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Abstract

This study extends the classic Solow—Swan growth model to explore how the reconstruction of capital after
major floods shapes Pakistan’s long-term economic growth. The model divides total capital into three key
components—traditional, modern, and human capital—to reflect the structural diversity of Pakistan’s
economy. Floods are introduced as sudden external shocks that damage these forms of capital differently,
disrupting the pace of recovery and future growth. The analysis shows that when post-flood rebuilding
focuses mainly on traditional capital, such as housing and basic infrastructure, short-term recovery occurs
but long-run growth remains limited due to low technological progress. In contrast, reconstruction that also
strengthens modern and human capital—through investment in technology, industry, and education—leads
to higher productivity and long-run economic growth. The findings suggest that Pakistan’s recovery from
floods is not just about rebuilding what was lost, but about investing smarter in what can sustain future
development. The study concludes by emphasizing the importance of balanced and forward-looking
reconstruction policies, such as the Twin Capital Reconstruction (TCR) Program, whereby budget
allocation towards rebuilding capital in a flood-affected economy should have a fixed proportion diverted
towards investments in modern and human capital, alongside traditional capital, so as to ensure long-term

growth.
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a. Background and Rationale

Pakistan has long faced economic and structural vulnerabilities—among them weak physical in-
frastructure, a large agricultural sector dependent on climatic stability, and limited human-capital
accumulation. These vulnerabilities became sharply exposed during the massive floods of 2022, which
impacted an estimated 33 million people, destroyed large swathes of agricultural land, and caused damage
of over US $30 billion (World Bank, 2022). The magnitude of the disaster under- scored not only Pakistan’s
susceptibility to extreme weather and climate-related shocks, but also its broader challenge: how to maintain

stable and inclusive growth in the face of such disruptions.

Floods not only destroy existing physical capital but also alter the pattern of future investment. In Pakistan’s
case, post-disaster reconstruction is typically financed through limited domestic savings, external aid, and
informal borrowing (Eskander & Fankhauser, 2022). Since access to formal credit is highly unequal, small
farmers and micro-enterprises rebuild what they can afford: simple tools, livestock, and low-cost housing.
These forms of traditional capital (KT) are vital for survival but generate limited technological progress.
Modern sectors, which rely on machinery, energy networks, and logistics, often recover more slowly due
to financing bottlenecks and high costs of imported equipment. Consequently, aggregate capital
accumulation after floods becomes skewed toward traditional assets, reducing the overall efficiency of the

capital stock.

The Solow-Swan Growth model is widely used to model the effect of natural disasters on long run growth
in an economy. It explains long-run growth as the result of three main forces: the accumulation of capital,
the growth of the labor force, and improvements in technology. In its basic form, the model treats all
productive assets—machines, buildings, and equipment—as one combined measure of capital. Post floods,
the nationaly saving rate rises due to reconstruction of capital. This implies that the economy can converge

back to its original growth trajectory in the longer run.

We present an extended version of the Solow Model whereby aggregate capital (K) can be divided into
three distinct components: Traditional Capital (KT), Modern Capital (Kpf), and Human Capital (H). This
modification allows the model to more accurately reflect the structure of developing economies like
Pakistan, where different sectors respond differently to shocks such as floods. Traditional capital represents
low-technology, labor-intensive assets (e.g., livestock, basic tools, housing); modern capital captures
technology-intensive and industrial assets (e.g., machinery, infrastructure, and energy systems); and human
capital embodies the education and skills of the labor force. By incorporating these separate forms of capital,

the extended model highlights how the composition of investment-rather than just its volume—shapes long-



run productivity and resilience. This approach provides a richer understanding of how post-disaster
reconstruction and sectoral investment patterns influence Pakistan’s return to steady-state growth following

major shocks.
c. Review of Literature

Early neoclassical growth models, particularly those of Solow and Swan (1956), established the
groundwork for understanding how savings, population growth, and technological advancements determine
long-run output. Later extensions, such as Mankiw, Romer, and Weil (1992), incorporated human capital
to better explain cross-country income differences. Mankiw, Romer and Weil extend the original
framework of the Solows model studying the effect of human and physical capital on long run growth in
an economy. Our model builds on the same theoretical framework as the Solows model, and separates
human from physical (traditional and modern) capital in a similar manner to the study by Mankiw, Romer

and Weil (1992).

These models are based on the Creative Destruction hypothesis introduced by Joseph Schumpeter (1942)
and formalized in modern growth theory by Aghion and Howitt (1992). This hypothesis was incorporated
in our model to explain how technological progress and structural transformation oc- cur through the
replacement of less productive capital with more advanced forms. In the context of Pakistan’s post-flood

recovery, this process captures how destruction of outdated traditional capital (KT ) can potentially pave
the way for investment in modern, higher-efficiency capital (KM ) and the enhancement of human capital

(H). However, in economies constrained by limited savings and unequal access to finance, such creative
renewal may be incomplete—leading to the reconstruction of low-productivity assets instead of
technological upgrading. By embedding the creative destruc- tion mechanism within an extended Solow
framework, our model illustrates how natural disasters can either accelerate modernization or reinforce

structural stagnation, depending on the direction of post-disaster investment.

Smith and Zhao (2012) present the same theoretical framework of a two-capital type accumula- tion in a

neoclassical Solows growth model. They incorporate the variables of Human capital (H) and Physical

Capital (K) to present the long-run steady state output per effective worker (y*). The distinction drawn by
Smith and Zhao (2012) between “strong” and “weak” types of capital offers an important theoretical parallel
to the structure of our extended Solow model. They argue that the effectiveness of external resources—
such as foreign aid—depends on the kind of capital they enhance. Aid directed toward strong capital, which
includes productive infrastructure, technology, and human-capital development, generates more immediate

and sustainable growth effects than aid that strengthens weak capital, such as low-productivity or non-



reproducible assets. This insight directly aligns with our differentiation between modern capital (KM ) and

traditional capital (KT ).

Addressing the impact of floods in Pakistan, Tariq and van de Giesen (2012) highlight the significant
devastation caused by floods in Pakistan. They highlight that flooding remains the country’s most persistent
and damaging natural hazard. It is therefore, despite decades of investment in flood control and relief
operations, the ratio of flood damage to total flood events has not significantly declined, suggesting
persistent structural vulnerabilities. The authors attribute this to weak institutional coordination, uneven
flood management capacity across regions, and the concentration of economic activity in flood-prone areas
such as the Indus Basin. These findings directly relate to the present study’s extended Solow framework:
recurrent floods continually erode the nation’s physical and traditional capital (KT )—infrastructure, land,
and agricultural assets—while also deterring investment in modern capital (Knp ) and technological
progress. Con- Consequently, even as Pakistan invests heavily in flood management, the economy remains
locked in a low-efficiency recovery cycle, where the composition of capital accumulation determines the

speed and sustainability of post-disaster growth (Tariq van de Giesen, 2012).

McDermott, Barry, and Tol (2013) provide a theoretical and empirical analysis of how natural disasters
affect long-term growth through investment and financial market channels. Using a two-period equilibrium
model, they show that when an economy faces credit constraints, the destruction of physical capital
following a disaster cannot be fully offset by new investment, leading to persistent output losses. Their
results, based on data from 1979-2007, confirm that in low-income countries with limited financial
development, disasters exert prolonged negative effects on growth, while better-developed credit systems
help economies recover faster. This framework is closely aligned with the logic of our extended Solow
model: in Pakistan, floods damage both traditional and modern capital, but the extent of recovery depends
on the economy’s ability to finance reconstruction and reinvest efficiently. By distinguishing between

traditional (KT ) and modern (KM ) capital, our model builds on the insight of McDermott, Barry, and Tol

(2011) that post-disaster growth depends not only on the magnitude of capital loss but also on the structure

and accessibility of financial markets.

d. Research Question

How does the reconstruction of traditional, modern, and human capital after flood disasters influence
Pakistan’s long-term economic growth, as explained through an extended Solow—Swan growth

framework?



e. Methodology
Solows model

As discussed in the literature review, our model is largely based on Solow’s Growth model as presented by
Okuyama (2003). The model is set by the production function that uses inputs of Aggregate Capital (K)
and Aggregate Labor (L) to produce Aggregate Output (Y) in an economy. The production function is

assumed to have constant returns to scale.
Y =F(K,L) (1)

The production function is divided by L to get the following per-capita intensive form. Working with per-
worker variables removes the effect of growing population and focuses on productivity per person. Per-

capita (intensive) form:

y = f(k), where y = %, k =§ )

Net change in capital per worker = investment per worker minus dilution + depreciation.
Law of motion for capital per worker:
k =sf(k)—(n+8)k 3)
In steady state, investment exactly offsets depreciation and dilution, so capital per worker no
longer changes.
Steady state condition:
sf(k") = (n + §)k* 4)

Growth rate of capital per worker:



k k
n=r=LE-n+0 (5)

A(t) is level of technology and A(t)L is called effective labour. Using effective labor rescaled by
technology allows us to find a steady state even when technology is growing
Y =F(K, A(t)L) (6)

Let effective labor be:

L=A(t)L, and k= A(It{)L
Then,
A Y
9= f(k)= AWDL (M)

Law of motion for capital per effective worker, where x is technological growth:
R=s-f(§)—(n+8+x)ﬁ ®)
Steady state condition:

sf(k*) = (n+ 6 + z)k* (9)

The steady state is where the economy’s investment just keeps up with depreciation, population growth,
and technological progress. Capital per effective worker stops changing, but because technology keeps
improving, output per worker still grows at the rate of technological progress. It’s the long-run balance

between saving and the forces that dilute capital.

If the economy experiences a flood, post-disaster it will have a higher savings rate, sq such that it is higher

than s because the private and public sectors will divert their investments towards rebuilding capital



destroyed. this increase in s will, in the long-run steady state, improve the growth trajectory of the economy

by the Solows Model.
i. Research Design

The research design is theoretical and constructive: we start from the classic Solow setup (contin- uous

time, exogenous A and L) and introduce three reproducible capital stocks (KT -traditional, Kp- Modern,

H-Human Capital). We then (i) derive the intensive—form dynamics for each stock, (ii) characterize the
steady state, and (iii) perform comparative statics under a fixed total saving rate (s) with reallocation across

shares. Finally, we discuss transitional dynamics qualitatively to interpret post—shock recovery paths. The

object of measurement is the level of output per effective worker ,y*, in steady state and how it depends on

the saving mix and parameters.
ii. Theoretical Framework
General Form

The additions made to Solow’s original model are in terms of the inclusion of Traditional Capital,

Modern Capital, and Human Capital. Let:

KT (t) = Traditional Capital, = Kp (t) = Modern Capital, H(t) = Human Capital
The remaining variables are consistent with the standard Solow model:

Y (t) = Aggregate Output, A(t) = Technology level, A(t)L = Effective Labor.
The aggregate production function is given by a general neoclassical form:

(10)
Y(t) =F (KT (), KM (1), H (D), A(DL)

It is assumed that F (-) exhibits constant returns to scale in reproducible inputs and effective labor.
Therefore, the production function can be expressed in terms of variables per effective worker by dividing

each input and output by A(t)L(t):

y:ﬂa



The intensive form of the production function becomes:
y(8) = (ke (t), kv (1), h(t) ) (11)

The standard law of motion for the aggregate capital stock K in an economy with gross investment I, capital

stock K, and depreciation rate § is:
K =I-8K (12)

This equation implies that the net change in capital equals gross investment minus depreciation (9).

Applying this to each capital stock category gives the following capital accumulation equations:

KT = STY - 5TKT, (13)
KM=SMY—5MKM, (14)
H:sHY—éHH, (15)

where n is the growth rate of labor and g is the growth rate of technology.

In the steady state, all effective capital stocks per worker remain constant, i.e.

kr =ky=h=0.

Hence, the steady-state conditions can be written as:

sty" = (n+g+ér)kr, (20)
smy* = (n+g+dm) ki, (21)
sy =(Mn+g+du)h*. (22)



Solving for each type of capital in terms of steady-state output per effective worker y* gives:

sTy*
S A— 23
T~ (n+g+dr) (23)
. smy”
P el A— 24
X sHY"
hf = 27 25
(n+g+6H) ( )

Finally, the steady-state level of output per effective worker is expressed as:
y* = f(kr, kir, 1) (26)

These equations determine the long-run equilibrium levels of Traditional, Modern, and Human
Capital per effective worker, given sectoral saving shares and depreciation rates.

Cobb—Douglas form Time is continuous, t > 0. Output is produced using three types of capitals (KT,

KM , H) and effective labor (AL):

Y (t) = Kr(t)" (K@) H(6)?)™ (A@)L) 7, (27)

O<ap,ay, art+ay<l, ¢>0.

where

oT is the output elasticity of traditional capital, measuring the responsiveness of output to a change in
traditional capital KT .

aM is the output elasticity of the modern—human capital bundle, capturing the contribution of modern
capital Kp and human capital H to total output.

¢ is the complementarity (absorptive capacity) parameter, indicating how strongly human capital

enhances the productivity of modern capital; when ¢ > 0, K\ and H are complements.

Exogenous variables of the system are A /A = gand L /L =n where n is population growth and g is

technological change. Saving is a fixed fraction s € (0, 1) of output, allocated via shares sT, sM, SH >0

with sT +sM +sH =s. Each stock depreciates at its own rate:

10



Kp = spY — 67K, Ky = smY — 6m K, H=syY —6yH. (28)

Define per—effective—worker variables

to obtain the intensive—form production function:

y = k3T kM hOMO, (29)

Using X N (AL) — (n + g)X/(AL), the laws of motion, representing change in per capita stock are

kr = sty — (n+ g+ 67) kr, (30)
kv = suy — (n+ g+ 6um) b, (31)
h=spy— (n+g+dy)h. (32)

A steady state satisfies kr =ky =h=0:

ST SMm SH
S A Y S ) — < 33
ey M= ron Y Yy (33)

Substitute (33) into (29) and collect y* terms:

070 = () o) ™ o)™

Let 6= 1—ar —op(1+9). A positive finite steady state requires 6>0. Then:

1

y* = [(n-ﬁ-i]iﬁq‘)aT (n+2%51v1 )aM (n_-f—‘;lils_H)anb] 9 : (34)

11



iv. Variables and Measurement Approach

The model distinguishes between three types of capital—traditional, modern, and human—to
explain how the composition of post-flood investment affects economic recovery and long-run

growth.

Y (t) represents total aggregate output at time ¢, while KT(t) denotes the stock of traditional
capital, such as housing, agriculture, and basic infrastructure. KM(t) is modern capital, which
includes machinery, industry, and technological assets. H(t) stands for human capital, reflecting
education, skills, and health that enhance productivity. L(t) represents the labor force,

and A(t) captures the level of technology or efficiency of production.

The parameters sT, sM, sH indicate the fraction of output invested in traditional, modern, and
human capital, respectively, while 6T, M, oH represent the corresponding depreciation rates,
which tend to rise following flood shocks. nn is the population growth rate, and gg is the

exogenous rate of technological progress.

Output per effective worker is defined as y=Y/(AL), while kT=KT/(AL), kM=KM/(AL) ,
and h=H/(AL) represent traditional, modern, and human capital per effective worker. The
parameter ¢ captures the degree of complementarity between modern and human capital, and oT
and aM are the output elasticities of traditional and modern capital, respectively. Finally, 0 is an

adjustment parameter that determines the speed of convergence toward the steady state.

12



f. Results

Output per effective worker in the steady state Equation (34) gives the steady—state output per

effective worker as a function of saving composition, depreciation, and technology parameters:

o M apé
= (ee)” etn) ()
Y = \n¥gfor n+g+om n+g+ou ’

According to the Solows Model, y = Y/AL, which represents the output by an "effective worker" once the
economy reaches long-run equilibrium. Hence, y* measures the steady state productivity of he economy.

A higher y* suggests that the economy has higher productivity per worker after making exogenous
adjustments in technological changes (g) and population growth (n). The steady-state output per effective

worker can also be written as

ar oM
]

s A
y* = (n+‘;i6T> <n+f‘g4+§M) 0=1—ar—ay(l+¢)>0.

1. Immediate impact on growth post-floods

The impact of floods to the economy are shown by depreciation rates of the three capital stocks: &, Sy,
Oy . After a flood, the depreciation rates rise because capital is destroyed. The depreciation rates of

traditional (81 ) and modern capital (8) ) rise more since these are vulnerable to destruction and damage.

The increase in these depreciation rates increases the denominator values of the terms in our expression
for y* (n + g + 8y ). The increase in the denominator reduces the overall value of y*. Hence, due to floods,

capital stock in an economy is destroyed and needs replacement. This negatively affects the economy’s

growth trajectory, given that there is no diversion of resources towards capital building yet.

2. Increased Traditional Capital Investments

We discussed that in developing economies like Pakistan, there is an inclination towards investing in

traditional capital more due to credit constraints and a lack of resources. Thus, stincreases since savings
are directed towards investment in Traditional capital. This also means that sy and sy must fall given the

saving rate constraint. According to our equation above, if st rises and sy and sy fall, the output per

13



effective worker should fall because st occurs linearly in the equation while sy and sy are present as a

product of each other so their cumulative fall will shrink the output function.

Hence, given that the economy diverts its investments towards traditional capital, it experiences lower
long-term growth, since due to financial constraints and limited resources, it cannot rebuild the modern

capital lost, and add more stock to modern capital.
3. Investing More in Modern Capital

If policy or private credit in an economy allows higher investment in modern capital, the saving rate of
modern capital, sy, will rise. Since modern capital drives innovation and efficiency, the value of y* will also
rise. However, it is imperative to note that if sy rises, by the saving constraint, st and sy will fall. This will
nullify the effect of increase in sy because it occurs in the expression as a product of sy. The overall value

of the second term will increase less proportionately because of this effect.

Therefore, increasing investments in modern capital without increasing investments in human capital will

bring little change to the long-run growth trajectory.
4. Joint Investment of Modern and Human Capital

The complements in our Cobb-Douglas expression were Modern and Human Capital, and this can be seen
in the final expression of y* where the exponents aM and aM ¢ suggest that modern capital and human
capital multiply each other’s effects on the long-run output per effective worker. If either sM or sH is small,
long term growth is under risk of lower recovery post floods, relative to predictions by the Solows Model.
If an economy invests in both Modern and Human Capital, it is likely to grow at a very high rate in the long
run. This is because if sM and sH both increase, the value of y* increases significantly despite the decrease

in sT given the budget constraint. The second term shows the product sM sHeg, which proves that increase

in saving rates of both will result in a multiplied increase in y*.

14



g. Discussion

The results derived from the extended Solow—Cobb—Douglas framework provide valuable insights into how
post-flood reconstruction choices influence long-term economic outcomes in developing economies, such
as Pakistan. The findings reveal that floods affect not only the level of capital but also the composition and
productivity of investment. These compositional effects, often overlooked in con- ventional growth

analysis, determine whether recovery leads to sustainable growth or prolonged stagnation.

The first clear implication is that floods act as capital-reshaping shocks, not just capital- destroying ones.
When depreciation rates (81, 6y, 8y ) rise sharply after a flood, productive assets must be replaced before

any new accumulation can occur. The model shows that this rise in depreciation lowers steady-state output

per effective worker (y*) by increasing the denominator terms (n + g + &;) in the steady-state equation.

Thus, even with unchanged saving rates, the same level of investment yields less net accumulation, meaning

recovery begins from a lower productivity base.

While traditional models of growth emphasize total investment or savings rates, this extended version
reveals that where savings are directed matters just as much. In economies like Pakistan, where financial
systems are underdeveloped and public resources are limited, reconstruction typically favors traditional
physical capital — basic infrastructure, agricultural assets, and small-scale housing — because these can
be rebuilt quickly and visibly. However, this type of investment provides limited productivity gains and
few technological spillovers. The discussion, therefore, highlights an important trade-off between speed
and quality of recovery. Rapid reconstruction centered on traditional capital may help restore output levels
in the short term, but it does little to raise the steady-state productivity level (y*). This creates the illusion
of recovery — GDP rebounds, yet the underlying capacity of the economy to generate sustained growth
remains constrained. Over time, such reconstruction cycles can entrench a low-productivity equilibrium, as
repeated floods continually destroy capital and savings are repeatedly redirected toward the same low-

return assets.

The model deepens our understanding of how capital complementarities shape resilience. The interaction
term between modern and human capital in the production function captures the idea that productivity
improvements are not additive but interdependent. Modern capital - machinery, information technology,
and advanced infrastructure - can only generate high returns when accompanied by sufficient human capital
in the form of education, skills, and health. When floods occur, this complementarity becomes particularly

vulnerable. Educational disruptions, migration, and health crises weaken the human capital base at the very
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moment when technological upgrading is most needed. If reconstruction focuses only on rebuilding

physical assets without addressing this erosion, the productivity of modern capital declines sharply.

The framework also highlights that growth after floods is path-dependent. Since the steady-state output per
effective worker depends on saving composition and depreciation, initial post-disaster policy choices can
permanently alter the growth path. A temporary misallocation of savings to- ward traditional capital can
leave the economy trapped below its potential even after total savings recover. This helps explain why many
developing economies, despite repeated reconstruction ef- forts, exhibit persistent underperformance: they
recover output levels but not productivity levels. Floods effectively reset the economy’s capital mix, and

without a conscious shift toward modern and human capital, the economy converges to a lower steady state.

The figure below perfectly illustrates the long run growth in output in an economy after a flood is hit. It

illustrates how investing in different combinations of capital can effectively alter growth trajectories.

Post-Disaster Output Recovery: Traditional, Modern, Modern+Human (TCR) vs Original Solow-Swan

== Original Solow-Swan recovery
Traditional-focused recovery
—— Modern-focused recovery Fast, resilient recovery

= Modern + Human recovery (TCR) =

Original Solow-Swan path

Output per effective worker, y

Disaster hits

Time, t

Figure 1: Long-run growth post-floods in a three-capital Solow—Swan framework.

This study has some clear limits that point to areas for further work. The extended Solow—Swan
framework developed here is mainly theoretical and has not yet been tested with data from Pakistan’s flood-

affected regions. Future research could look at how savings, depreciation, and technological progress
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actually change after major floods like those in 2010 and 2022. The model also assumes that technology
grows on its own and that capital can move freely between sectors, which is rarely true in Pakistan, where
credit is limited and institutions often slow down recovery. Human capital is treated as a single block, even
though education, health, and skills are affected differently by disasters. A more detailed version of the
model could include these differences and consider how regional factors shape recovery. In short, future
studies could use real data and local conditions to test and refine this framework, showing how policies like

the Twin Capital Reconstruction plan might work in practice to make Pakistan’s growth more resilient.

h. Policy Implications

The Government of Pakistan has made notable efforts to address disaster-recovery, infrastructure resilience
and human-capital development. For example, following the devastating 2010 floods, Pakistan launched
the National Flood Protection Plan-IV (NFPP-1V), which aimed to provide a comprehensive ten-year
strategy for flood management, including embankments, river works, and early warning systems. More
recently, the National Disaster Risk Reduction Strategy 2025-2030 sets out Pakistan’s framework for
strengthening disaster resilience, investing in resilient infrastructure, modernizing preparedness and
focusing on technology, governance and human capacity building. These policies demonstrate that the
government recognises the importance of infrastructure and risk mitigation, but less explicitly do they

integrate modern-capital investments and human-capital.

The policy I propose for Pakistan in response to this theoretical framework is the “Twin Capital
Reconstruction Plan” (TCR), whereby 60% of the investment resources for rebuilding capital, after a flood
is hit, should go towards building modern and human capital. Modern Capital includes any technological
resources and machinery such as renewable energy systems, machinery, logistics, irrigation technology.
Investments in human capital would include training programs for improving the skillset of workers so as
to ensure that they can handle the machinery appropriately. Resources should be diverted towards flood-
affected regions after an analysis over which regions and sectors have suffered the most, and which of those

contribute more to GDP.

Under the TCR, no rupee should be spent on traditional capital until it is matched by a rupee invested in
modern and human capital. every bridge rebuilt must power a broadband network, and every school restored
must double as a flood-shelter and tech-learning hub. Instead of “build back better,” Pakistan would build
forward smarter, using floods—the very agents of destruction—as catalysts for structural transformation.
In operational terms, the TCR would establish a Capital Matching Rule: reconstruction budgets for roads,

housing, or irrigation (traditional capital, K;) would only be released if parallel proposals for technology,

17



energy, or education (modern and human capital, K,, and H) are co-financed. This ensures that every
reconstruction project also upgrades the productive capacity of the economy. For instance, rebuilding a
flood-damaged road in Sindh would require simultaneous investment in digital fiber along that route, local
technician training programs, and climate-resilient engineering standards. Additionally, the TCR can be

administered by the NDMA, the Ministry of Planning, and the private sector.

Conclusion

This study shows that Pakistan’s recovery from floods must go beyond rebuilding what was lost to
rethinking how it rebuilds. The extended Solow—Swan model reveals that long-term growth depends not
just on how much is invested, but where those investments go. Focusing solely on traditional capital—
roads, houses, and farms—may temporarily restore output, but it does not alter the country’s growth path.
In contrast, rebuilding that also strengthens modern and human capital—technology, industry, and
education—creates resilience and sustained progress. The proposed Twin Capital Reconstruction policy
captures this idea: every rupee spent on physical rebuilding should also build skills and technology. In this
way, floods become more than disasters; they become turning points that push Pakistan toward a smarter,

more self-reliant, and future-ready economy.
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