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Introduction

Since its inception in 1947, Pakistan has seen visible fluctuations in its
economy. It has seen highs such as in the 60’s decade and lows especially
during the war on terror. There has been visible economic growth but the
fluctuating nature of Pakistan’s economy affects the overall growth and
therefore, a need for sustainable economic growth must be kept on top
of the priority list. There are several ways to achieve sustainable econom-
ic growth in the long term and Pakistan should implement the recom-
mended policies for improved macroeconomic projections.

Economic growth should always be looked at in context of historical
events, it is because economy is one of the first facets of the country that
is affected by ongoing events. Pakistan has witnessed a long-term aver-
age economic growth of close to 5 percent p.a. during the last 70 years.
However, Pakistan has also witnessed phases of boom, burst and steady
growth during different short term periods. However, it is to understand
that fluctuation in economic growth is a normal part of the business
cycle. Economic growth fluctuates for a variety of reasons:

Natural calamities

Wars

Political Instability

Good vs Bad Economic Managers
External Environment

Pakistan’s economic growth and fluctuation can be illustrated through
this table which charts the country’s economic growth through the years



1950s 30 3.0 0.145* - - 5.7% .
1960s 68 3.2 2.532* - 2.1 3.5* -
1970s 48 125  7.792* 120+  -53  10.0* -
1980s 65 7.0 20522*  794* 271 -89 -3.9
19905 46 9.7  38922* 2946*  -69 -4.4 4.5

20000 56 58 | 402* 4814 | 38 30 0.7
2007 :

200817 3.7(3) 9.1 83.0% 22540* 7.5 -6.8 -4.1*

The gradual deterioration of the economic condition is visible from this
table as not only does the external debt show an exponential increment,
the trade deficit also has ventured into the negative territory.

Stabilization Policy:

Pakistan since 1988 has engaged nine separate times with IMF, which
resulted into decline in financial sovereignty, because whenever Pakistan
approached IMF a strict or stringent stabilization policy was imposed on
Pakistan.

Pakistan has been one of the nine prolonged users of the IMF resources.
Whenever a country goes to the IMF for a bail-out package, they are
asked to pursue standard stabilization policy. Stabilization Policy is also
known otherwise as Austerity Policy. This policy is meant to reduce
aggregate demand with a view to creating a balance between aggregate
demand and aggregate supply (or to reduce aggregate imbalances). From
the IMF’s perspective — a country faces balance of payment difficulties
when its aggregate demand exceeds aggregate supply. Strict Monetary
Policy, strict Fiscal Policy and flexible exchange rate policy are the instru-
ments of Stabilization Policy.



Strict monetary policy increases interest rate which discourages private
investment (one component of aggregate demand). Higher interest rate
increases the cost of financing fiscal deficit which in turn increases inter-
est payments resulting into increase in current expenditure, and it
ultimately increases overall expenditure, unless development expendi-
ture is cut down, this further puts pressure on budget deficit. Strict fiscal
policy reduces public investment (another component of aggregate
demand). Strict monetary policy increases overall expenditure via the
rise in interest payment. Strict fiscal policy reduces public spending,
particularly development spending. While overall expenditure may not
increase, the quality of spending does suffer. Under Stabilization Policy
neither government spends adequately nor does private sector invest
more which in turn suffocates the economy. It is for this reason that
stabilization policy is also known as anti-growth policy.

Instability: Reasons and Solutions
There are two main sources of economic instability:

Exogenous Shocks: Examples are terms of trade shocks, natural disas-
ters, capital flight etc. Many developing countries have narrow export
base. Shocks to the world price fluctuations of their commodities can
have strong impact on country's export earnings. If the country’s export
base is diverse, then large or long-lasting shocks will be required to desta-
bilize such an economy.

Self-Induced Shocks: This depicts poor macroeconomic management.
For example, excessively loose fiscal policy can increase aggregate
demand and it place pressure on country’s balance of payments as well
as on inflation. Pressure on exchange rate leads to rising public debt,
increasing interest payments which leads to erosion of fiscal space and
therefore a decline in investment on education, health and infrastructure
can be observed.



Pakistan faced external as well as self-induced shocks in 2008 and 2013,
respectively and continued to pursue, by and large, the IMF stabilization
policy of the 1980s vintage since 2008 and until today. Such a prolonged
period (ten years) of stabilization or austerity or anti-growth policy has
suffocated the economy of Pakistan and severely constrained the
country’s short-to-medium term growth potential with a rise in socio-
economic challenges for the country. Such a prolonged use of austerity
or anti-growth policy has critically damaged the country’s medium
to-long term growth prospects as well. In the absence of manipulation, a
growth rate in the range of 3.0-4.0 percent has become a ‘new normal’
for Pakistan. The economy may not grow in the range of 7-8 percent
unless we change the current policy paramters.

TABLE: PER CAPITA EXPENDITURE ON
EDUCATION AND HEALTH (US $)

Education Health

| 1960s | Latest 1960s  Latest
| South-Asia | South Asia
Bangladesh 1.2 26 | = | 31
India 1.6 | 63 | - | 75
| Pakistan 1.4 | 35 | - | 36
| _ EastAsia | EastAsia
Korea, Republicof| 9.1 | 1242 - = 2060
Malaysia | 16.4
Thailand _ _105




How can Pakistan Achieve Sustainable
Economic Growth?

A very important dimension of achieving sustainable economic growth
deals with human capital. Pakistan’s burgeoning population should be
used as a strength instead of a weakness. Investment in health and edu-
cation will lead to an improved quality of human capital. Education and
Health are critical inputs to overall human development. Health is central
to well-being and education is essential for a satisfying and rewarding
life. Education plays a key role in the ability of a developing country to
absorb modern technology and to develop the capacity for self-sustain-
ing growth and development. Health on the other hand, is a prerequisite
for increase in productivity. Both health and education are interconnect-
ed. Good health may improve the return to investment in education.
Empirical evidence suggests that there exists a bidirectional relationship
between income and human capital indices: with higher income, people
and governments can afford to spend more on education and health,
thus improving human capital, which in turn, leads to higher productivity
and more incomes.

Conclusion

The importance of human capital in making a country more prosperous
on a sustained basis cannot be overemphasized. No nation can progress
in a competitive world without investing in its people to build human
capital base. Given the current demographic structure of Pakistan where
50 percent of its population is below the age of 20 years, it has a clear
choice to make: either grab the opportunity to make this young popula-
tion productive citizens by investing in them; or be ready to witness
eventual implosion. Building human capital alone is not enough. We
need to create rewarding employment opportunities for which, we need
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to change our macroeconomic policy parameters from reducing budget
deficit to promoting job-rich inclusive growth. In a democratic society,
growth must be democratized as well, that is, the majority of the
population should benefit from growth.
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