4 27 4.4 10.2 

2018 19.8 3.7 4.2 29 4.5 10.3 

 

 Source: Pakistan Economic Survey/estimated, different Issues. Note: Rest of imports are from other countries. 
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Source: Data taken from Pakistan Economic Survey, different Issues. 

2.2    The Destiny of Exports 

 Pakistan is victim of its falling growth rate of exports. Table 4 & graph 4, provides a picture 

of exports destiny of Pakistan. Pakistan’s major proportion of exports finds its destiny in 

OECD countries. However, the share of Pakistan’s exports kept on falling to OECD 

countries. Pakistan’s  

Table 4: Pakistan's Exports Growth by Country/Region (Per cent Growth Rates) 

Years EU USA Japan China SAARC ASEAN 

1992 6.1 11.52 14.87 -21.60 -17.29 -2.80 

1993 7.7 20.20 35.92 49.82 -3.48 -16.08 

1994 31.9 37.61 1.782 72.73 31.66 40.41 

1995 10.2 12.54 16.66 75.08 -8.64 46.43 

1996 19.79 26.12 -4.32 -17.66 6.57 - 

OECD
20%

USA
4%

Japan
6%

China
27%

SAARC
6%

ASEAN
10%

Fig. 3: Imports: Trading Partners.  (% share)

year 2016
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1997 -0.2 33.03 -16.66 72.52 54.78 42.27 

1998 12.1 10.97 -12.62 7.46 52.57 1.241 

1999 07.1 29.21 1.720 24.95 -27.76 3.90 

2000 12.1 19.39 -18.80 9.2 10.83 22.36 

Source: Pakistan Economic Survey, different Issues.  Calculated from Pakistan 

Statistical Year Book, 2002. 

 

Source: Data taken from Pakistan Economic Survey, different Issues.   Calculated from Pakistan 

Statistical Year Book, 2002. 

58% exports ended up in OECD in 2002, which fell to 43% by 2010. The falling trend of 

exports continued and by 2016, only 20% of Pakistan’s exports were exported to OECD 

countries. Thus, more than 50% share in Pakistan’s exports fell since 2002. In 1990-1, the 

USA had only 11% share in Pakistan’s exports to USA. It increased to 24% in 2001. It kept 

on falling up to 2011 and picked up again after 2013 (15%). The current share of USA in 

Pakistan’s exports is 16%. The falling trend of   Pakistan’s exports to OECD was picked up 

by USA. The exports of Pakistan exhibited falling trend to Japan. Japan’s share in 

Pakistan’s exports was 8% in 1990-91 which fell to 3% by 2016. Thus Pakistan’s exports 

EU
13% USA

19%

Japan
-11%

ASEAN 
22%

SAARC
10%

USA
19%

Fig., 4: Pakistan's Exports Growth by Country/Region

(Percent Growth Rates)

year 2000
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lost its share to Japan. Pakistan was not able to increase its share in exports to China 

either. The China’s share for its exports to Pakistan is increasing, which is creating trade 

imbalance with China.  

Table: 5 Exports: By Trading Partners. (% share) 

Year OECD USA Japan China SAARC ASEAN 

1990-1 

 

11 8 - - - 

1995-6 - 26 - - 6.6 - 

2001 56 24 2 - 2.9 3.6 

2002 58 - - - 2.5 2.7 

2003 56 23 1 - 2.4 2.9 

2004 58 

   

3.2 2.7 

2005 55 

   

4.6 2.1 

2006 54 6 5 

 

4.4 1.7 

2007 54 

 

- 

 

4.8 1.9 

2008 50 

   

5.0. 3.1 

2009 46 

 

- 

 

5.4 2.1 

2010 43 5 4 

 

6.5 2.3 

2011 42 4 4 

 

4.5 3.0 

2012 39 

 

- 

 

5.6 2.8 

2013 41 15 4 10 5.5 2.6 

2014 43 16 

 

9 5.6 3.6 
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2015 18 15 

 

9 5.6 3.6 

2016 20 16 3 8 6.1 2.7 

Source: Pakistan Economic Survey, different Issues.  Calculated from Pakistan 

Statistical Year Book, 2002. 

 

 

 

Source: Data taken from Pakistan Economic Survey, different Issues. 

Calculated from Pakistan. Statistical Year Book, 2002. 

 

was around 10% in 2013, which fell to 8% by 2016 ( see fig. 5) . Pakistan’s exports increase 

to SAARC countries. Its share in Pakistan’s exports was 3.6% in 2001, which increased to 

over 6% by 2016. Pakistan’s export share to ASEAN also fell over time; i.e. from 3.6% in 

2001 to 2.7% in 2016. 

2.3 Determinants of Exports Demand and Country Specific Effect  

Pakistan is a small economy and thus doesn’t significantly affect world trade. Pakistan also 

does not have a wide export base. Over time, the pattern of exports indicates that there 

20

16

3

8

6.1

2.7

OECD

USA

Japan

China

SAARC

ASEAN

Fig. 5: Pakistan's exports by trading partners

(% share) year 2016 
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has not been much variation in terms of commodities exported, although the share of 

manufactured goods in exports has augmented. On the other hand, there is no substantial 

shift in terms of destination of exports. Pakistan's trade has slightly shifted from Japan to 

other trading partners. The auto industry in Pakistan is dominated by Japanese firms 

whereas the goods which were imported from Japan previously are now produced in the 

country. Therefore, its export quantum to Pakistan dropped off. Such a shift needs to be 

noticed while considering diminution in trade with a specific country. Structural change in 

the foreign sector of Pakistan has taken place. Manufactured exports(X) have increased 

over time from 56 percent in 1990/91 to 73 percent in 2000/01. Besides, Pakistan continued 

to import conventional goods from major trading partners. Another visible shift has been 

increasing trade relations with China. Cloth, synthetic fibbers, electronics and toys, etc., 

are now imported from China. There has been a shift in trade with ASEAN countries as 

well. Pakistan's imports from ASEAN increased in electronics, cloth, toys and edible oil, 

etc.  

Overall, exports are a function of exchange rate, income elasticity of demand of trading 

partners and unit prices, including tariffs. However, there is no comprehensive study on 

determinants of Pakistan's exports. As already pointed out, Pakistan's major trading 

partners are large and developed countries. USA alone accounts for more than 25 percent 

share in Pakistan's exports (2000/01). Seven countries together have more than 50 percent 

share in Pakistan's export. Asia accounts for one-third of its exports. SAARC accounts for 

only 2.8 percent of total exports of Pakistan. Besides, Pakistan's exports constitute a very 

small proportion of imports of its trade partners. As a result, neither changes in their income 

nor fluctuations in their economic activities could have considerable impact on Pakistan's 

exports. Nevertheless, its exports may be affected by the competitive partners. The volume 

of Pakistan's trade is restricted by its own low base and also due to quantitative restrictions 

by the importing countries. Only two regions, America and Europe, constitute 57 percent 

of Pakistan's total exports.  

Gravity model is widely used to identify determinants of exports. Income of importing 

countries is a major determinant of imports. Prices of imported goods could also 

significantly alter the demand for imports. Besides, distance between trading partners could 

play an important role in the promotion of regional trade. To further away a trading partner, 
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the higher the transportation cost, and, hence, a reduced demand for imports from a distant 

country. However, its impact depends upon the nature of commodity. If the goods are very 

valuable, then such an impact will be negligible. 

 Population growth is another variable, which is theoretically expected to increase demand 

for imports. In addition, trade cycles lead to changes in the demand for imports. Introducing 

a constant or dummy variable can capture such an impact. Local country effect can also 

play a significant role in determining demand for imports. The bigger the country, the larger 

will be the trade sector. The target country effect can also be captured through introducing 

a constant in the model. We have used Gravity model specified by Matyas (1997) to 

estimate export demand function for Pakistan. The model is specified as follows: 

LnEXPr1r2t = αi + ϓt + λt + β1LnYr1 + β2LnYr2 + β3DISTij + β4POPjt + 

β5POPit + β6FERjt + β7RER + uijt 

Whereas:  EXP is the size of trade (exports) from nation i to nation j, at time t. Yitis the GDP 

of nation i, at time t     yjt is the GDP of nation j at time t, of trading partner. 

 i = 1, N,  J = 1,..... I-1  t = 1 ......T,    αi = local country effect,  

ϓt = target country effectDISTij= distance from country i to country j. 

λt = time effect (business cycle effect)      POP = population of country i and j . 

FERj = Foreign Exchange reserves of country j   RERj = Real Exchange rate of country j.  

Given the above model, different versions may be tested. By taking income per capita of a 

country instead of aggregate income, population variable may not be used for estimation. 

Similarly, by introducing dummy, the distance may be excluded. The time variable will 

capture fluctuations in the business activities, like business cycles, as determinants for 

Pakistan's exports. Based upon these rationales, different versions of the model were 

estimated.  

2.4   Data Limitations and Specification  

The model is estimated for the period 1991-2000. Annual data were obtained from UN, 

Statistics Division (UNTRADECOM). The values are in million US dollars. The data were 

also taken from Pakistan Statistical Year Books, and from International Financial Statistics. 

The population is in millions. Real exchange rates are computed for each country by taking 
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into account inflation rate. Time series regression analysis could not be carried out since 

sample size (time/years) is very small. As already pointed out, USA is a major trading 

partner of Pakistan and as such is used as a reference case for comparison with other 

countries. Altogether fifteen countries are included in the estimation, which constitute 

above 85 % of exports of Pakistan. By pooling, the data, the sample size is extended to 

over one hundred observations. The model cannot be estimated for specific region due to 

small sample size. It is assured that major trading partners in the target region are included 

in the sample; for example, major SAARC countries like India, Sri Lanka and Bangladesh 

are included. These three countries constitute over 60 % of Pakistani exports to SAARC. 

USA alone has 25 percent share in Pakistan's exports. Countries like Nepal and Maldives 

do not import goods much from Pakistan and hence not included. In the ASEAN region, 

Indonesia, Thailand, Singapore, Malaysia, and Philippine are included in the sample. 

These countries have the major share in Pakistan's exports. The major trading partners in 

European and American regions are included in the sample.  

More than thirty different combinations of variables and models were estimated. Several 

problems were encountered while estimating the model. The variables which were not 

significant were dropped. The final version of the model was estimated by taking log of the 

values and without taking log. The impact of distance was captured through dummy, and 

business fluctuation effect was captured through time variable. However, when country 

dummy was introduced, the distance became irrelevant. Similarly, when income per capita 

was taken, population became irrelevant. The smaller countries spend very little on import 

from Pakistan, as compared to others, hence having a very small share in Pakistan's 

exports. Thus, such variables were not effective in determining Pakistan's exports. 

Moreover, for estimation, lagged values were also tried for the endogenous variables. The 

results of the final versions of selected different specifications of the models are discussed 

below.  

2.5 Empirical Findings of the Base Model  

First, the model was estimated with all the variables. Alternative specifications of the model 

were tested and detailed results are provided in Tables 5, 6 and 7.First the model was 

estimated by introducing dummy for countries while that for distance was dropped. In 
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subsequent estimations, distance was included in the model but it did not perform well. 

Therefore, distance was dropped, since its effect was also captured through the dummy. 

Time was also tested, but it also did not provide significant results, rather it disturbed other 

coefficients. As reported in Table 5, income, population and real exchange rate had 

expected signs.  

Table 6: Results of Gravity Model  

     

Variables Coefficients Std. Errors t-Statist. Probability 

Y 0.000353* 2.90E-05 12.17303 0.0 

P 1.984983* 0.521148 3.8088 0.01 

RE -0.096056 1.73658 -0.0562 0.96 

FER -0.001506 0.000323 -4.6625 0.0 

D2 1506.982* 204.4438 7.3711 0.0 

D3 1527.911* 216.4131 7.060 0.0 

D4 1877.988* 211.3149 8.887 0 

D5 1399.901* 223.8249 6.254 0.0 

D6 1747.905* 235.8499 7.411 0.0 

D7 1957.868* 255.4554 7.664 0.0 

D8 1682.367* 233.1497 7.215 0 

D9 1816.833* 246.3546 7.3748 0.0 

D I 0 -55.54254 397.0618 -0.1398 0.89 
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Income, P= Population, RE= Real Exchange. Rate, FER= Foreign Exchange Reserve. 

D2 - D15 represent the countries. Ref Country is USA. Income, Population, Real Exchange Rate, 

Foreign Exchange Reserves) (Dependent Variable: Exports. Method: Least Square. Sample: 1120 

 

However, the foreign exchange reserves did not have theoretically expected possible sign. 

Its sign was negative. Dummy variable was significant for all the countries, except for India 

and Japan. The signs for these two countries were also negative. The reason for negative 

sign may be that Pakistan's exports exhibited major changes for both of these countries. 

Pakistan does not enjoy good relations with India, which led to large fluctuations in trade 

volume. Similarly, due to changing economic and trade policies, Pakistan also had unstable 

trade relations with Japan. The sign for foreign exchange reserves was also not as per 

theoretical expectations and it was also insignificant. Thus, it was dropped from the model 

and the model was re-estimated. Moreover, the Durbin-Watson statistics was also not 

D I I 1843.529* 246.2685 7.485 0.0 

D12 1680.611* 224.5436 7.484 0.0 

D13 1542.590* 184.493 8.361 0.0 

D14 727.0107* 133.3782 5.450 0.0 

D15 -664.7539 529.4956 -1.255 0.22 

C -1807.182* 250.1241 -7.225 0.0 

R-squared 0.966087 Mean dependent var. 

 

267.62 

Adj. R-square 0.960044 

S.D. dependent 

variable 

 

335.09 

S.E.  regres. 66.98103 Akaikein for criteria 

 

11.39099 

total squared resid. 453132.3 Schwarz criterion 

 

11.83234 

Log likelihood -664.4595 F-Stat. 
 

159.8469 
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satisfactory. Thus, it is clear that this specification of the model performed poorly. It is 

reported here only for reference purpose. 

3. Trade Reforms and Revealed Comparative Advantage 

Regional trade integration can play a significant role in promoting trade if it is based upon 

comparative advantage and free trade environment. This section highlights the pattern of 

Revealed Comparative Advantage (RCA) of Pakistan by employing the RCA ratio 

constructed by Balassa (1965), which has been extensively used to investigate the profile 

of RCA in exports. The measure compares the allocations of a product by country's export 

to its share in the exports of the world.  

RCAih = (Xih /Xit) / (Xwh /Xwt) 

Where: RCA = Revealed Comparative Advantage ratio. Xith = nation ih export of product 

“h” &Xit = sum exports of nation.  wh = World’s exports of product. Xwt = Total world exports 

A nation is said to comprise a revealed comparative advantage (disadvantaged) in product 

(good) h, if RCA is greater (or smaller) than one. In other words, if a country has an edge 

in exporting product 'h', it must be increasing its share in world exports more than the same 

product's growth in the world. The increasing (decreasing) export share underlines the 

revealed comparative advantage, which is influenced by external and internal trade 

distortions such as protection barriers in export market and anti-exports bias in the 

domestic policies. In the presence of such distortions, the RCA ratio will not correctly 

indicate advantages of certain exports. As already mentioned, Pakistan has significantly 

removed these distortions and, thus, improvement in the RCA ratio will indicate 

comparative advantage of Pakistan in the commodities. The revealed comparative 

advantage can be calculated at numerous levels of disaggregation in unlike export 

products for particular UN-SITC classification. 

SITC data up to three digit level have been utilized in this study to calculate the RCA ratio. 

One and two levels of SITC data analysis provide a broad picture of RCA for different 

categories of products. However, three to four digit levels of SITC classification of data 

provide more detailed and meaningful analysis. Kemal et al. (2000) carried out this analysis 

for 1985-1995. We have utilized their results for comparative analysis. The same analysis 
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has been extended from 1996 to 2000. The details of RCA ratio are given in Annex 4.2A. 

However, a summary of the findings is given in the following paragraphs. 

In 1985, Pakistan had Revealed Comparative Advantage in 26 commodities (table 7). 

However, the same decreased to 25 in 1995 (Kemal et al., 2000). It may be noted that 

much of the liberalization took place in the late 1990s. As a result, RCA ratio was greater 

than one for 34 commodities in 2000, as against 27 in 1996. Following table indicates that 

the domestic market has improved in terms of RCA ratio. In 1996, there were 7 out of 18 

categories of food related goods items (food/fish/rice), for which RCA was greater than 

one. In 2000, the same number increased to 11 commodities. Pakistan did not have RCA 

greater than one for any beverages/tobacco categories of goods. In the case of 

oilseeds/cotton/wool categories of goods, Pakistan's 4 goods (out of 11) had RCA greater 

than one in 1996. The same number increased to five in the year 2000. It must be noted 

that Pakistan's major trade belongs to this category of goods. For leather and leather-

manufactured goods, there were 8 goods out of 10 for which RCA was greater than one in 

1996 and in 2000. Textile, yarn, cotton and cotton fabric is another category of goods for 

which Pakistan's trade is significant. However, in this category, none of the goods had RCA 

greater than one. In non-metallic minerals and lime, etc., five categories of goods were 

analysed. In 1996, there was not a single commodity with RCA greater than one. However, 

in 2000 there was one commodity from this group for which RCA was greater than one. 
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Table 7: Revealed Comparative Advantage Results for Pakistan 

[No. of Goods with RCA exceeding one (out of total)] 

Goods 1996 2000 

07-75 Caffeine/Tea/Cocoa/Seasonings 7(18) 11 (18.0) 

1-12 Tobacco/Liquid refreshment 0 (.03) 0  (3.0) 

222-291 Oilseeds/Cotton/Wood/Animal/Veg. Material 4 (11.0) 5 (11.0) 

611-659 Leather/Leather Goods 8 (10.0) 8 (10.0) 

661-669 Textile Yarn/Cotton Fabrics 0 (4.0) o (4.0) 

672-679 Non Metal Minerals/Line/Cement/Pilgrim/Cutlery 0 (5.0) 0 (5.0) 

682-699 Manufacturers of base metals 1 (7.0) 1 (7.0) 

723-793Machines/Transport Equipment/Equipment 0 (6.0) 0 (6.0) 

842-848 Clothing Wear 4 (4.0) 4 (4.0) 

851-822 Footwear 1 (3.0) 1 (3.0) 

872-74Instrut./Health/Sciences/Toys/Misc. 2 (2.0) 2 (2.0) 

931: Misc. others 0 (1.0) 0 (1.0) 

Aggregate 27 (74.0) 34 (74.0) 

                                               Source: Author’s own calculations/WTD 

In the category of manufacturers of base metals, seven categories were analysed and only 

one commodity had RCA greater than one. The large imports of Pakistan consist of 

machinery and transport machinery. In this group, six different categories were analysed. 

Pakistan did not have RCA greater than one for any commodity. In the textile/clothing 

group, Pakistan had RCA greater than one for 4 goods. In the footwear industry, Pakistan 

had RCA greater than one for only one category out of three in 1996. In 2000, one more 

commodity was added for which RCA was greater than one. In 1996, the areas of 
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medical/science instruments, Pakistan had RCA greater than one for two categories, out 

of two groups analysed. It remained the same in 2000. In baby toys, Pakistan did not have 

RCA greater than one in 1996 and the same position continued in 2000. The position was 

the same for miscellaneous categories of goods. Overall, in 1996, there were 27 categories 

of goods out of 74 for which RCA was greater than one. This number increased to 34 in 

2000. 

It appears that with liberalization, RCA has improved for a significant number of goods for 

Pakistan. The process of economic reform in Pakistan is a continuous one. On the basis 

of the above empirical findings, it may be argued that if it continues, Pakistan may improve 

RCA for some other categories of goods also. Thus, the above analysis delivers valuable 

insight into the nature and magnitude of enhancement in the competitiveness of Pakistani 

merchandises in the foreign markets. It shows that liberalization policies have started to 

yield positive results. Pakistan's economy was experiencing very poor growth during the 

early 1990s and these achievements should be judged against such dismal performance 

of the overall economy. It may be noted that Pakistan is still facing quota and other barriers 

to entry in the markets of developed nations. If these barriers are removed, it can further 

improve its comparative advantage.  

4. Pakistan’s Trade through SAARC 

Pakistan does not have noteworthy trade with South Asian Association for Regional 

Cooperation (SAARC). Its exports are bigger than imports from SAARC. Within SAARC, 

Pakistan mostly has trade relations with neighbouring countries as India, Bangladesh and 

Sri Lanka. Trade with other SAARC nations is negligible (Table 8).  

Table 8: Pakistan’s Intra-Regional Exports share (SAARC) 

Year Banglad- 

esh 

Sri- 

Lanka 

India Maldi-ves Nep- 

al 

Bhtan SAARC 

1991 1.874 1.175 1.63 0.020 0.015 0.013 4.73 

1992 1.632 0.905 1.22 0.020 0.010 0.004 3.80 
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1993 1.505 0.968 0.62 0.014 0.038 0.008 3.16 

1994 2.083 0.744 0.51 0.013 0.038 0.014 3.40 

1995 1.342 0.754 0.46 0.029 0.048 0.008 2.65 

1996 1.049 0.990 0.43 0.022 0.054 0.009 2.55 

1997 1.141 1.175 1.04 0.021 0.066 0.01 3.45 

1998 1.537 1.180 2.23 0.017 0.064 0.004 5.03 

1999 1.406 1.127 0.626 0.014 0.024 0.003 3.20 

2000 1.455 0.816 0.602 0.019 0.024 0.01 2.92 

Source: Author's Calculations. 

Table 9: Pakistan’s Intra-Regional Imports Share (SAARC) 

Year Bangla- 

desh 

Sri- 

Lanka 

India Maldives Nepal Bhutan SAARC 

1991 0.51 3.69 0.053 0.001 0.068 0.014 1.73 

1992 0.43 0.37 0.676 0.000 0.013 0.012 1.50 

1993 0.33 0.44 0.823 0.001 0.008 0.028 1.64 

1994 0.30 0.47 0.615 0.001 0.004 0.023 1.42 

1995 0.300 0.38 0.798 0.002 0.004 0.002 1.49 

1996 0.322 0.35 1.716 0.008 0.01 0.002 2.40 

1997 0.38 0.37 1.53 0.002 0.0 0.001 2.2 

Source: Author's Calculations. 
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Source: Developed by the author. 

In 1991, 1.6 percent of Pakistan's export found their destination in India which is similar for 

Bangladesh and Sri Lanka, for the same year. Other nations did not have more than 0.02 

percent share in Pakistan's exports and imports. In 1991, 4.7 percent of Pakistan's total 

exports ended up with, SAARC (table 8). It decreased to 2.9 percent by 2000. Thus, 

regional trade with SAARC nations did not improve. 

Pakistan imported much less than its exports to SAARC (table 9). Its trade with SAARC 

nations, in general, was in surplus except for a few years with India. The aggregate trade 

share of Pakistan (exports plus imports) with SAARC was 6.4 percent, before liberalization 

of Pakistan's trade. It slightly increased to 5.7 percent in 2000. Thus, regional trade was 

not flourishing well at all during the external sector reforms of the 1990s. 

5. Anti-Trade Bias and Trade Balance (SAARC) 

The size of economies within SAARC varies widely. Subsequently trade differs with the 

magnitude of the economy, simply looking at the part in trade would not be an appropriate 

measure to designate the status a country attaches to regional trade. Thus, the following 

index of anti-regional bias (also known as ARB) has been calculated to assess whether 

trade among the countries within the region improved or deteriorated. 

Bang-
ladesh

Sri-
Lanka

India
Maldi-

ves
Nepal Bhutan SAARC

 Imports Share 0.380 0.376 1.530 0.002 0.000 0.001 2.200

l Exports share 1.141 1.175 1.040 0.021 0.066 0.010 3.450

0.000
0.500
1.000
1.500
2.000
2.500
3.000
3.500
4.000

Fig. 5 : Pakistan’s Intra-Regional Imports & exports  Share 
(SAARC)- Year 1997
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ARB =
    Share/part of a nation in Total Trade of Region

Share/part of a nation in intra−regional trade
 -1 

Empirical findings indicate anti-regional bias for both exports and imports in their trade 

structure. The ARB values are very low for Pakistan. 

Kemal, Abbas and Qadir (2000) also calculated ARB among SAARC members. They 

calculated that smaller countries such as Nepal, Maldives and Bangladesh have pro-region 

trade, while the relatively grander countries like Pakistan and India have anti-regional trade 

bias in South Asia. However, their results were limited to 1997. The estimates have been 

extended up to 2000 which show that the magnitude of ARB is decreasing over time. 

Pakistan's trade balance (T.B.) with SAARC was also calculated by using the following 

formula.  

T.B. =
Share of a nation in Total Trade of Regional exports

Share of a nation in intra−regional exports
 

If the value of T.B. is greater than one, the country runs deficit. If the value of T.B. is less 

than one, the country runs surplus. If the value of T.B. is equal to one, the country is in 

balance. 

Table 10: Anti Trade Bias and Trade Balance 

Year Exports  

ARB 

Imports  

ARB10 

TB (SAARC) 

1991 0.048 0.93 0.806 

1992 -0.27 1.88 0.492 

1993 -0.108 2.17 0.644 

1994 -0.159 2.38 0.550 

1995 0.389 3.14 0.601 

1996 0.680 1.61 0.932 
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1997 0.518 1.63 0.893 

1998 0.74 0.997 0.475 

1999 0.309 1.67 0.583 

2000 0.362 0.719 0.805 

Source: Calculated from Directions of Trade Statistics (1995, 2001). 

Table 10 above provides T.B. values for Pakistan with SAARC. It indicates that values for 

all the years, 1991-2000, were less than one, indicating that Pakistan ran surplus with 

SAARC members during the 1990s. However, the values for the years 1996 and 1997 

were close to one, which means that Pakistan's exports were close to imports during these 

years. Similar results were also indicated by Kemal et al. (2000), who pointed out that 

smaller SAARC countries had deficits in their trade, which means that they were importing 

more and exporting less among SAARC nations. It again indicated that their trade pattern 

was trade promoting in the SAARC region. Table 11 provides shares of major trading 

partners in Pakistan's exports. The European Union has the major share in Pakistan's 

exports. In 1991, about 32 percent of Pakistan exports found their destination in the 

European Union which decreased to 27.3 percent by the year 2000. 
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Source: Calculated from Directions of Trade Statistics (1995, 2001). 

6. Pakistan's Major Trading Partners 

USA is the second largest trading partner of Pakistan. In 1991, 12.8 percent of Pakistan's 

exports found their destination in the US market. It increased to 20.5 percent in 1997 which 

increased further to 24.3 percent in 2000. Thus, Pakistan's exports doubled to USA during 

the 1990s in terms of exports share. USA is the only country for which Pakistan was able 

to increase its exports significantly.  

Japan had the third largest trade share with Pakistan in 1991. Destination of Pakistan's 

exports to Japan was 8.3 percent in 1991 which fell to 4.2 percent in 1997 and further to 

2.1 percent in 2000. In terms of exports share, Japan is the only trading partner for which 

Pakistan's export share fell rapidly. China is another important trading partner of Pakistan. 

In terms of growth in international trade, China is one of the fastest growing countries. 

Pakistan exported less than 1 percent of its exports to China during the early 1990s which 

rose to over 3 percent by 2000. In other words, the share increased by 3 times, during the 

1990s. ASEAN countries are growing rapidly and their trade expanded over time. Pakistan 

has mainly trade relations with Malaysia, Indonesia and Thailand. In 1991, 5.6 percent of 

Pakistan's exports ended up in ASEAN markets. It significantly decreased over time. By 

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

Exports 0.048 -0.27 -0.11 -0.16 0.389 0.68 0.518 0.74 0.309 0.362

Imports 0.93 1.88 2.17 2.38 3.14 1.61 1.63 0.997 1.67 0.719
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the end of 2000, this share fell to 3 percent. It indicates a significant shift in Pakistan's 

exports. 

In 1991, about 30 percent of imports originated from the European Union which declined 

to 14.5 percent by 2000 i.e. almost one half that of in 1991. Thus, not only did Pakistan's 

share of exports  

fall with European Union but European Union's share in Pakistan's imports also decreased 

significantly. As already pointed out above, while the share of Pakistan's exports destined 

for USA doubled during the 1990s, its share of imports from USA during the same period 

declined by half. Japan is another country whose share in Pakistan's imports also 

decreased significantly. Pakistan's share of imports from Japan fell from 14.3 percent in 

1991 to 5.4 percent by 2000. China's share in Pakistan's imports was 4.3 percent in 1991. 

It remained almost stagnant during the 1990s. Although ASEAN's share in Pakistan's 

exports fell during 1990s, its share in Pakistan's imports increased over time.  

Table 12 shows growth of exports and imports of Pakistan with major trading partners and 

regions. The tables show that the pattern of exports growth of Pakistan with some countries 

or regions was highly unstable during the 1990s.  

Table: 11: Pakistan's Export Trading Partners 1991-2000 

(Exports, percentage shares) 

Year EU USA Japan China SAARC  ASEAN Rest of the 

World 

1991 31.9 12.8 8.3 0.8 4.7 5.6 35.9 

1992 32.8 13.9 6.8 0.6 3.8 5.3 36.8 

1993 30.4 14.4 8 0.8 3.2 3.8 39.4 

1994 32.8 16.2 6.7 1.1 3.4 4.4 35.4 

1995 30.8 15.5 6.6 1.7 2.7 5.5 37.2 

1996 33.5 17.7 5.7 1.2 2.6 2.7 36.6 
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1997 29.1 20.5 4.2 1.9 3.5 3.3 37.5 

1998 31.2 21.8 3.5 1.9 5 3.2 33.3 

1999 29.5 24.8 3.1 2.1 3.2 2.9 34.3 

2000 27.3 24.3 2.1 3.3 2.9 3.0 37.1 

Source: Calculated from Pakistan Statistical Year Book, 2002. 

 

Table 12: Pakistan's Imports Growth by Country/Region                                                                                                                        

(Percent Growth Rates) 

Year EU USA Japan China SAARC ASEAN 

1992 4.86 1.12 24.76 10.02 -60.95 30.42 

1993 -4.50 12.18 -26.00 21.17 8.85 218.49 

1994 21.74 10.02 0.85 6.71 7.33 -42.15 

1995 9.85 18.14 39.08 29.74 30.20 10.18 

1996 49.71 57.32 -5.89 15.46 88.29 -6.00 
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Fig.  7: Pakistan's Export Trading Partners 2000                                                        

(Export percentage shares)
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1997 -37.38 -12.41 -14.67 4.13 -10.40 30.64 

1998 4.28 -26.88 13.34 -11.60 4.63 20.26 

1999 0.89 -6.59 -13.23 25.29 -3.82 -32.55 

2000 6.73 -1.71 0.19 25.69 78.76 24.18 

Source: Author’s own calculations (Pakistan Economic Survey, numerous issues). 

Table 12.1 Major Exports of Pakistan 

 

Years 

Percentage Share in Total Exports 

Raw 

Cotton 

Cotton 

Yarn 

Cotton 

Fabric 

Leather Carpets 

& Rugs 

Fish & 

Fish 

Prep. 

Surgical 

Instrum- 

ents 

1970-

71 

13.51 17.22 15.57 5.36 3.25 3.05 

0.90 

1975-

76 

8.72 12.64 12.08 5.30 6.39 2.48 

1.16 

1980-

81 

17.77 7.00 8.16 3.05 7.66 1.91 

0.90 

1985-

86 

16.72 9.10 10.25 5.85 5.43 2.69 

1.70 

1990-

91 

6.91 19.29 10.99 4.47 3.62 1.86 

1.37 

1995-

96 

5.91 17.70 14.68 2.96 2.42 1.60 

1.46 
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2000-

01 

1.50 11.67 11.22 2.55 3.16 1.48 

1.35 

2005-

06 

0.41 8.41 12.81 1.78 1.55 1.18 

0.99 

2010-

11 

1.45 8.80 10.33 2.18 0.53 1.19 

1.04 

2015-

16 

0.37 6.08 10.65 2.53 0.47 1.57 

1.73 

Source: Author’s own calculations (Pakistan Economic Survey, numerous issues). 

 

  

Source: Data taken from Author’s own calculations (Pakistan Economic Survey, 

various issues).  Calculated from Pakistan Statistical Year Book, 2002. 
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Table: 13 Major Imports of Pakistan 

 

Years 

Percentage Share in Total Imports 

Machinery Transport Equipment Chemicals 

1975-76 13.67 6.61              2.36 

1980-81 10.62 8.75 4.51 

1985-86 16.44 10.09 7.26 

1990-91 17.65 6.69 9.03 

1995-96 17.89 4.72 11.54 

2000-01 14.12 3.97 12.78 

2005-06 19.54 7.80 10.30 

2010-11 11.21 5.33 11.46 

2015-16 15.30 6.38 11.60 

Source: Author’s own calculations (Pakistan Economic Survey, various issues). 

Exports growth was relatively stable with USA and European Union. The export growth was 

highly unstable with Japan, China, SAARC and ASEAN. Table 13 and fig. 9 provides details 

of Pakistan's imports from different regions. Overall, Pakistan's imports during 1992-2000 

grew by 16.7 percent per annum. A similar growth was observed for the European Union, 

Japan and China. However, it was around 20 percent for USA and 17 percent for China. 

Imports from ASEAN and SAARC 
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Source: Data taken from Author’s own calculations (Pakistan Economic Survey, various issues 

Grew rather rapidly, although the base was very low. During the same period, a average 

annual growth of 36.4 percent was observed for SAARC. Nevertheless, it is vital to note that 

chief importations are from India, Sri Lanka and Bangladesh. As discussed above, 

Pakistan's trade with other SAARC countries is not very significant. 

7. Emerging Trade Issues 

 In this globalized world, economies of the world are integrating under the umbrella 

of WTO rules. The WTO requires elimination of trade barriers and expansion of trade 

across borders. First, WTO attempted to remove hidden trade and quota barriers. It 

also focuses to reduce subsidies; to liberalize trade and also to have competitive 

trad3e in the world. The member countries were asked to allow rationalized tariff on 

trade. As a result, world is expected to benefit a lot because of liberalized and 

competitive exports and imports. It is expected that trade will benefit the whole world.  

However, not that all the nations equitably benefit from trade liberalization, 

particularly, many developing countries failed to benefit from trade liberalization; 

rather some countries were significantly negatively affected from WTO rules. 

Pakistan substantially reduced tariff barriers. As a result, Pakistan’s imports grew 

Machinery Transport Equipment Chemicals

1990-91 17.65 6.69 9.03

2010-11 11.21 5.33 11.46

2015-16 15.3 6.38 11.6

0
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Fig.  9:  Major Imports of Pakistan
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many times more than that of the exports growth. Actually, export industry of 

Pakistan inversely affected from trade liberalization and domestic reform policies. 

Pakistan’s trade deficit reached to the highest level, ever in the history Thus, at 

present, trade is not growth promoting for Pakistan; rather trade deficit has become 

challenge for the Pakistan Economy. 

 As a result of trade liberalization and reforms, state trading entities were 

abolished; expecting efficient and competitive functioning of the market. Pakistan is 

unable to create competitive environment at home and also being a small country, it 

is price taker in the international market. Therefore, international prices led to double 

digit inflation in Pakistan and it also have negative effect on the domestic industry. 

Penetration of international organizations, particularly, services industry has badly 

affected by the entry of multinational companies in the domestic market. 

 Pakistan economy was already suffering from few goods exports too few 

countries’ concentrated of its exports in the world and trade liberalization has created 

more challenges for Pakistan.  The trade liberalization further squeezed trade 

potential of Pakistan. Pakistan tried to look for new trading partners and new markets 

but due to non-compatibility it was unable to benefit from even such new policies. 

 The evidences obtained from the gravity model also indicated that Pakistan 

cannot benefit much from trade within neighbouring countries. However, Pakistan’s 

trades flourish with China, which was also unfavourable. Pakistan had piled up huge 

trade deficit with china too. It is already in trade deficit with major trading partners. 

 The empirical evidences based on revealed comparative advantage indicated 

that Pakistan’s industry was threatened since the introduction of reforms.  In 1996, 

about 27 major industries, (out of 74 industries) were entered into non-competitive 

mode in the world. By 2000, almost half of these industries were emerged as non-

competitive at international level. Presently, significant number of industries in 

Pakistan has been either moved out of the country, relocated within the country, or 

most importantly, a significant number of major industries like textile, have been shut 

down. The empirical results of the antitrade bias, in SAARC countries, indicated that 

Pakistan do not have much advantage in Trade; rather such regional trade is 

antitrade bias for Pakistan.  A reason may be that within the region all countries are 
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alike. As a result, Pakistan does not have much scope for trade expansion with 

SAARC and neighbouring countries 

 At present, Pakistan is facing severe problems in its foreign sector. The Scope 

for employment abroad is squeezing overtime. It has dual effect on the economy. i) 

It curtailed the growth of remittances of Pakistan and ii) The surplus labour, at home; 

do not find jobs within Pakistan. Therefore, unemployment has reached to 

unbearable level. Severe trade deficit is a big challenge for Pakistan, which is 

effecting its growth. The huge trade deficit has forced the country to pile up 

unsustainable public debt; which is also becoming drain on domestic resources. 

Focused policies are required to compact the above cited challenges in the foreign 

sector of Pakistan. 
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CHAPTER: 16 

 

CPEC: China-Pakistan Economic Corridor; 

Infrastructural Development and an accelerator for 

Growth 

 

China and Pakistan are celebrating 2018 as another year of alliance to mark one more 

year of socio-economic relations, which are persistently embarked on the rising trajectory 

of economic growth and it is gathering tremendous strength over the time. The Chinese 

aid plays a major role towards economic growth in Pakistan and the aid is not only limited 

to political gains but is also promoting the economic growth in the recipient country. Not 

only that, total bilateral trade between two has the counties grown to a figure of 18 billion 

US dollars (2015).From the last 15 years, from 2000 to 2015, the bilateral trade volumes 

between two countries have reached to $1.8 billion to $ 150.8 billion. The CPEC project 

was announced by the Prime Minister of Pakistan in 2013, on his visit to china. CPEC 

which is constructed on the cost of 46 billion US dollars is growing tremendously and aims 

to benefit in the areas of energy, defence finance, and information technology (IT), 

economic & social development and communication and infrastructure. President Xi’s not 

only extended economic cooperation with Pakistan but it also has also offered development 

of economic corridors along Bangladesh, India and the Silk Road to revive the historical 

trade lines. President Xi’s stated as under: 

“Let us work shoulder to shoulder to promote the Silk Road sprit. Strengthen China-

Arab cooperation, and realize the Chinese dream and Arab revitalization, and strive 

for the lofty cause of peace and development for humankind” (President Xi’s 

address 24 October 2013237). 

                                                           
 

237See in Ahmed R. and Mi H., (2017), Arts and Social Sciences Journal. 
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The One Belt one Road (OBOR) is a game changer project in the region and world trade. 

There is a need to have a bird’s eye view on Pak-China’s all-weather and time-tested 

historical ties which led to build the necessary confidence to breed the seeds of China-

Pakistan Economic Cooperation (CPEC). CPEC is built on the principles of co-existence, 

harmony of interest, shared visions on local and world development levels. The CPEC joins 

Kashgher (in China) to Gwadar (Pakistan), which is likely to lessen the transportation 

distance of thousands of kilometers for China’s trade for more than fifty countries; including 

European countries238. Thus, OBOR is not a one road link between Pak-China; but the 

road links already exists through KKH highway. Besides, CPEC’s Economic Corridor 

(BCIM- EC) is also proposed to link other countries of South Asia and neighbouring nations 

i.e. Bangladesh-China-India-Myanmar; which is a consequence of over ten years work on 

the project. Under regional development approach, transnational network of corridors like 

in Greater Mekong Sub-region (GMS) are being considered to uplift and bring the backward 

areas into the main framework of the development perspective. China aims to assimilate 

its backgrounds regions as an upshot of this project, which also coincides with Pakistan’s 

interest to integrate its provinces of Baluchistan and KPK. Its impacts are highlighted as 

under: 

“With the completion of this project, the economy would boost and Pakistan would 

stand in line with the developed countries of the world, providing 800,000 new job 

opportunities. All the provinces would be benefited from the project; however, Sindh 

and Baluchistan would be slightly more advantaged.”(The News National, December 

6, 2017). 

 

Evolution of CPEC owes to the extraordinary relations under the genesis of leaderships of 

these two countries to gain mutual benefits. The OBOR project has two targets projects at 

the moment; which are likely to increase with the passage of time. The important project is 

New Maritime Silk route. The origin of the OBOR is linked back with almost seventy years 

Pakistan’s strong relations with China. Thus, the following section looks in to the historical, 

                                                           
 

238 .More likely expansions and connections will come with the passage of time are pointed out in the next sections. 
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economic, strategic and political perspective to understand this everlasting multi-

dimensional co-operation of CPEC; among Pakistan and China.  

Pakistan is 26th largest economy in the world, having a current GDP over $300 billion, if 

the expected growth rate is realized and CPEC is successfully implemented, it is expected 

that the Pakistan will join top ten economies in the world. The CPEC is likely to enhance 

the Pakistan’s economic growth to around 2%; thus it is likely to exceed 6% per annum (p. 

a.). The project is fifteen years development of infrastructural improvement, particularly for 

the construction of roads, bridges, railway tracks and ports. It is a perspective plan for the 

upcoming years of 2015-30; consisting over$46 billion Chinese investment; this investment 

is more than development aid provided by USA, since half a century. This significant 

amount of investment of a single country is based upon 2/3rd of a century relations and 

mutual future trust between Pakistan and China. 

1. Historical Ties and Mutual Interests 

The Pakistan China relations started right after the independence of the people’s republic 

of China with its’ independence in 1949. Pakistan is the first country to recognize China. 

Sino- Pak relations and friendship is based upon sovereign equity, mutual confidence, 

conviction and economic corporation. Sino-Pak friendship is higher than Himalayas, 

deeper than oceans and sweeter than honey239. China launched its first international flight 

to China with intermediations of Pakistan. Pakistan also facilitated USA president (Richard 

M. Nixon) to visit China. This expedited in normalizing the international relations between 

these two countries 240 .  The China’s claim over Taiwan and Tibet was also made 

achievable by this cooperation. Throughout the last half a century, China cooperated with 

Pakistan to develop strategic and industrial capacity. It also assisted Pakistan in developing 

roads and communication networks. However, the multi-dimensional corporation is not a 

resulted of overnight developments. The relation between both countries was gnarled 

                                                           
 

239US-China relations: Seeking strategic convergence in Pakistan, grouping institute, policy paper no 18, 2010 by Bruce Riedel 

and Pavneet Sing.US-China relation: Riedel.pdf; Ali, China-Pakistan Economic corridor/ 2-11. (2016). 

240 Khan Manzoor, Afridi (2015); An era of climax of cordiality in Sino-Pak relation, international journal of social science 

studies.  
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during more than half a century and due to amicably resolving conflicts which resorted 

lucratively and cordially. 

Pakistan has always supported the China’s policy and copiously stood behind China by 

voting in September 1950 for restoration resolution of Chinese people’s rights in the UN 

i.e. by replacing the republic of China. Pakistan also supported China to gain five 

permanent member positions in UN Security Council. China also used veto power in UN, 

whenever Pakistan’s interest was going to be damaged. Sino-Pak relations took a twist& 

laid down stronger foundations during the visit of Chinese president in November 2006. It 

was deemed that there is no serious conflict of interest &there exists a wide range of 

corporation opportunities among two nations. Pakistan also supported China in 1962 in 

war with India. In 1963, Sino-Pak border agreement further improved Pak-China 

relationship. China has always been supportive for its lawful rights. During 1965, Pakistan’s 

war with India, China helped by diplomatic support and stood by Pakistan in international 

organizations. Thereafter, China continues to offer unconditional military assistance to 

Pakistan. China has been assisting Pakistan by offering strategic, military and economic 

aid to Pakistan. China helped to build heavy mechanical complex in Texila (1968); which 

was a good footstep of strategic co-operation and building mutual confidence. Another 

project of aeronautical complex (1971) further strengthened these relations. The foreign 

minister of Pakistan, Z.A Bhutto played a major role in uprooting Pakistan and China closer 

to each other.  

The trans-Karakorum highway (KKH), which is known as friendship highway laid new 

foundations for stronger relations and initiated new avenues linking Pakistan to China. This 

highway is the one of the eighth wonder of the world. The project initiated in 1966 which 

was completed in 1978 which is a mile stone in the Pak-China cooperation. It engaged in 

more than 800 Pakistanis and 200 Chinese experts who participated in the construction of 

this difficult highway. This road connects Gilgit-Balistan (Pakistan) and Chinese province 

Xinjiang, which passes through Karakorum Mountain i.e. Kunjrab pass. It is one of the 

highest paved roads in the world and it invigorated as one of the ancient Silk Road, which 

was historical trading route in older days. China also supported Pakistan during the cold-

war era; at this time geo-political policies of the world were changing for South Asia. The 

invasions of soviet-union in Afghanistan (1979) also threatened Pakistan. In this obscure 
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time, China also supported Pakistan’s point of view; which led to drive out Russia from 

Afghanistan. China also assisted Pakistan (1992) by offering help to build Chashma 

nuclear power plant of 300 MW. The nuclear corporation was further extended by China 

and supported establishment of atomic energy commission and more nuclear power plant 

in Pakistan. 

China facilitated Pakistan throughout the last half a century, by utter economic assistance 

offered to explore coal for cotton. This led Pakistan to not only develop agriculture produce 

but it also opened new avenues for international trade. In 1963, formal trade agreement 

was signed which steered to the most favourite nation status, between these two countries. 

In 1982, joint commission was established for trade and technology transfer. It abetted to 

further strengthen the economy of Pakistan. The Pakistan’s trade started with $89 million 

(1991) and it reached to $ 456 m (2000). The trade volume between the two nations 

reached to over $4.5 billion in 2005. Presently, both the countries are enjoying bi-lateral 

pre-preferential trade agreement. Pakistan’s exports accounts for less than for $ 2 billion 

(2016). During the above cited period, Pakistan imported around $ 600 m (1991) and more 

than $ 600 million (2000) worth of goods from China. In 2006, Pakistan imported $13.7 

billion worth of goods from China, while it exported only $ 1.6 billion. Thus, this trade gap 

reached to $12 billion in this year. The growth of exports turned out to be negative (18%, 

while imports growth rate increase to over 24% (2016). 

The former president of Pakistan, Parvez Mushraf visited China in January 2000 and set 

strong foundations for further joint corporations among the two countries. The very idea of 

CPEC was also sightsee as a result of this visit. On the visit of Prime Minster of China, Zhu 

RongJi in May 2001,   led to sign over one billion dollars projects. China has been 

considerate to extend technical and economic support for most important project of 

Saindak-Gold and Copper mineral exploration Project in Pakistan. China also provided 

support to Pakistan railway by providing hundreds of passenger coaches and locomotive 

engines, which has uplifted Pakistan’s railway. Moreover, free trade agreement (FTA) is 

benefiting both the countries. Since 2006, China has rationalized tariffs for more than 761 

items to zero. In response, Pakistan also reduced its tariffs to zero on 464 items under 

FTA. China was given an access to Pakistani products like cotton, cotton made-ups, bed 
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sheets, agriculture produce, sports’ goods, marbles and other raw material produced in 

Pakistan. Pakistan has gained an access to machinery and transfer of technology, 

Box: 1 

Significance of Project 

“Pakistan’s economy continue to grow, and with economic expansion 

comes both new opportunities for international cooperation and 

geopolitical implications. Simultaneously, China is seeking to 

increase its regional influence both economically and politically. 

China’s one belt one road (OBOR) strategy seeks to increase Chinese 

economic and political ties in Asia. The Middle East, and beyond. The 

China-Pakistan economic corridor (CPEC)is one project under the 

broader OBOR umbrella. The billions of dollars that will be invested 

in projects related to CPEC in Pakistan pose a litany of opportunities 

and challenges for numerous nation…the major CPEC projects 

currently being built and planned through Pakistan-- the construction 

of a major port Gwadar in the southwest and road, transportation, and 

energy infrastructure throughout the country--- and their potential 

effects on trade security and regional relations….CPEC development 

amount to a combined value of nearly 50 billion USD and are expected 

to produce substantial increase in regional trade. --- OBOR 

announced in 2013, has become an integral part of Chinese foreign 

policy under Chinese President XI Jinping. The broad OBOR strategy 

involves connections with over 50 countries and over 1 trillion dollars 

USD in planned projects……The China-Pakistan Economic 

Corridor(CPEC) is one of the most notable of these projects, as it 

connects China and Pakistan through a number of  infrastructure 

projects. The total amount of investment that Pakistan is expected to 

receive will amount to 20% of its annual GDP”.                            (SANDIA 

Report 2017-0207, Jan. 2017, Tucker Boyce, California) 
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Plastic goods, iron and steel products, chemicals, electronics& electrical goods, as well 

as industrial machinery from China. By 2012, imports from China increased by an 

unmatched growth rate and reached to 16 percent ($ 6.7billion). Pakistan’s exports grew 

by 11 percent during this year; amounting to 2.6 billion dollars. Presently, Pakistan has 

also agreed currency swap arrangements with China. More than 200 Chinese enterprises 

and more than 15000 Chinese experts are working in Pakistan on various jointly imitated 

development projects. During the second phase of CPEC project, it is likely grow more; 

after completion of the first phase in 2018. The importance of the project may be judged 

from the box 1. 

Gravity model is commonly used to identify trade potential among countries, which takes 

into account transportation cost. Tucker B. (2017) explained that one study (Sultan and 

Munir - 2015) used Gravity Model and predicted trade volume. The study used modified 

version of Gravity Model to take in to account the outlook of Pakistan along with other 

economic factors. The study concluded that Pakistan has not untapped export as well as 

import potential with its border sharing trading partners in South Asian countries. Trade 

expansion exists for Pakistan, which is limited to its potential land to efficient use of 

resources, as well as trade and economic policies. 

The Liner Shipping Connectivity Index (LSCI) explains shipment of goods connectivity for 

world trading countries. This index is low for developing countries. However, for Pakistan 

and India, it is much better than other developing nations. It indicates that trade expansion 

potential is there for Pakistan. It is up to Pakistan, how it explores its potential241. Pakistan 

has lost its output more than ten billion dollars, due to shortage of electricity and load 

shedding of energy. Trade losses are up to $3 billion, due energy shortage. FDI has gone 

down from $5.6 billion to $1.5 billion. GDP growth rate also fell from over 7% to less than 

5%, recently. Unemployment has also touched double digit, due to above cited facts. Given 

the present economic crises, Pakistan calls for a big push for the revival of the economy, 

which is likely to happen through significant investment under CPEC. The major projects 

to be finance through Chinese loan are given in the figure 1.  

                                                           
 

241 . For more details see SANDIA report, ibid. 
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The OBOR project is expected to play a ground-breaking role in accelerating the trade 

between China and trading partners (see map in appendix). It is aimed to ease free of cost 

flow of goods and encourage countries along the one belt to coordinate by following 

inclusive and balanced regional social and economic development policy. The Silk Road 

is an economic belt which is one-half of the plans. Besides, Maritime Silk Road is likely to 

benefit more to the connecting counties from China to South Asia and other trading 

partners. The Silk Road is connecting Railway line from Europe to China via Central Asia, 

through Indian Ocean to Persian Gulf, Red Sea and Gulf of Aden. China will provide $40 

billion for this project. The China Pakistan Economic Corridor will strengthen cooperation 

and trade expansion. The Bejing- Gwadar- Kashgar links are given in the map (OBOR 

Route). 

Pakistan has very strong economic and strategic relations with USA. Presently, USA has 

shifted its preferences towards India and it is also criticizing CPEC project. In the last sixty 

years, USA has provided almost on average, around a little more than one billion dollars 

support per year. There is hardly 30% of this aid component, which helped to improve 

economic conditions. The rest of the aid turns out to be a burden and dependency of 

Pakistan on USA funding.  At present, USA is not much willing to help Pakistan. It has more 

of political motive than that of economic support. Major portion of the aid consisted upon 

coalition funds to reimburse war expenditures, against terrorism. Pakistan lost over $100 

billion due to terrorism in the country. China is not investing in only One Belt One Road but 

more than 70% of the CPEC financing is for new energy projects. 

Energy shortage is one of the top issues in Pakistan. China has helped Pakistan not only 

to solve current energy crises but it has supported to ensure sustainable energy in the 

next several years. It has developed stronger relations with China.  Pakistan has come 

out of energy crises, which was one of the major deep rooted problems for the economy 

as a bright upshot of this co-operation between Pakistan & China. Thus, the OBOR is 

likely to bring an economic change in Pakistan. The details of the project are elaborated 

below.             
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Figure: 1 

 

 

Source: Irshad M. S., Xin Qi. And   J. of Econ. And Sustainable Development (2015). 
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The OBOR Route 
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The existing and new Routes (OBOR) 

 

 

Source:http://www.thefridaytimes.com/tft/the-tft-guide-to-cpec-for-incredibly-

smart-people/ 

2. CPEC: Infrastructure Development 

CPEC is almost over 3000 Km long route which will connect highways, railways, oil & gas 

pipelines. Furthermore, it will also establish the economic zones and improve urban 

commuters. The OBOR will link Kashgar to Islamabad and Islamabad to Gwadar. It will 

also link Persian Gulf and Middle East; from UAE to Malacca-Hong Kong-Shanghai-Bejing 

(existing route, see map). The OBOR will be 2000 Klms. long express highway of 

international standard. China’s 80% oil and energy needs are reached through Strait of 

Malacca to Shanghai; over 16000 klms. Which takes up to three months to reach 
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consignments. The OBOR is likely to benefit 4.4 billion people (over 60% of world 

population), residing in 55 countries. The total economic volume of these countries 

exceeds $22 trillion (around 30% of the world economy). The project will be extended to 

three routes; central, southern and northern regions of Pakistan. The development of 

infrastructure is the primary step to lay foundations for accelerated economic 

development. Infrastructural development acts as a sound foundation to sustain economy. 

It is expected that initially China has committed to invest over $45 billion in the OBOR 

project. It will further attract over $18 billion investment from local public and private 

investment. Over time, this investment is likely to exceed to over to $70 billion, while 

implementation of the project is still under the process. Planned investment consists upon 

74% of the allocation for energy sector, 20% for coal & mining, 13.5% for road and related 

infrastructure. Thus, around $9 billion for mining, around $4 billion for rail & Mass Transit 

and Fiber optics will be provided under the umbrella of this project. Around 10,000MW of 

electricity will be added to the current production by 2018. 

The energy projects will continue to be constructed up to the end of the plan (2030), as 

the need and demand arises over time. The imperative features of infrastructure 

development under CPEC are; 

1. Transport and communication network. 

2. Roads and highways; form to market roads tertiary roads to link economic zones. 

3. In this modern era, development of digital technology and it’s linkage through internet 

and other mediums. 

4. Feeder air ports for fast connecting the regions in a country and globalized linkages. 

5. Ports, shipping and optic fiber lines. 

The CPEC project is beyond the development of infrastructure, which will provide a 

reverberation and sustainable base for economic revolution in the country, particularly in 

the realms of industrial, cultural and economic changes to impart and disseminate modern 

technology. CPEC includes not only breeding highways but it also includes major routes 

by developing and connecting all provinces of Pakistan to maintain regional equity and 
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ultimately to globalize the country. No doubt it will promote China’s backward areas, by 

saving its transport cost for international trade, as well as improving the economy of 

Kashgar. The underdeveloped provinces of Pakistan are also likely to benefit the same in 

Pakistan too.  Most important is China’s transport saving routes which will connect more 

than 55 countries of the world. It is expected that China will have cost saving delivery of 

goods and services to almost half of the world population. The CPEC will lead to shorten 

of distance for carrying goods among trading nations, after its completion. Thus, the 

project will boost trade in the countries along the route. The map below shows the route 

which China takes now to trade goods among nations. The new route shows the 

significant decline in distance amid to completion of CPEC projects. The Kashgar–Gwadar 

express road network will be connecting several cities and areas in China and Pakistan, 

which will uplift their economies. The road route consists upon Kashgar- Hunza-Chilas-

Manshera-Islamabad- D.G. Khan – Khuzdar-Hoshad -Gwadar. With the development of 

OBOR, the link roads will be added consisting upon three other extensions. 

i) Ksahgar-Khunjerab-Islamabad-Lahore-Multan-Hyderabad–Karachi–Gwadar. It is 

likely to uplift Sindh and Punjab.  

ii) ii) Kashgar-Khunjerab-Peshawar-Kohat- D.I. Khan-Sukkur–Ratodero–Gwarar; mainly 

benefitting KPK and Sindh and eventually Baluchistan. It will have significant impact on 

the development of the backward areas of Baluchistan and Sindh. 

iii) Kashgar –Khunjerab – Peshawar–D.I. Khan – Zahob-Q. Saifullah – Quetta-

Gwader.  It is another route, which is expected to benefit these areas and connect them 

to the domestic markets of the country.  

Thus, this OBOR projects have three spines to strengthen the entire territory of Pakistan, 

particularly, the backward areas of Pakistan. The Kashgar-Abbotabad is already existing 

route of KKH, which will be strengthened, expanded and improved. Pakistan is working of 

these connections to link the approaching roads and highways. The link express and 

motor ways in Pakistan are; Peshawar – Islamabad – Lahore- Faisalabad. Faisalabad-

Multan (N-4) – Multan-D.G. Khan (M5)–Sukkar. Hyderabad-Karachi (M9).Karachi to 

Gwadar (M7 & M8).T here are several trans- freight stations, which will be built on OBOR. 

Such locations are likely, not limited to,  Sust, Gigit, Abottabad,  Loralai, Khuzdar, Pajgur 

and  Turbat Besides, D.G. Khan, Rajanpur, Kashmore and Jackababad, which are also 
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likely to be central points for not only trans-stations but also industrial zones. When these 

commercial activities are generated, the surrounding areas are likely to surpass present 

semi-developed urban areas of Pakistan. The new OBOR corridor is likely to reduce over 

10,000 km distance to Gulf states, which will reduce the present distance to ten days; 

from 45 days amount of FDI in these areas too ( current route for china i.e. via Malacca).   

India can significantly benefit by linking its road network by improving its economic and 

strategic relations with Pakistan and neighboring countries in the region.  It can deliver a 

big push to Indian economy by linking Asian Highway-Wagha – Lahore – Islamabad – 

Peshawar- Afghanistan and China. India can also reach Karachi through Wagha – Lahore 

– Sahiwal – Multan –Sukkar – Hyderabad-Karachi. India can also have mini-express way 

from Ferozpur to Lahore and thereafter link it to the diverse markets of Pakistan. A short 

route to Karachi could be through Sulimanki –Okara-Sahiwal –Multan- Hyderabad and 

Karachi. Presently, Indian trade is limited to agricultural produce through Wagha only.  

The trade with Afghanistan today is through sea route; which can be routed through 

Lahore – Wagha-Peshawar; much cheaper routing than the present options.  All the above 

depends upon the wisdom of Pakistan and India to expand their relations with each other, 

resolve their dispute and think about addressing poverty and other economic issues in 

these countries. 

Another most significant project is Gwadar port, which is game changer in global trade. It 

is up to Pakistan to benefit from these opportunities in corporation with China. Besides, 

an international airport is financed by China at Gwadar, which is being built through 

Chinese funding. The immediate burning issue of Pakistan is energy shortage, for which 

China has financed projects for 15000MW to be built on priority basis. Pakistan has 

overcome on energy shortage in the first two years of the first phase of the OBOR project.  

Its fruits has already been started to benefit Pakistan economy. Pakistan’s economic 

growth and trade had started to recover and growth rate has increased. 

In addition, rail network and fiber network will also be constructed along Pak-China 

economic corridor. The development of Pak-China relations is likely through the proposed 

new economic zones by China and Pakistan; along the corridor, which are likely to alter 

the economic fate of Pakistan. Not only that, it will actualize the long China’s dream to 
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emerge as economic superpower in the world. It is the very reason that all major powers 

in the world and neighbouring countries of Pakistan are looking at this project as a 

challenge and a blessing too. Financing and allocation of investment is pointed in the 

following map, on the next page. 

3. GWADAR: The Viable Port 

Gwadar port, located in the Indian Ocean, in Baluchistan, will be the world’s deepest port 

in the Indian Ocean dominated by Strait of Hormuz. It will be connecting Middle East and 

Europe on an economical sea routes. It will also serve as most viable and cost saving 

gateway via Pakistan to China, Afghanistan and India, on the one side and to Middle East 

and Europe on the other end. It will connect central Asia via Afghanistan too. It aims at 

reducing the China’s dependency on Malacca Strait and will save thousands kilometres 

of distance. Besides, the importance of this port is due to the strategic interest of both 

countries. The project is likely to revive Silk Road and Amber route, which was used to be 

the hub of world trade, years ago. It can link Delhi to central Asia and other destinies 

through GT road.  

Gawader is located in Baluchistan on the Gulf of Oman and it is most suitable for deep 

port; unmatched with India-Iran project of Chabahar port, which is hardly competitive to 

this project. India is likely to invest more than $20b on this project. The China’s trade 

through Gwadar makes it viable and a budding project to reap significant economic, 

strategic and social linkages. Shifting current trade route for China’s trade and import of 

energy will further make it economical viable; adding to the increasing traffic of container 

and trade shipments. Benazir Bhutto intended to develop this port as early as in 1994; 

however, no significant progress was made to realize the project. It is not only likely to 

become a bull's eye of its major trade connection but if only 50% of China’s existing trade 

is routed through this port, it will make it not only feasible project but an economic and 

strategic route for China too; as compared to the existing trade route to the Strait of 

Hormus; which touched over 30% of the world trade. Gwadar could impulse Chinese trade 

and make it strategically secure for import of energy and oil. The current route of almost 

13000 km; from Persian Gulf-Strait of Malacca-China. The corridor is likely to engulf 2000 

km of shipping network in the Arabian Sea for different destinations, too.                           
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CPEC Projects and their financing 

 

 

 

 

 

 

 

 

 

 

 

The Gwadar rout will save more than 12000 km of transport cost and more than 

one week’s time to reach the consignment to diverse destinations. Being this the 

only deep port, there is no competitive in the region and it is now under the Chinese 

state owned company to construct and operate approximately 40 years lease 

agreement. The Gwadar port is handling over one million tons of cargo. The port 

is expected to handle up to 100,000DWT cargo on its berths. In future, it is likely 

to be expanded and could capture LNG gas and oil imports of China and Pakistan. 

Presently, two oil terminals are under construction having a capacity of handling 

200,000DWT oil and gas.  China is importer of its 60% oil from rest of the world. 

Its major share is likely to pass through this port. This import of oil is likely to 

increase up to 80% by the completion of the project in 2020. Thus, the future 

expansion and optimal utilization potential is already there. It is expected that by the 
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completion of the project, China will become world’s No.1 trade handling country.  The 

construction of international airport will make it a center of one the major trading center in 

the world, connecting more than fifty countries and trade of the world. It is becoming an 

attractive focal point of international investment. There is ample potential for two countries 

to reap benefits from diverse natures of projects. A new city is also being developed on the 

Gwadar port, which is an attractive center for foreign direct investment being a great 

strategic importance for China and Pakistan. Maritime Silk Road links China’s port with 

African Coast through Suez Canal (Mediterranean). The OBOR/Maritime Silk Route will 

strengthen economic, trade and social relations with European countries, Central Asia, 

AEAN and South Asian countries. The OBOR project is a linked with six Corridors:  

1. New Eurasian Land Bridge (Kazakhstan,  and Russia),  

2. China- Mongolia-Russia Corridor ( China- Mongolia),  

3. China –Pakistan Corridor,  

4. China-Indo China Peninsula Corridor ( Cambodia, Laos, Myanmar, Thailand & 

Vietnam),  

5. Bangladesh-Chins-India-Myanmar Corridor ( Bangladesh, China, India &Myanmar) and  

6. China-Central Asia –Western Asia Corridor (Turkmenistan, Uzbekistan, Kazakhstan, 

Iran & Turkey). 

 It is an investment of around trillion dollars; which bring revolution in world trade relations. 

Thus, OBOR must be analysed further in the above perspectives. 

4. CPEC Projects 

The president of China Mr. Jin Ping unveiled the CPEC development project, which is 

bounded by different projects along one-belt-one road (OBOR). This is a multi-sector 

project anticipated to promote not only China & Pakistan, but almost connected with the 

economic and trade benefits to the half of the world. China has already emerged as second 

economic power in the world. It is expected that this project will significantly expand 

economic territory of China. It is projected that it will be distributed through Silk Road 

(OBOR) crossing Pakistan’s border to China on the one side and connecting rest of the 

world through Gwadar sea port and Gwadar international airport. The OBOR chief express 
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highways will be built across Pakistan; which is expected to not only uplift backward areas 

of different provinces but also likely to boast the economy and standard of living of 

periphery provinces of Pakistan.  

Currently available umbrella of projects are discussed below. It may be noted that these 

projects will continue to upsurge as a further interest of both the partners and rest of the 

world to gain economic and other socio-political benefits. 

5. CPEC: Development Plan 

The development projects under CPEC have a target to attain its goals by first offering its 

three year plan (2015-2018). Thereafter, short run projects will be accomplished by 2020 

and 2025.  The long term projects are likely to spread its fruits by 2030. Thus, it is nearly a 

15 years perspective in infrastructure and economic uplifting of Pakistan and China by 

adopting Sectoral integrated approach. Pakistan has successfully succeeded to address 

immediate and swear economic issues by the US-Aid of more than $46 billion. The most 

pressing crisis in Pakistan is the shortage of energy, which could be solved by investing in 

electric city generation and other projects. This is likely to produce around 15000 MW by 

2018. The energy needs of Pakistan will be addressed and severe electric city load 

shedding is likely to disappear under this project. More than 90 percent of physical 

achievements in this project have been achieved. It is a huge project for which major 

portion of this foreign aid around 3 to 4 billion dollars will be capitalized. It is not only likely 

to meet energy shortage problem but it will lay foundations for providing sustainable input 

needs for industrial growth in Pakistan for future as well. At present, 1/3 of Pakistan’s 

industries have either been shut down due to energy shortage or global competitive 

impacts. Some of these industries have been moved out of Pakistan. The CPEC project is 

likely to revert to the situation and Pakistan and can enter again in the phase of export led 

competitive growth by exporting manufactured value added goods and globalized it’s 

economy with rest of the world.  

Energy Development Projects: Under the umbrella of CPEC Plan, the following energy 

project is likely to be completed (For details see Map 2). 
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1. Gaddani Power Park will generate 1320 MW costing around $4 billion. The Jetty and 

infrastructure development will cost 1.2 billion dollars.  

2. Hub-coal power project of 660 MW will cost around 1 billion dollar, which is expected to 

be completed in 2018.  

3. Salt-range mind mouth power project, Punjab of three hundred MW will cost around 0.8 

billion dollars.  

4. Kohala Hydel project (AJK) of 1100 MW will cost around 2.4 billion dollars; which is 

expected to be completed 2024-35.  

5. Pakistan Wind farm project/ capital II (Jam Peer; Thattha in Sindh of 100 MW will cost 

150 million dollars.) 

6. Thar project: Thar mine mouth ORACLE, Sindh of 1320 MW will cost around 1.3 million 

dollars.  

7. Muzafargarh coal power project (Punjab) of 1320 MW will cost around 1.6 million dollar. 

8. Gas power plant of 525 MW will cost around one-half billion dollars.  

9. Sahiwal coal project has already been completed and it is producing energy (electricity) 

costing around 1.6 billion dollars and capacity of 1320 MW.  

10. Quaid-e-Azam solar park of 1000 MW costing around 1.4 Billion dollars has been 

completed. However, it is not producing electricity as per expectations (Punjab). 

11. Daud wind form/ Bhambore (Sindh) of fifty MW costing around 0.2 billion dollars has 

been completed. 

12. UEP wind form Jhimpir Sindh of 100 MW costing around 0.3 million dollars has been 

completed.  

13. Sachal wind form (Jhimpur- Sindh) of 50 MW costing 135 million dollars has also been 

completed.  
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In addition to above, there are four infrastructure projects in pipeline, which are expected 

to complete in the second and third phase of plan (2018-25). There is a plan to complete 

twenty four energy projectbearing of $34 billion. Some of these projects are given below. 

i). Sunneck wind form (Jhimpur – Sindh) of 50 MW will cost around 125 million dollars.  

ii). Suki Kinari hydro power project (KPK) of 870 MW will cost 1.8 billion dollars. 

iii). Karot hydro power project of 720 MW will cost around 1.5 billion dollar. 

Moreover, two projects of Matiari to Lahore transmission line (1.5 billion dollars) and Matiari 

to Faislabad transmission line (1.5 billion dollars) will be completed by 2018. The following 

map shows CPEC picture of projects. 

These projects are likely to produce around 10.5 thousand MW costing 21.5 billion dollars 

will be completed under this plan. Thus, the plan is based and aligned to be completed 

along with the development phase and industrial development in Pakistan. On the whole, 

it is likely that more than 34 billion dollars will be spent on energy projects. It may be noted 

here that most of the energy projects will be coal based. In addition to above, the key 

energy projects include 1320 MW (costing 2 billion dollars), which will be built in port Qasim.  

Angro-Thar project:Thar coal fire coal power project will install 660 MW costing around 1 

billion dollars. It may be noted that Sahiwal coal project has already been completed. The 

development of transport infrastructure is the second chief investment through CPEC 

project; for which around 10 billion dollars ($9.8 B) are being invested to be built express 

way from Gawadar to Kashgar (China)242. One route will pass through Sindh to Lahore, 

Islamabad and Kashgar. The other route will be Gawadar to DI khan, Gilgit-Balistan and 

Kashgar, thus, covering the entire territory of Pakistan. OBOR initiative will ultimately cover 

around 6 corridors i.e. new Eurasian to China, Mongolia, Russian corridor. Another corridor 

will be China, central Asia and West Asia corridor; which will be connected through 

Bangladesh. It will be connected new Eurasian land bridge. Another link will be established 

through Bangladesh, China, India and Myanmar corridor passing through China, Indo-

China and Peninsula corridor. All these routes will be connected through Pak-China 

corridor. National trading corridor includes KKH- route, Karachi- Lahore highway and 

                                                           
 

 Pakistan Planning commission / Top line research. Saad Hashemy/ top line securities. February 2016. 
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railway up gradation of more than thirty railway stations. The existing network is being 

improved and reconstructed  by funding through a loan of over 12 b$, having minor service 

charges of only 1.6% interest rate.  More than six border gates will be built across the Pak-

Afghan border. The chief infrastructure projects include different projects as given below. 

i). KKH Phase II, Riakot Islamabad section ( US $3.5 Billion) 

ii). Peshawar-Karachi Motorway (Multan Sukkar Section; US $ 2.6 Billion).  

   Major developments under CPEC (Location in map) 

Source:http://www.thefridaytimes.com/tft/the-tft-guide-to-cpec-for-incredibly-smart-

people. 
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 5.1 The rail projects  

i). Expansion/ improvement and reconstruction of existing M/L1 ( US $ 3.7 

Billion)  

ii). Havelyian dry port.  

iii). The rail network frok from Kashgar to Hotan is already there. It is operational 

for cargo transportation. There is no rail network between Hotan and havealian. 

The Havelian to Islamabad network will link the existing railway system in 

Pakistan i.e Peshawar-Railwalpindi- Lahore- Multan- Rohri-Karachi. This link is 

connected from Rohi- sukkur-Quetta., which is further linked to Gwadar. Plan 

is in channel for connecting Gwadar- Mastang-Hohab and Turbat. If these links 

are developed, it will help to have dual connections for Kasgar to Gwadar. 

Another route for rail link may be developing as under. Kashgar- Hotan- 

Abbottabad- Hovelain- Mianwali-Darya Khan- Zohab –Botan- Quetta-Mastang-

Kalat-Hoshab–Turbet-Gwdar(Siddiqui- 2013)243. The projects are identified in 

the following map.           

 

 

 

 

 

 

 

                                                           
 

243 .For other details see Siddqui Jawad, 2013, Creating Value in Multimodal Trade through Rail Linked inland 

Deposits Intermodal Europe 2013 , October 8, conference Hamburg. 
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Special Economic Zones and Related Activities 

 

Source: Mubeen Adnan &Bushra Fatima (2016), South Asian Studies. 

5.2 Economy on Travel Time and Its Cost 

“The completion of China Pakistan economic corridor (CPEC) is expected 

to reduce the travel distance by 50-85%; for more than 33% of China’s 

container traffic directed towards directed towards Europe, Middle East  

and  Africa; 70 million containers with Europe alone, trade estimated over 

US $ one trillion with these regions….. Pakistan’s share including 10-15% 

Chinese trade would, however, hinge on its capacity to handle the volume 

of transit trade.”  ( Masood T,M,, Farooq M., &HussIN B. S., (2016). 



561 

 

5.3 Gwadar Port 

The building and operating Gwadar port is a key project to make CPEC viable. Therefore, 

it has central place in this plan. Above $1 Billion will be invested in the construction of 

Gwadar port at Gwadar, Balochistan. It is likely to generate economic activities in the 

underdeveloped province (Balochistan) of Pakistan. Furthermore, additional infrastructure 

will be developed around Gwadar city. A new Gwadar city will be built with the new 

international airport and hospital. Most importantly, free trade and economic processing 

zone is a part of the expansion and up gradations of the Gwadar port. Over 500 Chinese 

experts are working to complete this project. Five experts working group and ministerial 

level joint co-operational committee is intensively working and monitoring the performance 

for the timely completion of the project pertaining to Gwadar port, Gwadar airport, industrial 

parks, Gwadar city, express way from Gwadar and transport facilities. This committee 

continuously approves and recommends new needs of CPEC to materialize full benefits of 

the project. A Gwadar free trade zone is also a part of establishing Economic zones. A 

significant amount of work has been completed. It will be fully operational by the next year. 

To make the project attractive, Pakistan has offered generous concessions to the Chinese 

firms to construct and operate the port. China will enjoy tax free port for forty years; with 

exemption of income tax for more than two decades.  For other services, tax exemption is 

agreed up to 38%. Pakistan has also made case-by-case adjustment for several options. 

Pakistan has initiated new training program so that these development activities are 

support with needed human capital. Around 200 officials have been trained for the first 

phase of the project and Pakistan is making effort on all around to meet the human capital 

needs of the project. The navigational facilities and requirements like security and strategic 

needs are also being developed to operate it safe and secure. The project is likely to 

strengthen Pakistan’s Navy too. Pakistan has amended its tax laws to accommodate the 

project and extend cooperation with China. 

5.4 Oil and Gas Pipeline 

Along with OBOR and rail network, there is also a notional plan to build oil and gas pipeline. 

This link may extend to Kashgar (China). It could link Middle Eastern oil producing 

countries with Kashgar and thus not only reducing cost of transportation but it will also be 

secure and long term supply of these inputs. Pakistan is suffering from gas shortage and 
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it has planned a gas/oil pipeline from Iran to Quetta (Pakistan) and upland in the country. 

This project may be extended to China too. It is a victim of international politics, particularly 

Iran- super power relationship, which are affecting Pakistan’s economy too. This project is 

in the pipeline. However, to supply gas from Karachi to upland, a gas supply line has 

already been inaugurated by the Prime Minister of Pakistan. In future this project is also 

likely to be extended to Kashgar- China will benefit by building oil pipeline from Gwadar to 

China, which will reduce distance of over 7500 miles. 

5.5 Mass Transit Line and Fibber Optic Project 

Under the CPEC, mass transit system in Lahore will be constructed and made operational 

by investing over $1.6 Billion. In Lahore, Metro bus line has already been developed. This 

new mass transit system will connect from one corner of Lahore (Thokar Niaz Baig) to 

Shalamar Bagh. It is expected to provide commuting facilities to thousands of urban 

population to reach their destination i.e. to their offices, universities and schools. One of 

the major impacts will be to reduce vehicle traffic to the existing urban roads. The urban 

traffic jam is one of the major problems in Lahore. The above cited two projects are likely 

to have significant impact on easing existing traffic in Lahore. To facilitate further 

communication facilities, fiber optic project is also in the pipeline. Economic and strategic 

impacts of the project are likely to benefit the world. 

“Whatsoever controls the Indian Ocean dominates Asia. The Ocean is the  key to the 

seven seas in the twenty first century, the destiny  of the world will be decided in 

these waters244”.( Admiral Alfred Thayer Mahan). 

  

                                                           
 

244 . See in Mirza Zahid l. Chaina vision of OBOR… Margalla papers, 2016. 
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5.6 CPEC: Special Economic Zones 

The region has world’s twenty important countries (out of 188 nations) having their 

economic strength over $ 65 billion dollar, which captures 60% of world production. 

Besides, world’s top six countries are also linked to this region; among these china and 

Japan are ranked 2nd and third top economies of the world. 

Special Economic Zones (SEZ) will be developed after development of infrastructure and 

Gwadar port. The most important project is to develop industrial parks and SEZ along 

western, central, and eastern corridors of CPEC project. These projects have not been 

finalized yet. It is expected that more than 30 SEZ will be constructed which will benefit all 

the four provinces of Pakistan. In 2015, COPHC leased 650acres of land to build and 

operate free trade zone. Pakistan is likely to eventually spare over 2200 acres of land for 

this purpose. The COPHC Company will invest US$5 billion for road facilities, power 

provision and building hotel facilities for the trading zone. These economic zones are likely 

to have significant impact on unemployment problem in Pakistan. But most importantly, it 

will help to revive industrial sector in Pakistan. The Pakistan is likely to put on export led 

growth scenario. However, it is not that unassuming; it depends upon manpower 

development, skill and training to develop labor into human capital. Besides, it will be a 

challenge for Pakistan industry to compete with Chinese entrepreneurs who are already 

developed and or in advance stage. Notwithstanding the above, investment in Pakistan is 

likely to grow over 15% of GDP which is hardly 10% at present. Another major impact of 

these economic zones will be improvement in productivity and accelerating economic 

growth in Pakistan. For certain routes the time saving will be reduced to ten days, from 

present time of over 40 days for trading through existing routes. However, much depends 

upon realizing the planning for industrial revolution and competitive trade while managing 

potential risks in the way. The project is likely to have a significant impact on industry 

(1.7%), services (13%), and on GDP (3.5%). Overall, it is likely that GDP growth rate will 

be enhanced by 2% to over 5% at present as indicated by IMF estimates. It is expected 

that debt servicing may increase $3 Billion which is expected to continue for 10-30 years. 

However, the debt servicing may not be a burden on the economy because the revenue 

generated from this project is likely to exceed debt servicing. Moreover, exports of Pakistan 

are also likely to be enhanced which will also earn foreign exchange for Pakistan. It is likely 
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to meet debt servicing, balance of payment needs, and savings for further investment. 

Exports of Pakistan are likely to increase $3 Billion. Altogether, Pakistan is likely to benefit 

from above sources for more than $10 Billion annually, which could further be enhanced 

based upon the aptitude and capability of the planning of Pakistan.  

The debt repayment of the project will start on 2021 which will be initially Rs. 150 Billion for 

the project. It is likely that it will put a pressure on budget deficit. It is expected that around 

$10 Billion investment for infrastructure will be offset by the earnings and revenues 

generated from duties, taxes, and toll taxes etc on the completion of the project. It is also 

in the cards that present squeeze of FDI in Pakistan will initially be neutralized through 

investment of this project. The project is likely to create investment friendly environment 

and upgrade Pakistan’s economic ranking in the world. Moreover, the efforts of the 

government of Pakistan are in the offing to be fruitful to establish law and order situation. 

As a result, FDI is expected to find is destiny in Pakistan due to ample economic 

opportunities along this corridor and in Gwadar port. The Chinese investment in economic 

zones is to be expected to lay foundations for industrial development in the region. It will 

also benefit to mobilize resources through private sector investment.  

To deliver technical support to economic zones and cooperation with China experts, as 

well as, industry, Chinese language center has been developed in Islamabad in the NUML-

University. Chinese language is being encouraged all over the Pakistan; it has started to 

be taught as subject in school and colleges. Besides, Technical and Vocational colleges 

and schools are being established to support the new industrial and infrastructural 

developments. 

6. Financing of Development projects 

Multidimensional approach has been chalked out to finance the development projects and 

Economic Zones.  A cooperation support at the center of the Gwadar will be established to 

support energy, roads, expressways (Infrastructure) and industrial zones. The CPEC is 

entirely financed by China; at the outset of US $46 billion, which has increased over time. 

The industrial and infrastructure Corporations, as well as other associations are invited to 

partake and advantage from the projects. There will be around $10 billion dollars as 
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commercial loan, on concessional terms and conditions. Another credit will be in terms of 

export credit and as aid consisting upon grant. The international airport at Gwadar is a part 

of grant. Chinese companies are investing in Pakistan’s energy sector; more than 10,000 

MW energy has been produced under these projects. Major Chinese Banks like Industrial 

and commercial Bank, Export and Import Bank of China, China Development Bank and 

other financial companies are also participating in financing projects related to CPEC. 

7. CPEC: Impacts 

“(The project) will help Pakistan in dealing with the issues of unemployment, 

unemployment, poverty and injustice of underdeveloped provinces. By every mean, 

CPEC is said to be appeared as a game changer and would be beneficial in terms of 

the stability and security concerns regarding Pakistan. This project is analyzed as a 

winning situation for both states……. As it is quite clear that if the economic sector 

of any country at the global stage is highly raised or it is on the road to progress 

measures, it would not only lead that more country more dominant and influential in 

order to emerged as a competitor state but also to win the race from the economic 

strategy. Also the Gwadar port is the hub of the future economic prosperity of the 

states.” (Adnan M. and Fatima B.  2016,  SAS.). 

As already stated, this project is likely to have noteworthy impact on the economy of 

Pakistan. The GDP growth is likely to improve by 1 - ½% to 2% annually; reaching 

economic growth over 6% per annum. It is also likely to attract considerable amount of 

foreign direct investment. It will perk up living standards of deprived areas by offering them 

employment opportunities for more than 700,000 individuals. Such indirect blow will be in 

addition in the creation of these jobs. It will hasten the investment and businesses 

environment in backward regions. Around 73000 Sq. km area will attract tourism facilities, 

in the Gilgit- Baltistan and northern part of the country. The development of the economic 

zones seems to be fulfilling long awaiting dream. Nonetheless, it will look a reality in terms 

of accelerating economic growth in Pakistan; based upon the assumption of Pakistan’s 

optimal utilization of its resources, investment pronouncements and negotiations. It will 

offer Pakistan to develop its human resources by converting them to human capital in the 

course of globalized channels; i.e. by improving education, technical education and training 

for its energetic youth (which is almost more than fifty percent of its productive human 
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resources). It is also likely to present regional and economic stability by integrating its 

people and economy with the globalized world.  

The present double digit unemployment will also be significantly abridged by this huge 

investment in infrastructure development. Most importantly, it is likely to impart industrial 

revolution in Pakistan. Moreover, agriculture output is also likely to be enhanced, 

predominantly cotton crops, rice, and wheat are likely to grow out of 21 new energy 

projects, 14 projects are likely to be completed in the first plan contributing more than 

10,000 MW of power which will unravel energy shortage problem in Pakistan. Electricity 

load shedding has already been decreased up to over 80%. It has started to provide energy 

stimulant for industrial sector. One of the major reasons for dawdling economic growth in 

Pakistan is owe to poor communication and infrastructure facilities. The poor performance 

of transport sector lost around 4% of GDP every year.1 with the development of economic 

zones, it is likely that Pakistan’s imports will drop and rising exports will lead to lay 

foundations for export led growth in Pakistan. However, it depends upon the vision of 

Pakistan to invest and attract investments into export oriented industries and also to meet 

the international competitive challenges for manufactured goods. The end result could also 

be reducing trade deficit in favor; which is one of the top most burning issues in Pakistan 

at the present. Pakistan will be forced to enter into globalized world and emerge out of land 

locked markets.  

The CPEC project is designed in such a manner that all the four provinces of Pakistan 

benefit from this development particularly, the back world and remote areas like 

Balochistan, Gilgit - Baltistan and districts of KPK province will get big push for 

development. It is also likely that rich mineral resources of Balochistan are likely to be 

explored through globalized linkages for which such doors will be opened for accelerating 

growth and exploiting ideal resources which are waiting for technical and financial 

investment. In the early stages, Pakistan can benefit from exporting agriculture produced 

like fruits, vegetables, cash crops, and fruits from Gilgit - Baltistan.  Pakistan will also 

benefit by offering transport and communication facilities through CPEC corridors. It is 

likely that in the beginning, Pakistan may benefit to over $ 5 billion in terms of revenue 

generated through CPEC services, tolls on highways, and other related facilities. Over 

time, these benefits are likely to cross $10 Billion, per annum. Undoubtedly, Pakistan can 
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also magnetize significant numbers of tourist to enhance its foreign exchange earnings. 

Pakistan has five out of 14 world’s highest mountains having peaks over 8,000 meters. The 

world’s 2nd highest peak of K-2 mountain and Nangha Parbat is also located in the Gilgit-

Baltistan area. 

CPEC is likely to bring sustainability not only in the economy of Pakistan but also it is 

expected that the country will invest more to further improve law and order situation; which 

has already been appreciably enhanced. The deprived regions are likely to be integrated 

into the main frame of the economy by stimulating economic benefits to the deprived 

regions like Baluchistan and Gilgit-Baltistan. The separatists’ elements in Balochistan and 

other such pockets are also likely to die down as a result of sharing prosperity across 

Pakistan. Pakistan will also be integrated in a new regional block which will provide 

strategic umbrella to its foreign policy and relations with rest of the world. Along with China, 

Pakistan will have an access to more than 50 countries with economical transport facilities 

as well as amalgamating with this almost half of the world’s population; consisting upon 

more than 50 countries. It is important to note that more than half of these countries belongs 

to the developed world particularly Pakistan will be more integrated with European block. 

In nutshell, this project is likely to improve Pakistan’s economic, social, commercial, and 

geo-strategic policies. Pakistan is also likely to benefit from Chinese technology which is 

based upon low cost production; the secret of trade dominance of China. With the passage 

of time, one estimate indicates that, over time this corridor and its territory are likely to 

attract more than $900 Billion directly or indirectly. 

Pakistan is likely to emerge as economic hub in the region which will play a significant role 

in regional connectivity and enhancing economic interdependence. CPEC will offer 

noteworthy opportunities to enhance trade with central and South Asian states. Pakistan 

can have cheaper access to Middle-East market and convene its energy demands at a 

lower cost; since huge energy resources are likely to flow through this Pak-China corridor. 

Pakistan can also benefit having cooperation and trade agreements with neighbouring 

countries and regions like Kazakhstan, Kirgizstan, South Asia, Middle-East and European 

community. The Gwadar port is likely to serve as a gateway to South Asian and Central 

Asian states. As a result, it will enhance transit revenues and charges which will benefit 

Pakistan. It is also likely that this corridor can extend its services to Turkey and Iran. Thus, 
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early entry of the countries in the region can benefit and win the market to reap economic 

benefits. Thus the project is not just OBOR and one port. It may be judged from the 

following statements of Charles Clover and Lucky Hornby: 

“The new silk road is set to become the largest programme of the economic 

diplomacy since the US led marshal plan for post-war reconstruction in Europe, 

covering dozens of countries with the total population of over 3 Billion 

people.”(China’s Great Game….Road To New Empire, Financial Times, Oct 12, 2015). 

All above indicates that CPEC project offers huge opportunities for Pakistan and the region 

to reap benefits, which could be a game changer in the region. In short, Sino-Pak relations 

will further improve and fortify economic, social, and economic ties between the two 

nations. In fact, CPEC signifies and opens up a new window of co-operation and 

development aimed at not only to uplift these two countries, but it will also be beneficial for 

the nearby region as well as rest of the world. The project is also prone to bring regional 

stability and peace in South Asia due to its geo-economic aspects and stakes involved of 

the regional states, which will ensure permanence in the region. It will also bring Central 

Asian Republic States closer to each other and result in stimulating regional trade and 

integration. The quantum of economic and other benefits depends upon China-Pakistan to 

extend its co-operation with other states and regions. Withstanding the above, the project 

will improve economic conditions of key stake holders and will evolve as having multi-

dimensional impacts on the economy, politics, and also on social sector. Pakistan will have 

cooperation to fight against terrorism in Pakistan, which has already been in control now. 

As per one estimates Pakistan list almost $107 billion of output and other losses due to 

terrorism activities from 2001 to year 2015. Since the launching of OBOR project, these 

losses have been abridged to over 66% in the last two years. China will be fond of bringing 

Afghanistan in to the picture of CPEC, so that their people can also benefit from the 

investment. It will further reinforce security position in the region. It will open up further new 

doors for more cooperation and sharing economic gains by extending the corridor to 

Central Asia states; principally through Afghanistan. 

China’s rising economic growth and expanding trade is a result of finding new economic 

means of doing business and producing how and for Whom to produce and  with whom to 



569 

 

trade; on the cost effective basis.  China is leader in producing goods at low cost and as 

per demand of affordability of the consumers, in a particular income group. These 

developments are a result of new emerging innovations and focusing on quality education. 

Pakistan has already started to benefit from new education opportunities. Thousands of 

Pakistani students are getting education in China. Good friendly relations are likely to grow 

more and it will promote to brace cooperation among countries. China is fulfilling 

educational gap in Pakistan as it will open up more doors for thousands of students to get 

education in China. Higher education and colleges are a part of the plan. China is 

supporting to build up these facilities in Pakistan’s education institutes and universities. 

The OBOR route from Kashger to Hamburg - Le Havre-Rotterdam—Jeddah- Kuawit- 

Oman will save significant amount in shipment. The port of Gwadar is at a distance of only 

2500 km., as compared to 4500Km (Iran) and 5000 km (Turkey) in terms of time, for the 

above destinations. China will save over two months delivery time to boot. In terms of 

supply chain saving will be over $41 billion in a year.  The route will be serving Europe, 

Middle East and Central Asian Countries. 

As already pointed out that Pakistan’s GDP growth may enhance to 2% higher than the 

present level. Thus, exceeding an annual growth rate of over 5% p.a.  Every one billion 

loan outstanding will add around 70 million dollars to the debt servicing. It may be noted 

that at present Pakistan has to pay approximately $8.16 billion for the years of 2016-17, 

which is up to 53 per cent from the preceding fiscal year. A similar amount has been paid 

in 2017. Equity repayment of foreign debts will be approximately be US 41.6 billion for 

outstanding debt of US $ 16 billion from 2021 and thereafter. These increasing debt 

servicing has to be offset by achieving accelerated growth in export earnings.  It may lead 

to debt servicing trap for Pakistan, if trade is not enhanced and Pakistan is unable to get 

substantial benefits from OBOR. It is likely that Pakistan’s textile exports will expand up to 

$ 2 billion owing to the provision of electricity and other energy requirements for the 

industry. Correspondingly, sports goods, leather goods and surgical equipment, annual 

increase in export can be enhanced to US $ 1 billion. Thus, meeting the energy shortage 

for manufacturing could enhance Pakistan’s exports between $3 billion to $ 5 billion, yearly. 

It may be noted that all above gains from good exports may not be sufficient for increasing 

demand for imports of machinery. Besides, more than 1 billion dollar will be required for 
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coal and LNG imports. It will depend upon good governance and efficient management of 

the economy and trade; which may lead to uphold inflation; although budget deficit is likely 

to grow by 2 percent of GDP due to increasing demand for funds for CPEC needs. It is 

very likely that Pakistan can gain again its old status to attract FDI around US $ 6 billion or 

more per annum. Correspondingly, foreign exchange reserves could amplify over $ 25 

billion by 2020. Pakistan rupee is likely to deflate to maintain competitiveness, therefore 

US $ may rise to RS 126- 130 by 2020. It is imperative to mention here that Pakistan’s 

rupee has already started to devalue. Several industries can benefit from new commercial 

activities generated as a resulted of CPEC projects, particularly; a substantial increase in 

the demand of cement is likely to accelerate the growth of cement production in Pakistan. 

It is likely that around 4 to 5 percent of the total investment under CPEC will be spent on 

cement. The steel industry and real estate business can also benefit due to new 

development activities in Gwadar and along OBOR.  

The financial sector is likely to benefit due to escalating needs for the project and expending 

business activities along the OBOR and new economic zones along this road and Gwadar 

port. Local banks’ credit creation may rise to 10 billion $ for CPEC projects. Conversely, 

for other development activities, banking business is likely to expand in a significant 

manner. As a consequence, during the next ten years of CPEC projects, banks’ credits 

may leap by 3 percent. The larger banks of Pakistan like Habib bank and Muslim 

commercial banks are likely to benefit from new development activities as a result of CPEC. 

Habib bank has already initiated agreements with industrial and commercial banks of China 

to participate in the new development activities due to CPEC projects. HBL is likely to open 

its branches in China. Similarly, Chinese banks have already started to open their bank 

branches in Pakistan. A analogous amount is most likely to be spent for additional new 

indirect demand for above cited industrial output i.e. steel and cement etc. All the existing 

industrial units are likely to benefit from these construction activities.  

Transport and automobile sector will be one of the most beneficiaries of CPEC projects. 

The CPEC is likely to pin around 12, 000- 15000 Km of roads under CPEC projects. The 

CPEC project will generate additional demand for more than 800,000 autos in the next 

fifteen years. Above and beyond, around 60,000 motor vehicles consisting upon busses 

and trucks will be added to the traffic roughly OBOR. This increase in demand for autos, 
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will expand production, assembling and distributions activities of autos, not only along the 

OBOR but it will also have an indirect impact on entire Pakistan. The CPEC projects are 

likely to augment the demand for insurance for more than $ 30 billion projects. Hence, the 

local insurance business will also benefit by earning more than rupees 2 billion as 

insurance premium per year. This additional income to the insurance companies can add 

equal to 4 percent of the gross earning of insurance companies in Pakistan. It may be in 

one piece said that demand for more than 30 major products will also arise as a result of 

direct and indirect demand due to CPEC project. The demand for these goods include 

refineries, cables, transformers, power generation, oil and oil products, bitumen/asphalt, 

electronics & electrical goods. There is also likely to raise in stock market activities in 

Pakistan.  

The beauty of Highest Mountains in the world is located in the areas of Hunza-Gilgit and 

the swat valley, which has potential to attract tourist from all over the world. The CPEC 

project is likely to open up this window, due to the OBOR project. An example of the beauty 

of such scenes is given in the following picture. Along with new roads, a new dam is being 

built on Naran Kaghan road, which will provide water in this area. It will increase attraction 

for tourist, which will lift up the area too. The beauty of the area and beautiful mountains 

are assets of Pakistan. 
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                      The beautiful mountain in Pakistan (Which one is this?) 

 

                                               Gilgit Times 
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8. Issues Related to CPEC 

A number of scholars have supported the argument that CPEC through its huge drawing 

investment from principally China, will undoubted present Pakistan with enviable room for 

our economy to escalate over a higher economic growth. However, few others are worried 

about these envisaged gains, particularly owing to the terms and conditions which bound 

the governing ventures at domestic and international level and also of the effectiveness of 

our government and policy makers. The project has been launched in 2015, yet there is 

broad opaqueness of the financial provisions which are driving CPEC’s investment. There 

appears to be evidences from government about the affordable rates of interest of the loans 

provided to Pakistan.  However, the much veiled data on CPEC is a principle constriction 

to appraise the viability of CPEC & to settle on the cost benefits of CPEC to Pakistan. Due 

to these reasons most of its sensitive details have been kept off the record. So far the 

officialdom has managed the uprising issues well with the cooperation of China. The other 

rising concern is that it is largely believed that those who are at the begging end are not 

the choosers, which adds to the concerns regarding CPEC for Pakistan. 

China has a history for long term relations with Pakistan and hence China’s friendly policy 

to help local people is very significant. Consequently, it is aimed to win the heart of people. 

As a result, China does invest in host country and also provide benefits to the local 

community. Such a policy is barely at heart of their donor countries like USA, which try to 

dominate governments for their self-interest. In this respect, domestic issues seem to be 

addressed time to time and time to come. Due these rationales, more projects have been 

added to handle urban issued in provinces like Orange line etc. However, so far rural 

population does not seem to be benefitting much from this project. Baluchistan and KPK 

are raising issues for their neglect. It remains to be seen how much these provinces will 

benefit from this project. Their benefits seem to be concealed and likely to emerge as 

indirect benefits through commercial activities and job creation in the areas.  

 Geo-political risks and dangers are likely to influence CPEC projects, 

particularly; India and USA are likely to damage CPEC projects. The old 

rivalry between Saudi-Arabia and Iran could also affect OBOR projects. India 

has already joined hands with Iran to support Chabhar port in Iran; which is 
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not expected to compete with Gwadar port. The global economic growth 

forecasts lower figures for world economic growth.  As a result the benefits 

could also be slashed down, which could affect outcomes of CPEC projects. 

It is also a fear that political instability in Pakistan can affect the project, if it 

may not affect significantly. The GOP is fully committed to the project and 

Pakistan’s army as supported to provide all required support including taking 

care of security on OBOR. The delays in completion of the project could add 

additional cost for completion of the projects. One of the risks involves 

corruption and graft in new projects.  

 A major concern about the project has been already arising from 

transparency in implantation.  Corruption is deep rooted in both countries.  

China has addressed it well but Pakistan is still far away to realize laws in 

this direction. At present, transparency about Orange Line, land 

development at Gwadar, and contracts awarded on Gwadar port projects 

etc. are in subject; although not proven yet. Let’s look forward that it does 

not hamper the benefits of the project.  

 As well as, the feasibility of the OBOR project is concerned; it presently 

appears as a win-win game for both the countries.  The saving of thousands 

of kilometres of distance will add ample amount to savings, which do 

establish feasibility of the project. Nevertheless, it is not lucid that how much 

each partner will have share in the benefits. China is likely to benefit more 

due to the following reasons. a) The investor is likely to dominate, not the 

recipient. It is a time when FDI has fallen significantly in Pakistan and 

Pakistan is in a need for it. Thus, the needy will pay the price for its depth of 

need. b) Chinese are tough negotiator and they have more expertise too. 

Thus, a simple economics principal is that maximum benefits are going to 

the one who has information edge; competency and knowledge. c) China 

will be investing in the economic zones too. It is an edge in terms of 

competitiveness. Thus, in this globalized world, competition is the key to 

reap the benefits. When one competitor succeeds and reaps the benefits, 

then there can be one who might be losing. Pakistan has already given MFN 

status to China. Its BOP is in deficit in a significant amount. It will have more 
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edge to China too. d) Pakistan is far behind in education, skill and training, 

as well as in adopting new technology. The dilemma is that still education 

remains the neglected objectives of government Pakistan Government’s 

priority. Pakistan hardly spent 2% of its GDP on education, which should be 

more than double than that of at present.  Knowledge is supper power today 

and it is heartening to say here that Pakistan still lacks in terms of human 

capital.  Hardly, any government has paid much consideration to these 

issues.  

 Identification of Industrial zones and centre is a challenge which will bring 

unrest among the provinces in Pakistan. These developments are not on 

ground yet. International investor will go for their economic return and 

benefits. It is up to the Government of Pakistan on how it manages the 

negotiations for these establishments. If it has to be bargain by non-experts 

and bureaucracy then benefits as well as emergence of regional economic 

issues will be evident. However, it depends largely upon the ability of good 

governance, which is at stake at the present.  

 There is a development par among Pakistan and China. China is likely to 

dominate local entrepreneurs and local industry is probable to be affected 

from this international competition. The industrial sector in Pakistan is 

already performing very pitiable, which is prone to be affected more. 

Notwithstanding the above, there will be opportunities along with challenges 

for local entrepreneurs. The country can gain significantly by benefiting 

Chinese technology and industrial revolution to accelerate its growth.  

 It is envisaged that GDP growth rate of Pakistan will increase and 

Pakistan’s economy will jump onto historical golden era of 1960s, when our 

growth was over 6% per annum.  Besides, the OBOR will lead to a growth 

path on sustainable development; completion of the project. However, 

economists are seeing it very differently. Given the present economic 

structure unsustainable policies, poor governess, high unemployment 

among youth and human resources, as well as deformed tax structure 



576 

 

leaves a little room to believe for a big push to the economy245. Besides, dent 

servicing is likely to increase to a level of unsustainable. Pakistan is also 

poor in meeting recurrent expenditures of new developed projects, which are 

likely to grow further. Thus, depending upon toll taxes and rent seeking 

behaviour will not lead to any big push to Pakistan’s economy.  

 Pakistan’s balance of trade is likely to befall in deficit more with China 

since the two countries are not at parity. Pakistan has to follow rigorous trade 

policy and learn from Chinese trade and economic policies to launch 

industrial revolution in Pakistan. It is a blend of opportunities and dominance-

dependence growth strategy for success. Pakistan can expand its leather, 

cotton and textile, agricultural products, dairy and small scale industrial 

products and gains from the game changer in the region. Pakistan need not 

to remain limited to traditional markets but join hands with Chinese 

entrepreneurs to capture new markets in the world. Pakistan can also 

benefits be exploring its mineral resources in Baluchistan, which can fortify 

Baluchistan region. It depends upon the aptitude of Pakistan to maximize its 

benefits in the win-win game.  

 As well as, the culture of both the countries is concerned, there is very 

little which can be considered as common among the countries. Pakistan 

will face a new weave of global culture, which is likely to disturb local values. 

It depends upon local authorities on how to manage these changes. Middle 

east and managed such issues very well. Their duplicate model is likely to 

emerge here too.  Thousands of Chinese and other investors may perhaps 

approach to Pakistan and manipulate local couture.  

 Last but not the least, the energy sector can also become vulnerable if the 

prospects of CPEC is not explored optimally The general ease given by 

government to Chinese investors in terms of electric sector such as a three 

month cash escrow for electricity generated can set a benchmark for other 

investors to rightly demand the same concessions, particularly the domestic 

                                                           
 

245 . For details of such fears see: Kardar S. The daily, Dawn, July 17, 2017. 
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investors will feel vulnerable out of it. The very shinny conversed returns from 

energy sector as an upshot of energy project combined with the ineffective and 

corrupt government might keep the prices of electricity still high and as a result 

consumers might be still suffering. . It is predicament that the cost per MW of 

coal based power plants is not shared for the international comparisons of 

electricity generations. Yet, it is only an apprehension and depends upon the 

earnestness of government in providing relief to people. The high prices of 

electricity will also by and large affect the competitiveness of our economy, 

particularly in terms of trade in world, where China will be producing at a very 

low cost of energy.                     
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 Complete Locations and Activities of CPEC 

 

Source: Marym, A.,   Awais S.,  Shafiq and Sana Batools, Int J. of Business and 

Managt. (2017). 
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CHAPTER: 17 

 

New Development Paradigms and Public Policies: 

Nudging people towards Inclusive Growth And 

Economic Welfare  

 

 “The economy is like a super tanker … it doesn’t move on a dime. Policy can nudge 

it, but it takes a while before it starts moving and moving substantially.” (Gregory 

Mankiw; Professor of Economics at Harvard University)246 

The Nobel Prize 2017 in Economics was awarded to father of behavioural economics; 

Richard Thaler on the subject of nudging people’s decisions to make them perform better 

in their decisions; in terms of health, wealth and happiness. The “hot stuff of Nudge” was 

hugely sold over the globe, affecting the way economists and humans think about the world 

around them. The nudge theory not only has substantially benefited policy makers at 

national and international levels, but also individuals in their extensive spheres of life. It is 

indispensable at present to pay no heed to the idea of “behavioural changes” which 

traditional economic theory has overlooked from ages. The importance of nudge theory 

can be elaborated by the quotation of Daniel Gilbert (Author of; stumbling on happiness) 

as; 

“Nudge won’t nudge you-it will knock off your feet”.                                        

(Daniel Gilbert; Author of; stumbling on happiness) 

Steven D. Levit, who is author of the best seller book “Freakonomics”, express his views 

regarding the book “nudge: improving decisions about health, wealth and happiness by 

Thaler &Sustain (2008)” as; 

                                                           
 

246 * Written jointly by the author and  
Ms. Aribah Aslam 
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“I love this book. It is one of the books, I’ve read recently that 

fundamentally changes the way I think about the world”. 

 (Steven D. Levit, co-author of Freakonomics) 

 

Richard Thaler himself shares following views regarding his nudge theory as 

below; 

“A nudge, as we will use the term, is any aspect of the choice architecture that 

alters people’s behaviour in a predictable way without forbidding any options 

or significantly changing their economic incentives.” (Richard Thaler; Nobel Laurent 

in Economics-year 2017). 

Nudge theory helps the essence to understand and motivate human by applying the 

principles of behavioural economics, what actually the nudge theory is and how this 

powerful theory can renovate our economy through the pipeline of the policy makers. 

Being the last chapter of this book, this chapter tries to tackle nudges to provide solutions 

to major burning issues of Pakistan economy, which were raised in the end of each 

chapter in this book. Considering the most prevalent major issues of Pakistan economy, 

the chapter will address various nudges by chapter wise, which has propensity to shape 

up human behaviour towards achieving not just economic growth but precisely the 

inclusive growth. However, it is only a preliminary effort and a meticulous policy nudges 

combined with strong institutional structure can add a bonus to resolve major economic 

issues of Pakistan and embrace it on the path of inclusive growth; it is so far neglected 

area by the policy makers. 

1. Understanding the Working of Human Mind 

Before designing the choice architecture to formulate the appropriate nudges for shaping 

up human behaviour to resolve the burning issues of Pakistan economy, it is indispensable 

to underline the basic principles of behavioural economics. This subject is grounded on the 

indulgent of the thinking of human brain in the light of two cognitive systems i.e. reflective 

system and automatic system. Reflective system is the one that involves controlled 

decisions, conscious thinking and deductive reasoning, whereas the automatic system can 

be elaborated by uncontrolled decisions, conscious deliberations and prompt actions. 
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Human relay too much on our automatic system and this is why people often end up making 

an error. Human being is not as rational, as traditional economic theory assumes them to 

be. Often human mind makes choices based upon automatic cognitive system, which is 

highly influenced not by rationality but influenced by other factors which can be nudged to 

the right direction and thus, people can be guided towards better resolutions.  

It is imperative to mention here that Thaler distinguishes between two types of people; 

econs. and humans. Econ are wise people, who are good savers and good spenders. 

However, humans (who are not econs.) are the ones who really are not that rational as 

traditional theory has assumed them to be from ages. Thus, contrasting to econs, human 

tend not to verify their decisions with their reflective cognitive system and end up making 

up awful decisions. The suggestion here is that if these human are nudged in a way that 

they tend up making right decisions for themselves, it could help in shaping up the overall 

economic structure of economy too. The theory can be applied in the context of Pakistan 

too, which is an attempt in this chapter. Here the root cause of major economic issues such 

as social conflicts, corruption, rent seeking behaviour (corruption), poor technological 

innovation towards low agricultural productivity, poor spread of green revolution variables 

which are essential to increase productivity, insufficient availability of credit, poor quality of 

institutions, widely spread disguise unemployment,  double digit unemployment in the 

country, low development expenditures; predominantly in health and education, poverty, 

environmental degradation, illiteracy and income inequalities etc., which may be addressed 

to an immense extent by nudging people at micro-level behaviour changing nudges. 

Nevertheless, it is significant to make a note here that nudges would perform best with the 

mix of strong public policy. Thus, to shape human behaviour towards economic growth 

(inclusive growth in particular), nudges may act as helping way out to achieve required 

alteration in human behaviour.  

In order to design the right choice artefact to nudge people, following principles of 

behavioural economic must be kept in mind; 

i). If people can go without troubles by following the automatic cognitive systems, they don’t 

need judges. However, in real world human do ignore reflective cognitive system and end 

up in making blunders. Thus, people are often thankful for nudges, which help them to 
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come out of troubles and problems. Human behaviour tends to vary largely because of 

following five features; a) time, b) space, c) cognitive biases, d) emotions and anticipatory 

feelings & e) social influences.  

      ii). Human are not forever and every day as rational as economist envisages. Their 

minds are imperfect and surroundings affect their decision making. Their surrounding 

environment can be manipulative and often present deficient information. This theory of 

“unbounded rationality” was originally presented by Herbert Simon.  

iii). Losses are more painful, than pleasure of gains. People are loss haters or in other 

words loss averse. Human being tend to shun losses, however, they might omit having 

gains in order to do that. We abhor losses a great deal more than pleasure we get from 

gains. (For details see Tversky and Kaheman’s work; 18th and 19th century) 

iv). Human tend to value things in terms of its relative utility rather than it’s absolute utility. 

Thus, the kind of deal they are presented in getting a specific mania, will largely be affected 

by their “level of contentment” provided by mania. This nudging term was coined by Thaler 

as “mental accounting”. 

v). Inertia: the idea highlighted that people tend to stick to their folklores and vacillate 

changes. This tendency is so sturdy that people tend to stick to their traditions and old 

ways of life247, whether the change has ability to bring significant upgrading in their lives. 

Thus, if changes are nudged, the effect of inertia can be lowered down on people’s decision 

making. (For details see, Madrian &Shea 2001, Samuelson & Zekhasuser1988). 

vi). Time-discounting behavioural bias: This condition refers to the fact that people tend to 

value their present over future consumptions. Thus, they make positive assumptions about 

future and often make too optimistic assumption (peak-end-rule as proposed by Kahneman 

& Tversky, 1999) of future, thus they often overlook the imminent risk which should have 

been well thought-out while making present decisions. This is also called as diversification 

bias (for details see Frederick, Loewenstein & O’Donoghue, 2002 & Read, & Loewenstein, 

1995) 

                                                           
 

247 .It is generally said that habits do not change for years. Nudging is a way to change behavior 
     Towards better life and welfare of human. 
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vii). Loewenstein, 2000 & Ariely & Loewenstein, 2006 highlights another feature of 

behavioural economics as empathy gap or (hot-cold) gap. A condition in which you tend to 

make a choice differently when you are hot (emotional or aroused) as compare to when 

you are in cold state i.e. when one is in un-aroused state, thus much relaying on reflective 

cognitive system. 

viii). Human being don’t make choices while sitting alone, they however tend to make 

decisions by considering their social preferences. Thus, their social circle highly influences 

their decision making. Trust is major element in social preferences, which govern human 

decisions. Thus, as a result of social circle, people tend to take greater risk or evade better 

situations, thus nudges can impart a positive function in above regards too.  

X). another important insight comes from a branch of behavioural economics is behavioural 

game theory, which propagates the fact that people often prefer equity and fairness over 

many contexts. This is also called inequity aversion, term coined by Fehr & Schmidt, 1999. 

Xi). Social norms govern our decisions too largely. For case in point, women as a family 

member are not paid for taking care of family, or simply for making a meal. Conversely, 

their action does demand a monetary reward against the service provided. 

Correspondingly, social norms over estimate or underrate many returns of goods and 

services we provided on daily terms. Social norms completely alter how we perceive things 

and take decisions about them, while belonging to different customs. (For details see 

Ariely, 2008). 

Xii). Feedback act as a major nudges too, since it is highly correlated to our desire of 

keeping a positive view of us. This is reflected in the cognitive dissonance theory, which 

propagates the need of human being in maintaining a continuous and consistent image of 

them, in a positive way. 

 (For details see Cialdini, 2008) 

Xiii). Defaults act as another major nudge. We might feel unenthusiastic to opt-out for petite 

things and often by introducing defaults, the fallouts for a particular objective was 

significantly raised. (See Thaler; 1990, 1999, 2008, 2015). 

The behavioral economics helps to understand working of human mind by carefully 

designing the psychological experiments in the highlight of how people’s emotions link with 

their decision system. It rules out the old traditional economics which falsely believes that 
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human tend to be “always” self-interested, maximizing benefit and trying to minimize the 

cost. In real world, we tend to make decision beached by irrationality, information biases, 

lack of knowledge, feedbacks to our progress and weak procession capabilities.  Human 

mind is built upon on two cognitive system; i.e. reflective and automatic cognitive system. 

Simply putting, the reflective cognitive system is often overlooked by us in real world and 

we relay too much on our automatic human mind, which is another cause of unsure 

decisions for not only us but also for society as a whole. Consequently, it would not be off 

beam to claim that most of our decisions are not based upon cautious deliberations. Our 

decisions are formulated by readily available information stored in our human mind and 

salient features of the environment around us. It is important to note how decisions are 

made and influenced by surrounding environment. The decisions are made and limited to 

the boundaries of limited knowledge of a person. To understand NUDGE, there is a need 

to read its foundations, as given in appendix 1. 

Social norms and influences under the umbrella of trust, reciprocity and fairness (as 

explained in appendix 1) add to the story very well. We face a strong fight within ourselves 

when we have to face inertia and take changes, though they may be beneficial.  We are 

pitiable analyst of future. Even the premeditated minds are predisposed to formulate false 

calculations about future; in economics we call it forecasting and risk aversion. It is well 

known that if there are four economists in a room, they may hardly agree with each other, 

since they may have five opinions. Is it good? Ultimately they come up with one solution 

which may be well thought of intellectuals. Hence, economists (econs. if they have 

attributes of rational agents) too disagree largely, each being right and wrong which calls 

a question on the quest for best choice. We distinguish situations and options presented 

to us in different mind structures. Moreover, it is easy to trick human mind by providing 

nudges, which can lead to their benefits i.e. by framing.  Lastly, we human are poignant 

and often go through cold-hot phases when making decisions. Things that may have more 

utility to us in hot state may lose its utility in cold state as result of hot-cold state.  

Considering some of the major principles of working of human mind, we may design nudges 

to guide people towards their and collective welfare decisions. There is a need to 

understand NUDGIN, before some principles are applied to resolve economic issues. 
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2. Understanding Nudge Theory 

Nudge simply reflects to gently push someone towards something without force or 

compliance and without taking away his/her freedom. The theory of nudge was developed 

under the political economic theory of libertarian-paternalistic economics. Nudge is defined 

by Thaler (2008) as below;  

“So what’s a nudge? A nudge is a small feature of the environment that affects our 

attention and alters our behaviour.”                             (Richard Thaler; Nobel Laurent in 

Economics-year 2018) 

There are three primary features of nudge as below; 

i). It should not take away freedoms from people i.e. it discourages force or compliance and 

ultimately aims to increase welfare of people. 

ii). It should have choice artefact with transparency guaranteed. People should have options 

to choose among many options, the best for themselves. One thing important to remember 

here is that options can never make someone worse-off. The more options you have, it will 

not be harm in any way, and even if not makes you better off.  

iii). It must be simple and direct with an option to opt-out and must affect out behaviour. 

Nudges can be of various types. Anything that gives you option to change your behaviour 

is a nudge without punishments. It can be natural such as social or can be designed under 

the light of principles of behavioural economics. Below are some types of nudges; 

 Nudge as anchoring can be explained as if you start with something you know and then ask 

people to adjust in accordance to that anchor. An example is that if you tell people to guess 

population of Rawalpindi, by telling them the population of Islamabad which is 1.152 million, 

they tend to guess population of Rawalpindi, as considering the fact that Islamabad is less 

populated than Rawalpindi so population of Islamabad will be double. So they end up 

making a guess of 2 to 2.5 million. The actual answer is 2.098 million. The anchoring can 

lead to more or less and at time the exact answer too depending upon the knowledge of 
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“nudge-r” and the person being “nudge-d”. The population of Islamabad thus acts as 

anchoring nudge. Hence, people can be nudged by anchoring. Surprisingly, anchoring can 

act as a significant nudge (for details see Thaler, 2008, pp. 25-27). Think what media end 

up doing with our thinking. They claim that media creates an opinion; are they nudging 

human minds?  

 Availability acts as nudge. The available options, experiences and recent or past events can 

act as a significant nudge. For example, if a person has never faced a criminal attack, he 

will tend to behave differently than the one who has fears of attacks. The same is done 

through media, if media projects that there appears to be peace in a certain area, it will 

attract investment etc. (for details see Thaler, 2008, pp. 27-28 ).  

 Confidence act as nudge. An example is that those above Masters of level of education 

tends to consider themselves more sensible and heard than those who are just primary pass 

in Pakistan, the very reason being their “confidence”, which act a nudge towards their more 

participation at national and international forums. Thus, they tend to raise voice not just 

because they are better, but because they are “confident that they are better”. Whereas, 

those who are less educated tend to remain quiet and not heard, keeping the fact that they 

are “less confident of their status”.  

 Optimism acts as nudge. We often tend to negate future risks while making plans for today 

as a result of optimism. For example alone In Lahore city more than 100 divorces are 

reported daily in family courts. However, women despite of these high rates of divorce, least 

bother about securing their financial status at the time of marriage, in case the divorce 

happens tomorrow. They are optimistic that divorce would never take place and hence their 

all saving and consumption are independent of their financial risk that might happen 

tomorrow. Similarly, the people tend to ignore health risk which might occur tomorrow when 

saving from today. How many of people rightly predicted the financial crises of 2008? How 

many were prepared of great depression of 1930s? Thus, optimism acts as nudge towards 

human decision, particularly in consumption and savings choices. A question arises, can 

we nudge and make policy successful. Economists (macroeconomists) often say policy will 

work only when people believe in it. Another aspect of the same is that policy may work 

when people are nudges and economic situation may be changed from recession to 

recovery and ultimately to prosperity. 
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 Frames act a nudge too. In simpler words, how you convey information to someone affects 

his/her economic decision. Let’s assume every 1/3 student become a part unemployment 

once he graduate from university. Now, if this data is framed as “every two out of three 

students remain unemployed after getting a graduate studies from university. Will it 

discourage people to join their graduate degree? However, the earlier statement acts a 

nudge, if framed liked “just after graduation, 1/3 of every graduate from university get a 

dream employment”.  Both the statements owing to their framing, can lead to different 

decisions and outcomes from people. Frames are a good nudge, however, must be worn 

with care and well thought. Think! An impact of when anchor says your answer is wrong or 

your answer is not right. Similarly there is different impact when we say glass is half empty 

or glass is half full. 

There could be various other nudges too in additions to above. Temptations, hot-cold 

empathy gap, taxes, automatic sign in, mental accounting, social changes or social 

influences, market & political changes, peer pressure, information, copying/mimicking 

others i.e. conformity, unanimous group, adding confederate ally who are be-known to other, 

collective conservatism, pluralistic ignorance, the spot light effect, unintentional social 

nudges, social contagion, visual/ written or verbal feedbacks, priming, boomerang effect, 

measurement effect, practice, ease or difficulty of something, high price- high quality, 

grouping choices, RECAP (record, evaluate & compare alternative prices), compensatory 

strategies, automatic enrolments, changes in default rules, loss aversion, money illusions, 

inertia, reducing barriers in adoptions by governments, defined benefit plans, picking up 

whole numbers, market timings, diversifications, mappings of choices, smorgasbord style, 

tradable rights, cap and trade policy, ambient orbs, negative actions made difficult i.e. 

divorces, similarly easing the positive actions i.e. give more tomorrow for donations or 

charity; say donate PRs 20, it saves a life ( from Cancer)  or help me I need Rs 100. The 

debit/Credit cards are some of the many nudges, which has capability to silhouette our 

behaviours.  
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3. Nudging towards solutions to issues in Pakistan’s economy 

The first two chapters’ were focused on agriculture sector in this book which raised 

many issues related Pakistan’s agriculture. The chapters concluded by highlighting 

that spread of Green Revolution has died down i.e. its impact  is no more significant 

on output growth in due course, predominantly the reason d'être is that HYVs and 

application of fertilizer as well as water & pesticides etc. have high prices which 

discouraged farmers for its optimal use. Similarly agriculture reforms such as optimal 

farm size, technology, policies for higher total factor productivity were not sincerely 

implemented by government.  Bleakly, agriculture taxes and subsidies are also 

without strong economic foundations. Agriculture taxes are overburdened through 

indirect taxes. In addition to above, unavailability of appropriate technology has 

affected agriculture too. All these factors have les to stumpy economic growth rates 

of agriculture sector; from 1970s. The following are some of the means which can 

nudge farmers towards high productivity out of their farms. On the other hand, these 

nudges are not promising devoid of the earnest submission of public policy for 

farmers by government.  

Prices of inputs of agriculture can act as leading nudge towards higher use of inputs like 

HYVs, fertilizer and pesticides etc.. It is important to note here that “high price-more 

demanders” nudge would not work here. Major proportion of farmers is usually small farmers 

and hence low prices of fertilizers and other inputs can act as a nudge to its extensive usage. 

It is significant to note here that government is by now drawing subsidies for agriculture, 

nevertheless, it is far less than India which has endangered Pakistan’s competitiveness in 

international market. Furthermore, subsidies are provided on agriculture inputs such as Rs 

300 subsidy per bag of DAP and Rs. 156 subsidy for per bag of urea. Insignificant subsidy 

may not work, since it does convince farmers that there is discount, which help them to 

afford it. Giving relief on use of fertilizers is not the guarantee to better crop production. It is 

essential that people are also nudged towards selling bi-products of farming, which can 

almost double their profits. Rather than selling peas, packed and unshelled peas should be 

sold. This will also engage women and kids in home more. Similar goes for different packing 

and cutting of raw agriculture products. This nudging can be done by creating a market of 



590 

 

bi-products for farmer, where farmer can directly reach market without intermediates and 

sell at a marked up price for their outputs. As per the book of Thaller (2008), reducing 

barriers in adoptions by governments can also act as nudge. Government may encourage 

farmers through nudging to produce and sell bi-products to benefit both the farmers and 

consumers. The development of poultry was nudged by PIA, which was a very successful.  

Today it is a large industry in Pakistan and meeting meet demand. Government can help in 

setting up of a firm under the guidelines of Amul248 (India) which be capable to assist people 

who are associated with livestock to sell their bi-products. This could be done on 50-50 

share or more (exact figures are subject to future research) with government partnership or 

more.  

Follow up-on-farms visits by agriculture development departments can help to examine and 

solve behavioural issues in adoption of new technologies and HYVs. Similarly tunnel 

farming can be expanded through nudging too. The government can help in this matter too, 

since it is not widespread yet. There is more than double profit by tunnel farming; as 

compared to traditional farming. However, follow up-on-farms done at regular and irregular 

intervals may act a nudge to improve production by farmers. 

Free delivery or a minimal cost HYVs crops to farmers for the first season and 50 percent 

subsidy (adjustable according to future research) on next delivery can also act as nudge in 

long term adoption of HYV seeds. Visits at the start and mid of cropping seasons are the 

most important nudges, bearing in mind the application of provided HYV seeds. This 

technique is also known as SAFI discount pilot, which resulted in buying of these HYVS by 

38 percent in Kenya249.  

The chapters on manufacturing and industrial sector also raised several economic issues, 

which Need to be addressed for its uplifting. 

                                                           
 

248 Amul was set back in 1946. Before this company, India was milk deficit country. However, Amul completely changed the face 
of livestock. It today sells milk and it’s bi-products second largest producer of milk and dairy products in world. Pakistan can learn 
lesson from success story of Amul.  
249(for details read; Nudging Farmers to Use Fertilizer: Theory and Experimental Evidence from Kenya Esther Duflo, Michael 
Kremer, Jonathan Robinson, NBER Working Paper No. 15131, Issued in July 2009, NBER Program(s):International Finance and 
Macroeconomics ) 
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Manufacturing is one of the most imperative gears of economy, at present,  it is not 

contributing much towards  GDP; rather its growth is almost stagnant, in terms of its 

share in GDP. It is composed of 80 percent share from large scale manufacturing 

(LSM) and 14 percent share owes to small scale manufacturing (SSM). Pakistan is 

still far away from take off stage.  Pakistan can benefit from CPEC, particularly 

launching industrial revolution again. The momentum generated in the 1960s has 

died down too; may be due to changing and unstable public policies. There is still an 

ample room to nudge industries at macro-level to enhance their production and thus 

enhance their contribution towards overall GDP. There appears to be unsustainable 

industrial development policies such as bonus voucher scheme, subsidy for 

industrial zones like tax free zones, initially encouraging large scale industries and 

neglecting small scale manufacturing. Moreover, past practices of nationalization 

and denationalization of industries has led to halt the industrial growth. The 

unfinished agenda of privatization, liberalization and rehabilitation further 

exacerbated the issue which is a sheer result of non-serious attitude of government 

towards development of industrial sector. It is dismal that government is merely 

focused on encouraging only capital-intensive and import substitution industry and 

then leaving it too as an unfinished agenda. Moreover, government aims at 

supporting large scale industry growth without supporting small scale industry. 

Presently industrial sector is growing without any direction or public support. 

Industrial are shutting down or moving out of the country. The industries are 

becoming non-competitive at international level. As a results exports growth has 

decreased which led to serious balance of payment problem. This has led to unstable 

overall industrial growth. The input cost has gone up, particularly, electricity load 

shedding has serious implications for failure of many industries. Resultantly, 

industrial competitiveness was halted at national and international level. Industrial 

growth fell and with globalization, nearly 1/3 of industries were shut down and moved 

out of the country, particularly, the largest industry of textile faced most losses. It is 

depressing, that last year, wood, leather products, chemical and coke and petroleum 

products still exhibited negative growth rate change i.e. -95.04, 17.97, -2.20, -0.32 ( for 

details see Pakistan Economic Survey, 2016-17). Additionally, the exports of cotton 

and cotton textiles has reduced from 121168 US $ million (2015-16) to 9112 US $ m 
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(206-17) in the current year. Same goes for exports of synthetic textiles (from 288 US 

$ m for 2015-16 to 167 US $ m in 2016-17) , wool and woollen textiles ( from 12456 US 

$ m for 2015-16 to 9279 US $ m in 2016-17) and total textiles ( from 12553 US $ m for 

2015-16 to 9340 US $ m in 2016-17).  Overall this reflects that total exports of 

Pakistan’s textiles has significantly reduced by 20802 US $ m (2015-16) to 15119 

(2016-17). It is important to mention here that textile exports are 60 percent to 62 

percent of our total exports. The industry is in doll drum. There are several other 

issues related to industrial development which need to be addressed for successful 

industrial revolution. 

Government must nudge investors to investment in industries particularly bio-technique 

industry by providing subsidies and easy start-up loans with no or very less rate of interests,  

The next step would be use the process of three step nudge procedure of providing 

information ( as generated by bio-tech factories) to farmers for increased cotton production 

at first step. In the second step, to hold farmers accountable for using the modern 

technology developed as a result of R&D of bio-technological industries and lastly give 

incentives to those farmers that are using improved seeds for their production. Our 

industrial production is based upon agriculture sector for example the textile industry 

depend upon cotton crop, comes.  Thus, policies to nudges combined with government 

willingness to improve agriculture sector, will certainly have an impact on industrial sector 

too.   

There is an ample room to flourish in textile sector particularly with the introduction of brand 

culture and home textiles brands, where the simple lawn dresses are being sold today for 

over PRs. 6000. These brands are undoubtedly, itself nudges (social influence nudges) for 

investors to invest in textile sector. However, the dilemma is that it is only serves the big 

mouths and small investors still suffer. Government can nudge people by easing their ways 

to produce textiles by providing easy loans and subsidies at industry level too.  The energy 

prices has been raised high and there must be some marked down price for textile 

companies who are using energy efficient machineries to encourage not only energy 

saving but also to lessen in the price of production.  
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There is also a need to change the mind set of people of selling bi-products rather than raw 

materials for apparel industry.  Value added addition will have to be nudged and supported 

through public policies. A huge amount of animal skins are exported to other countries from 

Pakistan every year. If leather factories setups are nudged by government that would make 

fine leather products of these animal skins and then they are exported, it will certainly be 

another boast in textile manufacturing. For such a purpose government would have to take 

initiatives in providing free animal skins at start-up and then charge their prices once the 

finished product is sold out. This will not only facilitate producers but also nudge many to 

start up new factories for making by-products of animal skins.  

Another important aspect before starting up these factories is to hold seminars in which 

investors are brought together and they are shown the prospects in investing and starting 

up these businesses. Pakistan has to come out of few goods industry and their exports to 

many goods production and their export to wider markets. With mutual cooperation, 

Pakistan can avail this opportunity in cooperating with China which has a success story in 

this regard. They will be dominating industrial zones along OBOR. Pakistan has to chalk out 

an industrial policy to maximum benefit from this opportunity.  The China’s technology and 

skill will knock at Pakistan’s doors; it is up to the local policy maker s to benefit from it. Lastly, 

by asking them if they would commit to start once they are given opportunities; with public 

sector’s support. The benefit of doing this is that, when people are asked to commit first or 

at least make a vow to commit then they tend to feel motivated and search new ways to 

make progress in the guided direction. This is also a nudge, where before starting up, the 

investors are given the information in the right “frames – (act as nudge to)” to make small 

commitment. Media can play a significant role in attracting people towards these 

programmers.  It is also important to use carefully design the amount that investor would 

need to put in starting up above mentioned industries and that amount is projected in Bold 

on these advertisements for gathering people. An example could be “Start your own factory 

of leather garments with Rs.2 lack- pays us for raw material after sale”. It is important that 

these statement are very cautiously premeditated keeping in the mind the anchoring amount 

of start-up cost to nudge people etc. It is also significant that these factories are encouraged 

(encouraging people are also nudge) to export at least 50 percent of their products with 

eased terms of trade, facilitated by government. Pakistan has developed large scale 
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industries in the 1960s, which was a success story. There is a need that think tank is revived 

again and new weave of nudging through incentives and information is introduced for 

industrial revolution. It will solve unemployment, BOP deficit and poor economic growth 

problems in Pakistan. 

4. Population and Human Resources 

Pakistan needs to improve its human resources by converting them to human capital. A 

chapter on manpower and population highlighted several economic issues related to 

population in Pakistan. Pakistan still has its population growth rate over two percent, which 

is not matching with its economic growth in terms of improving human welfare. Millions of 

children are out school. Hardly one half of the population has an access to safe drinking 

water and health facilities.  By nudging many of these issues can be solved. These aspects 

are highlighting below. 

Pakistan stands today as sixth most populated country in the world and its population is 

swiftly increasing day after day. The current population of the country is reported over 200 

million, with an estimated population growth rate of 2.4 %. It appears that the population 

control policies are futile as an upshot of government’s neglect of education and health 

sector. Along with this, tribal and feudal systems still exists in the provinces of Sind and 

Baluchistan, which is stumbling block for upgrading in human development i.e. education. 

With large population, millions of children have underweight too. The resultant high 

population growth, mass illiteracy, poor human education and training (what so ever it is 

there) and mass unemployment among youth, are some of the important issues which 

require immediate attention. The growing population is in essence a strategy breakdown to 

direct the overall growth rate of population. Nudge are to be designed carefully in this regard 

to revolutionize the belief based on want for more children as they will add as one more 

bread earners in family. There is also a need to nudge people by changing their mind set 

based on preference of sons over daughters. This could be done by only nudging people 

towards education and teaching them how large families can drain their own and their kid’s 

future. In inclusion to that, government has to take a serious step in giving off free or at 

minimal cost the birth control medicines (alternatives) to poor population. Often the 

decisions of having number of children are made by man in the family and if men are nudged 
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through media, social groups and through regular visits of health workers, it would be more 

effective than arranging visits of female health workers to women alone. Men, the head of 

household are neglected in the present population control policy. Moreover, giving an 

incentive of   PRs. 1000-2000 per family who have 2 children or less and charging families 

with more than two children with the carefully thought amount can account as an important 

nudge in family control.  

A special attention must be paid in the rural areas, where using family control techniques 

are hardly acceptable. In such regards, social influences can play the leading role. 

Educating young girls and spreading education as well as persuading them that how they 

lose bright prospects of future by early marriages and more children could, can act as a 

significant nudge too. This can be termed as “loss aversion” nudge to trick human mind 

towards their welfare. Other incentives such as 5 percent rise in salaries as a result of 

keeping family of two children or less (combines with 5 percent deduction in salaries with 

family more than 2 kids) could work as one of the many nudges that can be helpful in these 

regards. These are just suggestions to think about. The experts in nudging can come up 

with better package which fit into religious and social values. The above nudges would not 

take away freedoms from people and also give them freedom to choose among the available 

options to perform better for their and their collective welfare.  

Last but not the least, the dilemma of treating sons more than daughters is entirely a man-

made norm which has no rational base. Real world evidences shows that daughters are no 

less, when it comes to taking care of parents, at times even better than sons. The social 

norms of getting girls and boys married in early age needs to be altered through incentive 

for higher education and earning opportunities. The change of norms of early marriages and 

gender equality is long a term process which could be taught from basic level at schools by 

treating daughters and son’s alike, since today’s kids are tomorrows parents. This could be 

done by equally educating girls and giving them equal opportunities as sons to prove their 

productive abilities by safeguarding their self-esteem. 

Moreover, converting labour to human capital through quality education and training is one 

of the most effective ways to answer many issues related to population. Nudging will work 
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better, when recipient has some education. The above are the ways to think to change 

society so that people can have a happy life.  

5. Public Policies 

Public policies like fiscal policy actions are the most important tool to shape up economy 

over the process of economic growth, for which the control of fiscal policy is directly in the 

hands of government. It can provide directions for economy to its desired directions. 

Government expenditures and revenues play an important role in the context of public 

policy. However, if the government is not efficient, it may end up facing economic crises like 

low growth, debt trap, and balance of payment deficit, high unemployment and inflation. 

Considering the case of Pakistan, the situation is no dissimilar. The current figures shows 

that overall fiscal deficit is still as high as 4.6, as a percent of GDP.  Meanwhile, the 

development expenditures have been squeezed to 4 percent of GDP; which were used to 

be over 7% of GDP.  The tax revenue, as percentage of GDP is only 10 percent. Hardly one 

percent population is in the tax net. Such situation is largely owing to the inefficient fiscal 

policy which was followed for many years. It was distorted frequently without achieving 

policy goals; by unstable and incompetent governments. Furthermore, government’s 

frequent changes led to frequent changes in the fiscal policies too. As stated above, fiscal 

deficit, trade deficit, mass illiteracy, inflation and dependency on foreign debt have emerged 

as few of many major economic issues. These are direct consequence of inefficient fiscal 

and monetary policies. Public resource mobilization (revenue) has remained poor; after 

passing decades of half-heartedly introduced efforts. Poor financial rules and regulations, 

as well as non-democratic government250 has led to worsening of the public institutions, 

industrial development and sustained growth.  

Increasing the tax can be an important step towards solving the fiscal deficit. The question 

then is how we can nudge people towards tax payments to decrease the tax gap and help 

                                                           
 

250 . For details of democracy vs. Dictatorships and their economic performances, see previous chapter on inclusive growth in this 

respect. 
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government going without a great deal of loss. Following are some of the nudges which can 

help people pay taxes on time. 

Using conformity as a nudge (capacity to pay and easy to pay) can help in this regard. 

People tend to perform better if they know that other are doing the right thing. Telling people 

by media and other seminar that people are increasingly growing who are taxpaying, can 

have social influence and others who are out of the tax net would consider that it’s their 

social obligation to pay tax as others are also paying. On the other hand, telling masses 

about the people who are avoiding taxes can have opposite and negative effect too and it 

would oppositely nudge people to not pay taxes. As a consequence, giving the information 

about growing tax culture, supported by only figures that show high tax collections can 

nudge people to start paying their taxes. Particularly, when people know that they are 

beneficiaries, they will be inclined to pay taxes. People have built hospitals with an 

investment of billions of rupees like cancer hospitals and Edi’s welfare services. All these 

are a result of nudging and making people to believe that their participating will reward them 

in this world and the life after death. 

The U.K government has formulated nudge unit which uses the principles of behavioural 

economics to make fiscal policies and government services more effective for its masses. 

The international agencies do provide support for dissemination of Inclusive growth. The 

nudge unit in Uk has used the “peer-pressure” nudge to increase the tax collection. Peer-

pressure is similar to conformity nudges, in which people believe that their peers were tax 

peers and considering themselves as minority they tended to pay taxes. This was done 

though randomly selecting a figure i.e. 9 out of 10 people are paying taxes on time. A letter 

to citizen showing information has a surprising upshot in tax collection. Sending letters to 

the tax payer, which contain details about taxes, their usage and appeal to pay taxes on 

time could build a nudging bridge among the government and people. 

The nudge unit didn’t impede here. Nevertheless, they took another step forward in telling 

the people of what their neighbours are doing. So they once more designed another letter 

to citizen claiming that “7/10 people in your local area pay their taxes on time”. This was 

stronger nudge than prior to. It does matter that much that what other people of your 

nationality are doing than what people in your neighbours are doing.  This led to more 
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amplify in tax collection.  Below is the picture of redesigned letter for citizen. The nudge 

unit further probed for reasons that are encumbrance in tax payment. With thoughtful 

deliberations they established that many citizens tend to steer clear of taxes claiming that 

they are under debt and hence are unable to pay taxes. This claim of debt forgiveness or 

tax evasion makes them feel dissimilar to people around them (peers) and hence the above 

nudges were not helpful to these citizens. In order to solve this issue the nudge unit 

designed another letter claiming that “9 out of 10 people with a debt like yours pay their tax 

on time”. This was another nudge to increase in tax collection. Below is the picture of third 

letter designed to citizens.  

This is also not the end yet, the letter was redesigned claiming that “ 9out of 10 people with 

a debt like yours, in your local area, pay their taxes on time”, which at last  enormously 

nudged people to pay taxes on time being the most effectual nudge letter.  Surprisingly, 

this simple letter increased tax revenues by 39 percentages in UK. More astonishingly, this 

nudge alone led to an increase of 200 million pounds tax revenues in just the first year of 

its introduction.  

A comparable nudge can be applied in the context of Pakistan too by informing people by 

an arbitrary high number on peers like them, who are paying their taxes on time. However, 

it is important to nudge people to believe that their tax revenue will not be spent on 

international tours and corruption.  The corrupt governments may be able to nudge. 

Another lesson from the above experiment calls for the urge in creation of nudge unit in 

Pakistan too, which aims to lend a hand towards making of better decisions by people and 

policy makers. Government again has to play it’s in the above regard. 

Monetary policy also plays a role in maintaining and stabilizing the liquidity of money in an 

economy. It has equal power to shape up economy as fiscal policy does. Despite of passing 

over 70 years, since the establishment of Pakistan, Pakistan’ monetary policy has never 

been independent. Fiscal policy is considered as a safeguard against monetary policy 

damages which were also hardly evident in Pakistan. Often Governors of SBP are 

appointed which are favourite of government, not on merit and they often resign due to 

political pressures. Presently, it is hard to believe that which head of any government 

institution is appointed on merit.  
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 Figure 1: Nudge Letter For Taxes (Sample) 

 

Source: Bloomberg Quint. 

The financial market has gone through several changes like 90 percent of the financial 

market was in the hands of government in 1970s. After denationalization of the financial 

institutions, over 60 percent of financial institutions were in the hands of private sector. 

Such unstable policy has affected the stability and development of the financial sector. 

Moreover, the new introduction of Islamic banking system is flourishing without having 

strong umbrella of regulations. People need to nudge whether these are true Islamic 

banking institutions. People still believe that there is only change of name and in reality 

these institutions are same as traditional banking.  

First of all, the State Bank of Pakistan targets the interest rate, which is a way to protect 

the lending rate (interest rate) from shocks. This if is not counterbalanced, has the ability 

to nudge the monetary policy stance in the inappropriate direction provided the current 

state of the economy. Thus, interest targeting is a vital nudge to originate the interbank 

liquidity and elsewhere in economy.  



600 

 

There is a direct link between money supply, interest rate and investment, which can lead 

to growth of an economy. The solution to monetary consolidations, at the current time is to 

keep interest as low as possible, in order to attract investment in the industries. It is the 

need of time to attract investors, which have been lost earlier due to terrorism and 

ineffective measures by government. It can be improved through nudging and incentives. 

Low interest rate combined with government to ease the process of investments can nudge 

investment in country and lead to economic growth. Investment on the other hand is 

savings. Higher the savings, high will be investment. Lessons from Thaler (2008) are as 

below; 

“The lessons from behavioural economics are that people only save if it’s 

automatic” Thaler (2008) 

In order to induce savings, it is required that automatic nudges are set-up with an option to 

opt-out to help people save for their future. An automatic enrolment could be that 30 

percent salaries are automatically saved from every pay by bank, with an option to opt-out 

if they consider it non-beneficial for them. The saving today can be investment tomorrow. 

6. Poverty and Deprivation 

Pakistan is far away from converting its population into productive human capital. 

Those who become human capital try their level best to shift to other countries, in 

order to earn higher income, particularly due to poor labour laws and low wages in 

country. Thus, brain drain accompanied with low human capital adds to the 

worsening of the economy. Not only that, but high level of illiteracy (40 percent of 

population) combined with double digit inflation from decades (inflation though is 

not an issue now) adds fuel to the fire. It is dismal to claim here that more than ½ of 

the population is suffering from unemployment and open unemployment among 

provinces differ widely. 

Over 30 percent or more population of Pakistan is below poverty line. The primary 

cause for poverty are owing mass  spread illiteracy, low productivity, large family 

size i.e. high population growth rates, lack of assets; unequal distribution of assets, 

early marriages and dependencies, gender inequality, poor are not heard, lack of 
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inclusiveness, social conflicts, poor health, lack of nutrition, non- availability of safe 

drinking water, inadequate  sanitation facilities and high dependency ratio. 

The first problem is of human capital and brain drain. Those who are competent human 

capital are gone every year to countries abroad; thus, the home country remains un-

advantaged from such a produced human capital. In such regards, we cannot stop people 

to migrate, since it’s their right. However, we can nudge citizen to stay in their home country 

and serve there if environment is improved. To do so, we can arrange recruiters to pay 

home country a significant amount, when hiring an employee from home country. This is 

an ethical demand in which the other country pays another society on the principles of 

justice for it’s contributions. This will raise the price of hiring the employee from other 

country by foreign recruiters. Reductions in pay will significant nudge the people to stay in 

home country as result. Some economists have proposed such taxes on brain drain. 

Foreign Pakistani students come to Pakistan to get cheap education in medical and 

engineering and move back. The country pays for their training and the other countries 

reap the fruits of their abilities. Consequently, brain drain will occur less since the benefit 

of shifting abroad will weigh less than costs that would occur to shift abroad. This nudge 

has to go with internationally collaboration. Another nudge could be the installation of 

foreign companies in home country, in order for production to happen at lower cost in home 

country with payment equivalent pays abroad. This would not be as easy as proposed 

here, yet not impossible. Government must facilitate foreign companies and foreign 

recruiters in this regard. 

 The solution to poverty is as simple and easy, yet difficult too, if the government is not 

sincere to its masses. Thaler (2008) talks about charity debit card, , which nudges people 

to add some amount in specific account monthly to pay as charity. Introduction to 

appreciation letter to charity debit cards as feedback will further help to increase charity.  

Feedback in kind of letter, visual nudges or simple SMS to appreciate more charity every 

month can be an important behavioural nudges in this regard. 

Surveying people at random, asking them about if they would pay for charity or tend to pay 

in future is a type of nudge that will induce them to invest in charity tomorrow, unconsciously 

as proposed by Thaler (2008) 
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Alternative nudge could be of automatic enrolment in Rs.20 in charity as a deduction from 

salary daily, for those who earn good amount of income. People can have option to opt-

out of this account with verification email to send to home and office. To save themselves 

under “spot-light effect nudge” people will tend to not draw themselves from this Rs5 coin 

daily.  

Another nudge to help people pay more in contribution to poverty alleviation is by telling 

people what people in their neighbours are doing. This can be done simply by telling your 

family and friends the letter with telling how much percentage more you are spending.  

The ultimate end to poverty lies in spreading education and skill. Thereafter ensuring job 

for work, which can be done through subsidized education and training; not only training 

for jobs but for small businesses too.  It is more important to help people help themselves. 

This could be done by teaching people to make products in different areas on deferred 

loans tomorrow, once they get earning form it. Such a program is already occurring in 

Pakistan, however, it is yet not reached to village and far flung areas. Information travels 

very ghastly in village areas, teaching one family means opening window of new 

opportunities for similar many families. This would be an important nudge to make people 

especially women towards productive employment.  

All the above nudges are good, it will help people to reduce poverty. However, the long 

term and sustainable policy to reduce poverty is through government spending in 

development expenditures, particularly education.  

It is important to mention here that above nudges would only occur when information would 

be framed in the light of by rational persuasion and conversed among groups without 

destroying the individual autonomy. The irrational behaviour have to be tacked through 

nudging too. 

A very fine nudge to induce people towards education is granting a plus 20 marks in 

matriculation exams on educating a poor child (without any fee charge) to class 3 level.  

Further educating a poor child (without any fee charge) to middle can add up to 25 marks 

in matriculation exam. For verification these taught poor children can be given a test and 

they too can be granted a certificate which is equivalent to report card of passing grade 8 
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or grade 3. These students can further take admission in matriculation or their desired 

fields if they are willing too. Similarly, to educate or not to educate a poor child is entirely a 

choice taken or not by students. The elite can be nudged to educate one child for welfare 

of the society. There was successful experiment in Pakistan regarding dissemination of 

military training to the college students (NCC). It was done without bearing much cost. 

Similar programs can nudge to answer many economic issues like poverty too. 

7. The Debt and Dependent Growth; Debt Trap 

The economic growth Pakistan is a dependent growth251. The debt servicing is 

increasing day by day, which is washing away major portion of economic 

growth. Pakistan’s external debt has reached to incomparable sustainable 

levels. This is a consequence of not anything but poor debt management 

policies and corrupt government.  Debt is still escalating and there is high 

demand for public debt for inefficient use (current expenditures). 

The solution of debt issue lies for the most part in the efficiency of government and 

willingness to spend (without corruption) on development projects.  The question is how we 

can nudge government to do that?  This could be done by nudging people to vote only that 

party that has debt reduction agenda in their manifesto. Media can play a significant role by 

hyping over the real issue of debt and running a campaign to nudge people to vote only for 

that party that aims at debt independency along with poverty reduction. However, people 

would be free to not join government if they do not want to pay 5 percent of their income in 

debt reduction. Similarly, 2-3 % percent of incomes of default enrolment in people earning 

three to four lacks per month, can add up to much revenues in lowering the debt burden. 

The government has several taxes which appear on electricity bills, which has no rationale.  

The project, for which tax was imposed, may continue for years like the project also 

continues. Every citizen pays Rs. 35, as tax for PTV. How many people watch PTV? It is 

just unjustified tax which is added to electricity bill. If people are nudged, they may not pay 

such taxes, which are hardly justified. All it happens due to inefficiency of the public sector. 

                                                           
 

251 Pakistan became aid dependent country ( see previous chapter on debt). 
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An inefficient, incompetent and corrupt government can do nudging, since people do not 

believe them. 

Governments are made to serve people, rather than their self-interest. In their oath, there 

must be a default clause in which they commit to pay certain amount/ percent of their total 

income monthly for debt reduction, the government commit unsustainable debt.  This would 

do two things; take away a huge amount of money from big ASHRAFIA and it will add to 

debt repayment. Secondly, it will bring in to the subconscious notice of government the 

severity of the issue and they will be nudged automatically to take serious steps in this 

regard to avoid their losses in salaries, as well as to help country of saving from debt 

servicing. Of course efforts will be mobilized to collect more revenue from domestic 

resources. 

8. Nudging and Inclusive Growth 

Pakistan is not only facing double digit unemployment (as reported in research 

studies, not official figure) but also the employment opportunities are unproductive. 

There is a lack of small credit distribution along with growing income, social and 

gender inequality drawing the country away from inclusive growth. High poverty 

rates combined with weak public policies fuelled by low expenditures on 

development leads to the severe situation. What so ever the development efforts are 

made, those are for political gains or attraction of corruption. It is the very reason 

that health and education are suffering from poor quality   

The three major features of inclusive growth are: i) increase growth rate, ii) decrease in 

poverty and inequality (income, social and gender) iii) create productive employment. To 

achieve gender equality (which leads to income & social equality too) can be done by using 

the tools of behavioural economics. By providing equitable pay for equal level of education 

can unveil the untapped potential of women workforce. This can only be done by creating 

nudging polices by government in which women are not discriminated, who shows bias 

towards women may be taken to court. It can deliver, when courts are effective and working 

properly. Their decisions are implemented and such decisions are brought to the political 

plate forms. Such a law can nudge in gender equality, resulting into income equality and 
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social equality. To overcome income inequalities, people earning less than 20,000 must be 

given incentive to take business initiative loans on very low rates of interest by banks ( 

helped by government and federal banks) in order to help them invest more and improve 

their material conditions.  

Moreover, similar to inter-American development bank and world economic forum which is 

nudging people by creation of GPTF (gender parity task force). The GPTF aims at 10 goals 

such as increasing labour participation, reducing the income gaps, increasing female 

participations and increasing employment opportunities (which is the aim of inclusive 

growth) for women. Such a workforce is a need in Pakistan too, aiming to remove or lessen 

from country. 

The above mentioned nudges for poverty reductions can also help in inclusive growth (as 

explained above).  Again, education and training are the roots to every such solution. To 

generate productive employment, the roots lies in introducing of four Cs in education system 

which is based on creative, collaboration, critical thinking and communication in education 

system. There is a need to develop the minds of children now (without any delay) by 

changing the type of education in order to make them productive and create more productive 

employment for themselves and others, which is also a need of tomorrow. In above regards, 

4Cs are potential nudges towards productive employment opportunities. Are public schools 

and education institutes delivering such education? 

It is important to note here that nudges alone cannot lead to inclusive growth without the 

goodwill of government in achieving long terms goals based on not merely economic growth 

but most wanted “inclusive growth”.  

9. Environmental Degradation and Protection 

Environment issues in Pakistan are result of augmented deforestation, air pollution 

(smog), water pollution, climatic change, pesticide and insecticides misuse, soil 

erosions and natural disasters combines with desertification.  From the last two 

years, growing concerns over smog is also taking place in hot debate as it is strongly 

linked to health issues and neglect of government sector. 
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Environmental degradation has emerged as a major issue on the face of Pakistan creating 

serious health issues and global warming, an evidence to it is the growing concerns of smog. 

In order to maintain green environment, nudges such as cap and trade policy is most 

effective.  Where each pollutant is given certain amount of polluting rights and later they are 

allowed to trade their rights with other for money. This has ability to not only nudge firms in 

producing from environment friendly machines but also in controlling the overall pollution in 

the environment. Same goes for lowering the costs of fuel efficient cars; this will help in 

more purchase of cars that fuel efficient.  Increase in trade barriers such as quotas and 

tariffs in imports of those cars that are environment unfriendly.  

Feedback nudges that was introduced to save energy and diminish consumption of energy 

by households in US was the introduction of occupancy sensors. Similarly ambient orbs (act 

as a nudge) would turn red on use of more energy and green on reduced use of energy. 

Similarly, introduction of two lines by telling others the amount of electricity/gas by other 

neighbours may nudge people to use less energy. Such nudges can be applied for the case 

of Pakistan too.  

The incentives by government in order to nudge commercial users to use less energy such 

as payable of extra PRs 5 per unit in case of set usage amount would be of another helping 

nudge. Imposing a tax on shopkeepers who use plastic bags will help to get rid of such 

problems arising from plastic bags. Where is our think tank, what are they doing with respect 

to all the issues raised in this book? 

In brief, Nudge theory has tremendous possibility in shifting the way public policy is 

perceived and implemented for masses. It is another version of inclusive growth and both 

have their same end goals. The ultimate aim of government policy (both fiscal and monetary 

policy) is to augment welfare of people. The recent cry for inclusive growth that comprises 

of reducing poverty along with reducing inequalities, productive employment opportunities 

for all can be achieved.  This last chapter of the book proposes the nudges to solve major 

issues of Pakistan economy as stated by earlier chapters. These are just directions. The 

agenda has to be focused as per each economic issue to address. This chapter ultimately 

design few ways to nudge to make small changes in order to embrace inclusive growth. 

However, it is important to note here that nudges alone are not sufficient and they would not 
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work without the right institutional structure based on effective government, transparency, 

rule of law and order and enhanced regulatory quality. The first issue to address must be 

education for all and health for all. It will lay strong foundations for all above cited ways and 

means to approach emerging economic and social issues. 
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APPENDICIES 

  Appendix: 1 

               Summary of Human Behaviour “NUDGE” 

“ Nudge; Improving decisions about health, wealth and Happiness by 

Thaler & Sustein (2008) 

The above cited book is the  best seller and hot stuff of nudge theory” 

“ Nudge; Improving decisions about health, wealth and Happiness by 

Thaler & Sustein (2008)” is a book that has knocked down the 

traditional economics by applying the principles of behavioural 

economics on changing human minds towards better decision 

making. The behavioural economics rules out the basic foundation of 

traditional economics which claims that human beings are rational 

agents and always tends to maximize their welfare. In real world, 

however, human make decisions under emotions, hot and cold state 

or often influenced by temptations with limited available information. 

Thus, sometimes they fail to make right decisions for themselves 

being often irrational by relaying too much on automatic cognitive 

system rather than reflective cognitive system. The book follows 

paternal libertarianism by advocating the fact that rather than using 

force or compliance, people must be given a simplified set of choice 

to choose the best for themselves with an option to opt-out. The 

nudges must be simple, transparent, based on fairness principles and 

equity.  

The book is divided into four sections. The first section is dealing with 

the differences among human and econ. The authors draw clear 

distinctions among econs. who are thought to be rational agents and 

human which are we, and often take decisions that are irrational.  The 
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first section also is in print for comparatively easy introduction for all 

to behavioral economics, neuro-economics and nudge theory.  

Second part of book deals with money and it’s related issue. This 

sections shows how human can be nudged to save more, invest more 

or denote more in today and tomorrow. It also explains the extensive 

role of nudging in the realms of credit market and privatizing social 

security. One of the nudge that book suggests in these realms is the 

introduction of charity credit cards, which can nudge people to denote 

more. Similarly, automatic enrolments can also help in nudging 

people towards their desired goals such as saving.  

The third part of the book deals with society and its nudges. This 

section particularly deals with four major issues; i) helping people to 

make better decisions in their health care i.e. by simplifying the 

design nudges to give easy options to people select their health 

plans. ii) Increase organ denotation i,e. nudging people to denote their 

organs for the welfare of people. This was nudged by automatic 

enrolment of people in the organ denotations. The result came out to 

be that people tend to draw themselves out at very less rate as 

compared to when they were given the option to opt-in. iii) saving the 

planet; this potion deals with nudging people towards environment 

friendly environment. Ambient orbits and cap and trade nudges were 

two of many nudge that helped to change human behaviours. iv) 

Privatizing marriage; this section deals with helping people to make 

their married life better and also about nudging people to care about 

their future in case of divorce. The basic nudge given in this regard 

was that marriage must be made a state of affair of church (religious 

institutions) rather than of state or government.  

                             Conti…… 
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The last section of the book presents some of the more nudges that 

helped people to alter their behaviour in order to achieve their 

personal objectives. Peer-pressure and financial nudges were some 

of the many nudges in these regard.  This section also portrays a 

detailed note on post 2008 crises. 

Concluding above, this book is a world-shattering book that have 

thoroughly swing the way in which policy makers can change their 

strategies and facilitate people without forcing them. The introduction 

of tricky nudges has brought marvellous consequences, where they 

were put into practice. For deliberate policy makers, this book has 

unbolted new room for Pakistan to benefit from nudge theory in order 

to achieve not only economic growth but also inclusive growth, 

starting from micro-level.   
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