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Inaugural Address

SARDAR FAROOQAHMED KHAN LEGHARI

Dr Sarfraz Khan Qureshi, Director of Pakistan tosi of Development
Economics, Distinguished Guests, Ladies and Geatiem

It is a great pleasure for me to be present hésartbrning. Over the years, the
Pakistan Society of Development Economists has nmadgble contributions to the
profession of Economics and Planning. It has addpeul to strengthen the evolution of
scientific knowledge in Development Economics. Marportantly, it has given an
institutional shape to the exchange of ideas betweeenomists, other social scientists,
and policy-makers. | am happy to note that a lamgmber of distinguished academics
and policy-makers from all over the world regulapgrticipate in the Society's
meetings. | earnestly hope that useful policy pipsons will emerge from the
deliberations that take place here about the nisgoes in economy. Indeed, | wish to
extend my appreciation to the Society for providiniyely and effective platform both
to researchers and policy-makers.

The Twelfth Annual General Meeting of this Societytaking place at a time
when a number of momentous changes are on theohofthe end of the Cold War
removed a great source of tension that had divigeavorld into ideologically opposed
camps. This had opened up opportunities in qufeavacountries to redirect resources
towards economic development and other social tigsc The countries of our
subcontinent must also share in the peace dividerdl strive to find pragmatic
solutions to the complex regional conflicts whicimtinue to divert our scarce resources
from the socio-economic development programmes.

Another event of historic significance is the sssfel negotiation and signing of
the Uruguay Round (UR) Agreement. These changesg bdaunting challenges
alongside great opportunities. A good deal of nefeahows that about a third of the
total gains likely to emanate from the new worktling environment will accrue to the
developing countries worldwide. The question forisusAre we ready to benefit from
these opportunities in this part of the world?

The World Trade Organisation (WTO) now consciosslgks to promote a rule-
based, multilateral, and non-discriminatory worlalding system. Yet, ironically, there
are indications that the market access availabtbaaleveloping countries would not
improve substantially. The non-tariff barriers hdeen treated in such a manner that
the tariffs on items of interest to developing doies still remain high. The trade in
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agricultural products and textile products, in whies our main concern, has only
begun to be liberalised. Abuse of the anti-dumplagis and linkage of the

environmental and labour standards with trade leydéveloped countries is unduly
limiting the competitive abilities of the developginountries.

These apprehensions apart, let me state that wetdmave any doubt about the
long-term benefits that developing countries cateqtially reap from the changing
world trading environment. Our vision is clear. ldtigh the multilateral agreement
will impose some costs on our economy—as there ishange which is free of cost—
yet there is a lot more for us to gain from the éggmnent. It depends on how well we
manage our economy. If we allocate resources mpémal manner, then the gains can
be substantial. Otherwise, the opportunities valhlissed.

An interesting parallel development is the new waferegionalism. Some
observers have expressed doubts about the formafimegional blocs and their
possible adverse effects on multilateralism. Wesittar regionalism as part of the
outward-oriented trade strategies that membersrefjimnal bloc can adopt. The UR
Agreement has addressed liberalisation of tradegdods and services, while
regionalism, additionally, addresses issues rglatm the movement of capital,
harmonisation of regulatory regimes, and coordimatdof domestic policies that
favourably influence international competition.

| may also caution that this new era of opportasitn trade and investment will
be neither easy nor smooth; it will pose its owfiialilties. We shall have to learn
quickly to adjust to the harsh new realities of therld. This will require that we
produce appropriate goods of good quality andgiht fuantity; and we shall need to be
innovative and efficient to keep our costs comjpetit This is a multi-dimensional
challenge of major proportions, and we must martteahecessary resources to meet it.

Ladies and Gentlemen,

Before proceeding further, | would like to highliggome of the major structural
weaknesses that are affecting Pakistan’s econoenformance. The first and foremost
is the fiscal imbalance represented by the evemigmp gap between government
revenue and government expenditures. High budditdeare inflationary and have
adverse effects on both export performance andctmmon man. In the past,
corrective measures were not taken to reduce gtelével of budget deficits. It is not
surprising that Pakistan has been suffering on watcof double digit inflationary
pressures. The high rate of inflation has madegowds uncompetitive in the world,
and brought much misery to the common man. Théntgapart of the social fabric can
be attributable to a highly incapable finance polic

The second structural weakness relates to the amgrgfstem, particularly the
nationalised banks and other financial institutitha have become a pawn in the hands
of their political bosses. Loans are granted taeheho wield political power and then



Inaugural Address 299

these are not repaid. This not only weakens thé&ihgrsystem but also dries up the
funds available for productive investment. Simjlathe weaknesses in the monetary
and financial systems impinge unfavourably on #heell of domestic savings. In the

South Asian context, Pakistanis save much lessltithans. Low saving rates adversely
affect investment rates, which in turn affect tmevgh performance of the economy.

Again, what little investment does take place basrates of return on it.

The third major structural weakness is the high ddtinternal and external debt.
Domestic debt service payments are the single datigem in the budget. Similarly,
repayment of external debt takes up a substartiibp of the meagre export earnings
of the country. The previous governments had faibeelvolve viable debt management
policies to keep the national debt—both domestitfareign—at a sustainable level.

Physical infrastructure, in the form of roads,ways, airports, canals, and power
plants, plays an important role in the economicettgyment of a country. In Pakistan
much of the physical infrastructure has rapidlyedetated and has severely constrained
economic expansion.

Then there has been low human resource developrhenPakistan, the
development of human capital is at a lower levahtm other South Asian countries,
which are already at a low level by world standaFas example, our literacy rate is the
lowest in South Asia, and so is our spending orcatitn and health. This, coupled
with rapid population growth, low agricultural yisl, low investment, etc., has all
contributed to the re-emergence of the poverty phmamon in recent years. The
situation is made worse when government institsti@sponsible for the provision of
basic services to the more disadvantaged segmiestsiety are incapable of doing so.
This causes a credibility gap and, in general, emalsuch institutions.

Last but not the least are the troubles caused layequated legal system which
does not enjoy the confidence of the people. Inoddmvhere the interests of many
competing groups have to be protected by an adetpgsdl system, our failure here has
alienated people who would otherwise have willingtyne the heavier burden that the
adjustment programmes always and inevitably imphée short run.

Ladies and Gentlemen,

I have just mentioned the broad challenges facmjsian's economy. Now |
would like to dwell on a few basic items which weed to deal with competently while
managing our economy.

One of the most pressing social problems thafage is persistent poverty.
Many analysts believe that the incidence of povisrggain on the rise. In any
case, a large proportion of the population, amagntb a very large absolute
number of people, remains poor. Inadequate nutritieealth, education,
housing, and sanitation facilities are the princijpams of deprivation. The
pervasive deprivation has been the result of ifgefft economic development
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and inequitable distribution of its benefits.

Another major problem which our country is faciisgthe high population
growth. The growth rate of population remains hifgispite the fact that we
have been committed to a population welfare prograrfor more than three
decades. We are now dealing with a demographiderafere a small number
of adults have to support a large number of depeadéncluding elderly
dependents. A large number of countries of thedyamkcluding many muslim
countries, have achieved much greater progressathahwe have been able to
achieve on the population front. The country’shhigpulation growth rate is a
dangerous explosive to live with.

Notwithstanding some high points, overall ecormmiowth has remained
around 5 percent in the 1990s. With such a low, ka&ecannot even achieve
the standards of living in the ASEAN countries. Mgiit a substantially higher
growth, the goal of macroeconomic stability wilhmain elusive and the social
problems will worsen.

Foreign direct investment has been an importstof in promoting economic
growth worldwide. Despite the effort made, Pakistzas not been able
sufficiently to take advantage of its potential favestments from abroad. To
attract foreign investment, Pakistan seems to cagreas favourably with the
neighbouring countries in such matters as efficeommunications, trained
workforce, macroeconomic stability, and export bisso, satisfactory law and
order and political stability are important ingrexlis of a business environment,
and particularly to attract foreign investment. Wit these pre-requisites, the
economic incentives would not be effective.

For sound macroeconomic management, it is dritice we adopt policies that
will fill the domestic resource gap and reduce lia&ance-of-payments deficit.
The balance-of-payments problem is mainly due to pmrsistence with the
import-substitution  strategy, which has a built-ianti-export bias.
Government’s efforts to broaden the tax base amtpoove tax administration
have proved to be insufficient. Similarly, effottsreorientate and increase the
efficiency of public expenditure have had limitatteess. Fiscal deficits of the
current magnitude do not seem to be consistent Rdtkistan’s development
objectives. Lack of progress in this area willralitely undermine the growth
and anti-inflation objectives, as the large pubbctor borrowing requirements
will continue to divert a vast amount of currenthyv and insufficient private
financial savings, and/or draw heavily from the etany system. In fact, the
crucial factor behind our weak external positiothis lax fiscal policy, which
increases expectations of further depreciatiorhefrupee, and thus causes a
host of other problems, including capital flight.
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In the area of current expenditure, one of therrohallenges is to ensure that
debt-servicing does not crowd out the expendituitas for economic growth;
and that non-development expenditures will dedinmeet all the outstanding
development needs. By reducing the overall fisaicd, the government
would set in motion a favourable process that wdeddl to smaller interest
payments in the future, thereby providing a scope éxpanding the
development expenditure.

Another issue is the need to increase expenditurethe operation and
maintenance of roads, railways, irrigation, wateppy and sanitation, and
basic social services. Measures are also requoeteduce administrative
inefficiencies and over-staffing at the lower lesvef government employment.
The inefficient and unhealthy condition of theaiincial sector is imposing
heavy costs on the economy and is adversely aftgtiie growth process. The
main reason for this condition is that, being l&rga the public sector, its
default rate on the bank loan is very high. Thesling—and ever-increasing—
burden of non-performing assets has already shiecwery foundations of a
once robust financial system. Consequently, inoareven meet the most
urgent needs of the private sector. And therearertany explicit and implicit
taxes in the financial sector, which constrains llaeking sector’s role as a
financial intermediary. The resulting fall in bottlomestic savings and
investment thus forces the economy to rely heasilyforeign savings and
investment.

Improved public sector resource management pelicheed to be
complemented by further progress on the privatéosegenda. The positive
response by the private sector to the governmestsnt structural initiatives
underscores the importance of moving on to the pbase of policy change.
The current debt burden is difficult to manage @snehting into future earnings
at an unsustainable rate. A major issue in thés & that the term profile of
external debt has seriously deteriorated as atrefumassive short-term
borrowings from commercial banks at high ratesdrest. At the same time,
the burden of internal debt has grown heavier, etenfaster rate than that of
the external debt.

Economic decisions affect the environment and ghelity of environment
affects the performance of the economy. The swidity of economic
development is made possible only within this imédationship. We know that
this is often not well-understood. Consequentliatieely high effluent-emitting
industries are established without much attentiaid go the treatment of
industrial waste. Urban waste is being produceal large quantity without any
proper arrangements for its disposal. Similarlysm@anagement of water
resources has resulted in the incidence of watgrgg salinity, and
desertification. Despite the awareness in thisrcegaappears that very little



302

Sardar Faroog Ahmed Khan Leghari

has been done to bring the economic motive clasentironmental safety and
continuity.

Another reason for slow development in Pakistarthat the structure of

governance suffers from excessive centralisatiargducratic inefficiency and

corruption; imbalances of regions, gender, groaps, classes; and inequality
of opportunity for jobs and access to health ang:ation.

Let me emphatically state that a clear recognitibthese challenges is just the

first step. A speedy and powerful movement towandsformulation of an action plan
is the next urgent step, which we must take now.

Ladies and Gentlemen,

Let me turn to the agenda for policy reforms whicam sure, will benefit from

your critical review and consideration.

To qualify as a middle-income country, we mugttér achieve a growth rate of
agriculture of above 5 percent per annum—not omlyrdising total factor
productivity in the crop sector but also by acfivgtthe unexplored non-crop
sector through appropriate policy measures. Inntaaufacturing sector, we
should concentrate on both inter- and intra-ingudtiversification of
production, especially in labour-intensive exparented industries, making
industries competitive and meeting the standardsbgethe international
consumers. Besides, efforts need to be made teaserthe rate of total
investment in the manufacturing sector and to Bemethe efficiency of
investment by raising the total factor productivithirough appropriate
technological change. To increase domestic invegtnamd savings, the
financial sector must be efficient and healthy.sThiould reduce our heavy
dependence on foreign savings and investmentnIbeachieved by increasing
the role of the financial sector as an efficierteimediary, and would require
rehabilitation, deregulation, and privatisationtteé financial sector, drastically
reducing bad loans and adopting a fair proceduredover the arrears while
improving efficiency.

In order to attract foreign investment, apprdgrimeasures should be taken to
improve the investment climate in the country. Ehegasures should include
large national savings and investment, streamlinioigy administrative
procedures to remowal-hocism and to effect institutional reforms, reinforcing
macroeconomic stability, accelerating the tradeorref programme, and
ensuring political stability while eradicating caption.

For maintaining macroeconomic stability, it iss&gtial to reduce both the
budgetary deficit and the balance-of-payments iefihe budgetary deficit
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should be reduced gradually by expanding the tae ls® that the tax-GDP
ratio rises steadily over time. This, in turn, wbtkquire raising the share of the
direct taxes in the total tax revenue and shiftimg emphasis from the trade-
based taxes to the generalised consumption-basesl #so, a comprehensive
agriculture tax is necessary to make the taxatimtemn both equitable and
efficient. We have been living beyond our means, laave been doing so for
too long. This must stop. A critical, zero-basediew of expenditure is
essential to eliminate wasteful expenses in thdigpgkctor departments and
corporations. The government needs to restore somahble fiscal balance by
increasing the revenues and rationalising the edpens, i.e., the collection of
revenues on an efficient basis and the raisinglefjaate revenues to meet the
most legitimate expenditure needs. The currentwatcbalance-of-payments
deficit has more than quadrupled over the lasy¢ams and should primarily be
reduced by strengthening the export effort; bubréféhould also be made to
reduce the import bill, attract foreign direct istreent, and encourage more
remittances from abroad. The reforms of the tradgnre should be carried out
in conjunction with prudent fiscal management, sitite former may imply a
revenue loss. Sound macroeconomic management walst permit the
government to strengthen international competitgsn while reducing
expectations of a further depreciation of the rugdee latter would help to
increase the attractiveness of investments indghatoy.

| urge the policy-makers and researchers to Iotikboth the productive and
the reproductive behaviour of the economic agentiintegrated framework,
where the level of economic activity is determirjethtly with the size of
family. | must underline that a high rate of figstiand a low rate of mortality
cannot coexist in the long run. It would be essémti reduce the fertility rate
for the success, in the shortest period of timepther known social and
economic indicators of progress like universal theehre and universal
literacy.

The private sector is widely acknowledged as yaikstrument for achieving
economic goals in a world of rapidly increasingbglb competition. In our
country, the private sector's development is sefjowonstrained by: (a)
politically confrontational forces, (b) weak lawdaorder apparatus that does
not provide sufficient security to the life and pesty of the common person,
(c) inadequate, inefficient, and expensive inftadtire for energy needs,
telecommunications, transportation, and port féedj and (d) large fiscal
deficits which continue to deflect huge amountsesburces for the use of the
public sector, crowding-out the private sector'gamt needs. Thus, there is a
need to put an emphasis on policy reforms whiclediner directly or indirectly
designed to encourage the development of the pragtor and to enhance its
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role in economic activities. The success of thesgbei sector rests on the
continuity of policies and the stability of macroeomic fundamentals, which
in themselves must be credible, consistent, am$pexent. As the Ninth Five-
Year Plan is now being formulated by the Plannimgn@ission, | would urge
the Commission to prepare a policy framework wimeggowing participation
of the private sector is ensured, while the roléhefpublic sector is redirected
and concentrated on providing a stable policy agllatory environment—
only complementing the private sector activity amgestment in those areas
where the public sector has a comparative advankgally, we must work to
achieve a small, clean, efficient and corruptie@efgovernment so that the
private sector can flourish.

To alleviate extreme poverty, especially in theal areas, direct income
transfers may become necessary in addition toaegrprovision of staple food
items and other wage goods. Furthermore, incersivaegies should be
attempted to enlist voluntary participation of theople in the production
process.

For the sustained growth of the economy, it seetial to develop the social
sectors. Thus, improvement in the delivery of basicial services is critical to
ensuring the long-run sustainability of the goveentis development efforts
both from an economic and a political point of viewr adult literacy rate,
female literacy rate, gross enrolment ratios atlalels, and the general
education index are dismally low and disappointiAgbetter educated and
healthier workforce is a pre-requisite for raisittte productivity of the
economy. At the same time, if basic living condiaf the population at large
do not improve, any adjustment programme may beepard as benefiting
only the more privileged members of the societyncke undermining its
political sustainability. Therefore, | urge the mt@rs and policy-makers to
extend the policy of investment in people beyorel iext five-year plan. As
such, the Social Action Programme (SAP) should dzkesigned to meet the
growing needs of the market economy. And inefficies of the SAP must be
removed to enhance the effectiveness of the aesvit these programmes.

| have mentioned earlier that there is, stilpaor understanding of the inter-
relationship of the quality of environment and pieeformance of the economy.
This is mainly due to the fact that the maximigaid growth has for long been
the primary objective of our planning. This intefationship can be better
understood in the perspective of economic developmather than economic
growth. | must emphasise that the maximisation ofwth without any
consideration for the environment may not be sugbdé over the long run;
and, as such, short-run gains can only be derivedrather heavy cost in the
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long run. Therefore, sustained development, aintedaximising growth and

the quality of environment in a dynamic contexqudtl be our first-best option.

Finally, and most importantly, unless we cormat way of governance, it will

be hard to sustain the level of development thahaxee achieved so far. For
sustainable development, as | have said beforenust curtail centralisation;

check the inefficiency and bureaucratic and paliticorruption; correct the

imbalances of regions, gender, groups, and classesyure equality of

opportunity through merit and transparent accessltmation, health-care, and
employment; and we must mitigate the culture ofustn operating in such

areas as default of loans, tax evasion, and car@cconsumption, which
have become addictions as dangerous as drug crime.

Ladies and Gentlemen,

The agenda | have just outlined is necessary far eexonomic health,

development, and sustainability. If we act on ivhwe can move towards recovery and
good health. This will also help Pakistan to eiier 21st Century as a progressive,
prosperous, modern, and democratic country in thrédw

With these words, | inaugurate the Twelfth Annuan@ral Meeting of the

Pakistan Society of Development Economists.

Thank you very much.

Pakistan Paindabad.



