MPRA

Munich Personal RePEc Archive

Socio-Economic Challenges Faced by
Pakistan

Irfan, Mohammad and Muhammad Yasin, Ha z

International Institute of Islamic Economics (IlIE), Internation
Islamic University, Islamabad, Pakistan

2009

Online at https://mpra.ub.uni-muenchen.de/40570/
MPRA Paper No. 40570, posted 30 Aug 2012 11:24 UTC



CHALLENGES
FACED BY PAKISTAN

Proceedings of National Conference
International Islamic University Auditorium,
Faisal Mosque Campus, Islamabad
2nd- 3rd June, 2008

Editors:
Dr. Mohammad Irfan
Professor (Economics)

Dr. Hafiz Muhammad Yasin
Associate Professor (Economics)

International Institute of Islamic Economics

INTERNATIONAL ISLAMIC UNIVERSITY :
H-10, Faculty Block-II, P.O. Box 1687, Islamabad Pakistan

4‘_:-"

b e o4




All Rights reserved. No part of this book to be reproduced without
the written permission of the Editors.

The views expressed by different authors are personal and in no
case represent the viewpoint or policy of IIIE or International
Islamic University, Islamabad.

ISBN

Computer typeset in Times
by Muhammad Shaukat

Printed in Islamabad at the IRI Press, 2009
Contact Office:

Incharge, Research & Training, IIIE
Tel: 051-9258055, 9019-451/434

il



Socio-Economic Challenges Faced by Pakistan

Sr. Page
No. | CONTENTS No.

1 Foreword -
The President, [IUI

) Preface vii
The Director, IIIE 5

3 Introduction i
Editor: Dr. Muhammad Irfan -

4 In Search of Policy 1
Dr. Arshad Zaman
Macroeconomic fundamentalism, populism or what?

5 . 14
Dr Pervez Tahir

6 Budgeting for Industrial Revival 31
Dr. Kaiser Bengali

7 Stabilization of Pakistan Economy Demands: 35
A Hit at Root and Sacrifices at Top Level
Dr. Mohammad. Rafig Khan

8 A Critical Appraisal of Taxation Reforms in Pakistan 51
Dr. Ather Magsood Ahmed

9 Does Monetary Policy Play Effective Role 63
in Controlling Inflation in Pakistan
Dr. Abdul Qayyum

10 Performance of the Banking Sector 7
Dr. Shahid Hasan Siddiqui

1 Emerging Debt Scenario and the Debt Burden Costs in
Pakistan
Dr. Eatzaz Ahmad, Dr. Aliya H. Khan and Muhammad Idrees 91

12 The Debt Problem of Pakistan: What can we do? 107
Dr. Hafiz M. Yasin

13 Globalization and Socioeconomic Indicators in Pakistan 137

Haleema Sadia and Farooq Rasheed

iii




Sr. Page
No. | CONTENTS No.

14 Current Food Security Situation: Challenges and Opportunities 147
Dr. Abdul Salam

15 Impact of Higher Wheat Prices on Poverty in Pakistan: 165
Futuristic of Food Security
Dr. Abid A. Burki and Dr. Mushtag A. Khan

16 Producers and Consumers Subsidy Equivalents 185
of Wheat Crop in Pakistan
Saima Ayaz, Dr. Zakir Hussain, Sofia Anwer and Wagar Akram

17 Strategy for Generating Employment in Pakistan: 207
Some Short and Medium Term Measures
Dr. Sabur Ghayur

18 Impact of Trade Liberalization on Wages and Employment 245
in Large Scale Manufacturing Industries of Pakistan
Mr. Javed Iqbal and Misbah Nosheen

19 Infrastructure and Poverty Nexus: the Case of Rural Pakistan 261
Dr. G.M. Arif and Nasir Iqbal
Property Rights: Ensuring Well Being Through

20 : 279
Low Income Housing
Ali Salman and Jawad Aslam

21 Energy Security and the Developing Country: 295
Issues, Strategies and Options
Javed Anwar

2 Services-Led Growth and Industrial Policy: Lessons for 315

Pakistan
Sulaman Hafeez Siddiqui and Hassan Mujtaba Nawaz Saleem

v




Socio-Economic Challenges Faced by Pakistan

Foreword

I am happy to note that the proceedings of the National Conference
on "Socio-Economic Challenges Faced by Pakistan" held on 2™ and
3™ June 2008 are being brought out by the International Institute of
Islamic Economics, ITUL. It was an important initiative taken by the
Institute just before the first budget was being presented by the newly
elected Government. It was expected that the considered views and
analysis made by leading economists of Pakistan would help the
policy makers in finalizing their budget proposals for the year 2008-
2009. '

The economy since then has taken a grave downturn. The continued
imbalances in the balance of payments have forced us to fall back on
the IMF assistance and in accepting their conditionalties. Inflation
rate is very high. The rupee has depreciated considerably. Banks are
facing liquidity crunch. Tax collection targets agreed with IMF are
not being met.

I still feel that the Proceedings will be of relevance to the policy
makers as the leading economists of Pakistan had predicted some of
the problems we are facing now, and had suggested many corrective
measures. The Proceedings, therefore, will help the policy makers as
well as the students of economics to critically appreciate the present
economic problems faced by Pakistan.

I hope the Institute would continue to organize similar conferences
and seminars to bridge the gap between the economists and financial
decision-makers as well as to encourage the teachers and students to
engage in analytical work on Pakistan's economy.

Dr. Anwar H. Siddiqui
President, [1UI






Socio-Economic Challenges Faced by Pakistan

Preface

The International Institute of Islamic Economics is devoted to the cause of education
and research since its very date of inception (1983). It has earned commendable
recognition both at the national and international level, particularly in the Islamic
World. The primary objectives of the Institute include:

- Teaching of modern economics, with emphasis on Islamic economics, banking
& finance, and other related disciplines at Bachelor, Master and Doctoral
levels with international standards.

- Conducting research in the relevant areas to address the leading issues faced
by the Muslim World in general and Pakistan in particular

- Providing consultancy services to public and private organizations and
arranging training programs for in-service workers.

- Promoting coordination with leading educational and research institutions of
the world through workshops, seminars, colloquia, conferences, exchange of
staff and students, scholarships and stipends.

The Institute decided to organize a national conference and to provide the
academicians, researchers and technocrats with a forum for dialogue and exchange of
ideas. The objective was not only to pinpoint and discuss the multi-dimensional
problems faced by the nation at scholarly level but also to find the possible way outs to
overcome the challenges and to explore plausible suggestions for convenience of the
policy makers, executives and business people. The conference was held at the crucial
time when the newly elected government had just taken over charge and it was
preparing to present the first budget while the general public was looking forward with
great expectations.

The faculty, research team and supporting staff of IIIE worked really very hard for a
long time to have the conference an event of success. We appreciate their devotion and
dedication. The credit also goes to the graduate students who were equally involved in
the process from beginning to the end. We acknowledged their enthusiasm, struggle and
assistance with thanks. The conference provided them with a golden opportunity of
learning and direct interaction with the renowned scholars. The role of Dr. Anwar
Hussain Sidiqqui, President of the University needs no explanation. He motivated and
constantly pushed the organizers to meet the objectives of the conference. His interests
manifest from his personal presence in all sessions of the conference and placement of
all the facilities available in the University at our disposal. We are particularly grateful
for his kindness and patronage.

Dr. Nasim Shah Shirazi
Director IIIE
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Socio-Economic Challenges Faced by Pakistan

Introduction

This book is a collection of papers presented by eminent economists and social scientist
during the two days national conference under the title “Socio-Economic Challenges
Faced by Pakistan” held on 2™ & 3™ June 2008 at the Convention Centre of the
International Islamic University (IIU), Islamabad. The conference was organized by the
International Institute of Islamic Economics (IIIE) with the objective to provide an
appropriate forum for debate and policy discussions on the emerging issues faced by
the economy and to facilitate the governmental efforts, in the upcoming budget to
address the emerging issues faced by the economy at the critical juncture which
according to some was characterized as economic “melt down”. That this national
conference was indeed a success is manifest from overwhelming participation of the
eminent economists from all parts of the country who either presented scholarly papers
or took part in the dialogue by chairing various sessions of the conference and
contributing their valuable suggestions.

The prominent figures on the national screen like Mr. Sartaj Aziz, formerly Minister for
Finance and currently Vice Chancellor, Beaconhouse National University, Lahore, Dr.
Zubair Sherpao, formerly Minister for Commerce, Mr. Ahsan Igbal, formerly Minister
for Planning/Education, Mr. Saeed Ahmad Qureshi, formerly Secretary General and
Deputy Chairman, Planning Commission and Dr. Zafar Altaf, formerly Secretary,
Agriculture; were kind enough to chair different sessions of the conference and
provided valuable inputs to the deliberation process. We are particularly thankful to
these dignitaries who spared their precious time to grace the conference. Thanks are due
to all the worthy scholars and participants whose contributions, patience and sincerity
for the national cause made this conference a mile stone.

Besides the inaugural session, the conference was spread over six regular sessions
distributed from morning to evening on both days with only short breaks. The papers
contained in this volume dilate upon variety of issues and a progression from broad
policy framework to macro-economic and sectoral problems has been maintained in the
text. The broad issues addressed in the conference may be summarized as under:

Development Policies in Pakistan
Inflation, Debt and Budgetary Issues
Employment Strategies

Poverty, Housing and Economic Reforms
Fiscal and Monetary Policy

Food Security and Energy Crisis

o R R

It seems appropriate to summarize the main ideas and arguments presented by the
worthy scholars in sequential order for the convenience of the general readers.

Dr. Arshad Zaman in the paper entitled “In Search of Policy” dilates on the policy
challenges faced by the new PPP government and highlights the actions and priorities
that the government ought to follow in the prevailing difficult situation. The author
emphasizes that it is necessary at the outset to restore the confidence of markets and

X



stake- holders by returning to the facts and putting an end to statistical mendacity. In
the short run, the government should endeavor for financial stability while in the
medium run every effort has to be made to establish (ensure) economic management.
The author calls for reorganization and minimization of the distortions by integrating
and merging planning, and development division with economic affairs into a ministry
of finance and development.

The cause of the present crisis, according to the author, is not the deficit in domestic
and external finances per se; rather it is the deficit (slackness) in the economic
management. The author provides a critical review of the economic policies of the past
military-led government under the title of ‘what went wrong’. Pakistan benefited from
exceptional financial flows from abroad after 9/11 resulting into unprecedented rise in
foreign reserves despite the widening current account deficit. However, the government
failed to realize the transient nature of this opportunity; rather an illusionary fiscal
space was created, and committed a series of policy blunders; for instance, channeling
the resource to consumption. The resources were allocated towards import-intensive
consumer industries and the banks encouraged expansion of consumer credit, thereby
injecting instability into the system. The present government has to bear the
consequences anyhow. It has to address the popular expectations by providing relief to
the poor masses, in the immediate and short run.

Dr. Pervez Tahir maintains in his paper “Macroeconomic fundamentalism, populism
or whar?” that the relentless pursuit of growth during the past eight years was socio-
graphically pro-elite and geographically pro-largest province, which benefited at the
cost of voiceless poor and smaller provinces. Euphoria emitting from the false claims of
the achievement of macro-economic stability has evaporated. In fact, the record of
performance for the past nine years is hardly enviable given the goals of the regime. A
comparison of 2006/07 with 1999/00 is indicative of major failures, the current account
deficit is more than threefold, inflation rate is twice of what was to begin with and tax
to GDP ratio declined. Hopes of the poverty stricken masses to benefit from the trickle
down of the growth as a consequence of macro economic stability, did not materialize.

The economy is at present facing multidimensional crisis. The author suggests
development and relief programs to mitigate the miseries of the poor and shelter-less as
a democratic government can ill afford to be seen as doing nothing. The regime should
not be scared to be dubbed as “populist” and need not heed to the advices calling for
elevating macro-economic fundamentalism as a major driver, which will result into
nothing but increasing misery of the populace. Some of the measures suggested by the
author are (a) Write off the loans taken by small farmers in rural areas and smaller loans
extended by House Building Corporation in urban areas. (b) Re-designation of the
current intern programs into National Development Volunteers Program and further
expansion (c¢) Conversion of National Energy Conservation Centre into a regulatory
authority to mount energy auditing at a national scale wherein incentives should be
provided for local manufacture of energy savers and (d) Setting of a deadline for full
payment of the compensation to earthquake victims.

Dr. Kaiser Bengali in his brief discourse note “Budgeting for Industrial Revival”
highlights the enormity of the crisis being faced by the economy. Budget and current
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