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Editor’s Note

The Pandemic has changed the world as we know it and depending on when we are able to
deliver the vaccine to develop immunity, prevailing dynamics could continue for the
foreseeable future. None of the sectors of the economy have been spared. For the first time in
recorded human history, a recession has been brought by the measures taken to curtail the
pandemic instead of actual free market forces finding an equilibrium. Most of the educational
institutes have now shifted to online education systems as a measure to reduce the spread of
COVID-19 and to make it feasible to practice social distancing protocols. Similarly, business
timings have been limited and in some cases, they are even restricted by the number of days
they can operate. The health sector is seeing an unprecedented increase in demand, especially
for care and equipment related to respiratory issues. All these measures have had an impact on
the economy, in the form of changing consumption levels, unemployment, and inflation rate;
to just name a few broad economic indicators. Overall, the IMF has projected the global
economy to fall drastically by the end of 2020, and while the recovery is expected for 2021, it
can take a few years for countries to be back at pre-COVID-19 levels of economy. Undoubtedly,
such a pandemic in the modern history, has the potential to undo years of development work
that has been made possible by researchers from diverse fields.
Considering these unusual circumstances and the need for the development work and research
more than ever before, has led the department of Economics at the Information Technology
University (ITU) to conduct a series of talks focusing specifically on the issues surrounding
development both in relevance to COVID-19 and for the pre- and post-COVID-19 times. Over
the past few months, the department has held online seminars and webinars covering the
development issues as broad as the economic policy in times of COVID-19 and focusing on
niche areas such as differences in death rates for COVID-19 between developed and developing
nations. This series very clearly encompasses and portrays the diversity of ideas and
backgrounds of the faculty at the department of Economics of ITU. Moreover, such diverse
research themes allow for interdisciplinary work, which is essential for the COVID-19 recovery
period.
Please note however: The papers included in this publication do not reflect the opinions of the
Department of Economics at ITU or ITU itself and should be considered as independent
intellectual entities of the authors.

A.A
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COVID-19: What it means for Inclusive Development and the Role of the State
Public Policy Seminar Series
Dr. Akmal Hussain

I think the COVID-19 Pandemic, while it has had devastating effects on human beings in terms
of illness and death, but at the same time it has afforded people to think deeply about the nature
of the economy, the relationship between the state and society and the state and markets, which
has brought us to such a pass. When the Pandemic hit, you will find that in the market-based
capitalist economies, there was a gross inadequacy of public health infrastructure, even in the
developed countries and of course much more so in the underdeveloped world. When you look
at this inadequacy of the public health infrastructure, you discover that the gap between the
levels of public expenditure on health facilities that is required to face such a Pandemic either
now or in the future, and the amount that had been spent before the crisis was so large that
filling the gap will involve a fundamental rethinking of the entire relationship between the state
and society, and even between the state and the market system.
I will indicate why these two kinds of relationships need to be re-examined afresh, in a
fundamental way. To begin with, it’s interesting that during this crisis, Britain recognised very
early that their National Health Service was seriously underfunded and they had to allocate 15%
of their GDP in an emergency package to fight the Pandemic. This included not just expenditure
on National Health Service facilities but also on social support to people who were going to
get unemployed and also to small and medium sized businesses who were likely to suffer losses
as a result of the lockdown. It is a historically unprecedented amount in a market system as
well established as Britain’s.
If you look at the US, the situation there is much worse. The health infrastructure was so
inadequate that people had to pay money out of their pockets initially to even get tested, let
alone get treated at hospitals. Of course, later the government came in and did testing, but
initially it was a terrible situation where most of the people in the US did not have access to
any sort of health facility because of their income situation. Hence, the US had to allocate 2.2
trillion dollars to fight the Pandemic.
That indicates a need to rethink state allocations with respect to health infrastructure.
The second interesting thing that has emerged from this is that the evidence so far shows that
the incidence of the COVID-19 disease and the associated mortality rates are unequal with
respect to the rich and the poor. The impact of the COVID-19 disease is disproportionately
higher in the under privileged social groups, even in the advanced capitalist countries, and of
course much more so in the under-developed countries. Let’s revisit Britain as an example,
which has been a welfare state since a very long time. Even there one finds that the ethnic
minorities mainly from Asia, Africa, and Latin America, constitute almost 14% of the total
population, yet they constitute 34% of the people who have gone into intensive care units for
treatment of the disease. This is an indicator of the aforementioned disproportionate impact
with regards to the relatively rich and those that are poor.
Of course research has started to investigate as to the ‘why’, but as social scientists you can
hypothesize, even at this stage, that the reason why the disease has had a greater incidence, and
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also a more severe one in the case of ill people and the underprivileged groups is because of
their low incomes, the fact that they live in congested localities where social distancing is not
possible. Most of them may work in the transport sector, have inadequate diets due to low
incomes, which inevitably means they would have lower immunity to the disease itself.
Nevertheless, we are awaiting research to finally answer this question.

COVID19: Lessons for Economics
These two features of the COVID-19 impact that have come out; first, the obvious
underfunding of the health infrastructure and second, the inequality of the impact takes us into
a deeper examination of two kinds of relationships. The relationship between the state and the
society on the one hand, and the state and markets on the other. It is these two kinds of
relationships that have led these societies to such a pass, that once hit by the Pandemic, they
found that they had weapons of mass destruction enough to destroy all life on the planet, but
they didn’t have the minimum facilities to preserve life. There was a serious shortage of
elementary products such as masks and Personal Protective Equipment [PPE] for the doctors.
Large numbers of doctors even in the developed world began to die due to COVID-19 because
there was an inadequate availability of PPE and patients lay in corridors due to an acute
shortage of hospital beds. It clearly brought out a contradiction in the market system. Large
quantities of goods that are required by the rich had been produced: sports cars, luxury clothing
7 Star hotels, all unused during the lockdown. Then of course, there are weapons of mass
destruction available through the military-industrial complex in these societies, the production
of which was not only enriching large corporations but also giving the capacity to governments
to annihilate their supposed enemies.
Thus, one has to look at the relationship between the state and the society on the one hand and
the state and the markets on the other.
Over the last half century at least, since the reign of Margaret Thatcher, ideology began to take
precedence over other considerations. The state in capitalist societies has conceived its
economic role to be a facilitator. The economic role that governments have thought of for
themselves is basically marginal to the market system. They see themselves as facilitators for
the functioning of markets which are considered as the central framework for the process of
resource allocation, production and distribution of goods and services. It is thought that if the
market system is allowed to function with minimal interference from the government, it will
result in not only increased efficiency in the allocation of resources, production and distribution
of goods, but it will thereby also lead to the maximum good of the maximum number of people.
In other words, a free functioning market would lead to greater public welfare.
This kind of economic theory has to be re-thought. It is being put into question because the
market system has really not delivered in terms of what the people need in terms of public
welfare. They have delivered what the elites require and what the system of power requires.
However, it has not really delivered public welfare in any meaningful sense.
In other words, in a capitalist economy, it is a profit motive of the capitalists and not public
welfare which sets the priorities of what is to be produced, how much is to be produced, and
for whom. In the textbooks, it was argued that the market is the most efficient system for the
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allocation of resources, production and distribution of goods and services. Indeed, it is still
thought to be such by many mainstream economists. The idea is that the market produces what
the people need.
Actually, this is not the case, because the market responds to demand as it is expressed through
purchasing power. It is only through purchasing power that the market determines what is to
be produced, how much, and to whom it is going to go. Hence, it is your purchasing power and
not your need that is the basis of market decisions. If you have a highly unequal distribution of
income and a large number of people have very low incomes, or belong to the category of the
poor, then the needs of the poor are not going to be taken into account in the process of
allocation of resources, production of goods, and their distribution. The COVID-19 has
highlighted this more dramatically than earlier economic crises. It is not simply a case of market
failure as mainstream economists would like to conceive of it, but these kinds of crises
highlight how such issues are part of the very physiology of the capitalist system. They’re not
marginal to the functioning of the capitalist system, they are inherent to it.
That is why, I believe, after a crisis of this kind we need to question the efficacy of the market
essentially as a framework of resource allocation. Priorities with respect to what is to be
produced, how is it to be produced and for whom cannot be allowed to be set by a market that
simply operates on the basis of demand and the distribution of income. If you do that, then it
will be like the case we have just talked about. The decision regarding the allocation of
resources will be restricted to the elite. The market caters to the elite rather than the large mass
of the people.
We have got to re-examine this through new research and the public policymaking process
based on the evidence not ideological assumptions. One thing that has come out very clearly
in all of this, and it has to be addressed urgently, is that high quality health care for all citizens
has to become part of the primary agenda of the state: The universal provision of high quality
healthcare and the infrastructure required to achieve this goal.
In order for states to provide an adequate health infrastructure such that every citizen, not just
a few, have access to these facilities during normal times, let along during periods of crises,
will require the restructuring of the entire economy. It is no simple task. It is not just a fiscal
challenge, it is a challenge to change the very structure of the market oriented economy that
has emerged. The economy has to be restructured in such a way that it works for the people
rather than the elite. When you argue that an economy should provide public welfare, and a
market-based economy brings about public welfare, you’ve got to take into account that in
practice, so far, the economy has really worked for the elite and not for the public. Otherwise
you wouldn’t have had this elementary problem as you have now, that you’ve run out of face
masks and PPE. While you have enough weapons to make the rubble jump (as Churchill said),
you don’t have enough resources to save lives.
So far, I have proposed that the two main lessons that are to be learned from the COVID-19
crisis is the need for the universal provision of healthcare within a resilient health infrastructure
so that if put under stress during a Pandemic, it does not collapse. The second thing that needs
to be re-examined with respect to the state and market relationship is the problem of inequality.
Not just the inequality associated with the conditions of societal health but also in terms of
inequalities of incomes and purchasing power. That is closely related with the idea that when
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there is sufficient income, then you have greater choices available with regards to the sort of
life you want to lead.
As development economists, one has to look at it in terms of the evidence and the theories that
have emerged since the 1950s. The first major one was between growth and inequality, within
the market system. That was formulated by Professor Simon Kuznets back in 1954. His data
was based on a large number of countries, and what he showed through it was that inequality
exists, but it is nothing to worry about, because if you allow growth to continue within the
market system, then over time the market system itself will initiate forces through which
inequality will decline. So inequality will first increase, then level off and then begin to decline.
This comes out in the famous Kuznet’s curve.
For a long time, many governments, including governments in Pakistan, firmly believed in this
view. So, what they did was focus on maximizing growth without worrying about inequality.
In fact, in Pakistan’s case, they built inequality into the growth process. It was done deliberately,
as a matter of policy; they generated inequality under the belief that the rich save a larger
proportion of their income and thus, it is the rich who are able to invest. Hence if you increase
inequality, you will thereby increase investment and growth.
Recently, this belief has been proven to be invalid on purely empirical grounds by Thomas
Piketty. Piketty looked at the inequality over the last 150 years for a large number of countries.
He came to the simple conclusion that inequality, far from falling as Kuznets predicted, was
actually increasing and had been doing so steadily. He showed that by providing evidence that
the rate of return on capital (5 to 6 percent over the long run was much higher than the long run
growth of GDP (less than 3 percent). Hence the share of owners of capital in national income
had increased over time.
Piketty’s evidence disproved Kuznet’s theory, which successive governments had been
assiduously following in their policy making, since a very long time. Picketty, in one of his
famous remarks, ended his empirical analysis by saying that Simon Kuznet’s argument is just
a “fairy story”.
That is why we have to rethink the whole relationship between growth and inequality. That
relationship has come under scrutiny rather sharply through this crisis. So far growth strategies
have been based on the assumption that it is only the rich who are able to invest. Basically, it’s
an elite based growth strategy where you end up making the rich richer, with the belief that that
it will generate higher rates of growth.
In my recent paper, I have attempted to turn this conventional idea on its head and shown that
in fact, it is through greater equality that you can have a higher and more sustainable economic
growth.
I. Inequality
At the global level, inequality has been so high that as of 2016, 1% of the world’s population
has as much wealth as the rest of the world combined. The total assets, or wealth of the top 1%
of the world’s population is equal to the assets and wealth of the remaining 99% of the world’s
population. Such is the degree of inequality. You can see this not just in terms of numbers, but
you can see it at a visceral level. It becomes more palpable when you consider the rather harsh
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fact that according to the UN, about 21,000 people are dying every day due to hunger or hunger
related causes, and that too in a world where a small elite is living in fabulous luxury. Similarly
if you look at the state of nutrition, you find that inadequate nutrition is causing the deaths of
as many as 3.5 million children worldwide. This massacre of the innocents is taking place while
a small percentage of the population enjoys luxuries such as private yachts and personal golf
courses.
If you see these facts from a purely human level, you will conclude that regardless of what
many economists and certain practitioners are telling us, the market system is not delivering
public welfare. It is delivering welfare and wealth to the elite at the expense of the
overwhelming majority of the people. In time, this can threaten the very fabric of society and
can create severe political tensions that can actually threaten the state itself.
We need to design a set of concepts and a framework of growth which reduce inequality rather
than increasing it over time. It is at a structural level that the problem has to be addressed, not
at the level of fiscal policy where governments with a small amount of money attempt
unsuccessfully to end poverty. That is simply not enough because there are so many poor
people in the world. You need to redesign the structure of the economy; from one that
systematically produces inequality to one in which growth is based on equality.
In the Pakistani case, the situation is just as dire. My own estimates, which I’ve made with Mr
Nazeef, my Research Associate, is that in Pakistan, the richest 0.1% of the population have an
average monthly income of a million rupees. Whereas for the bottom 60% of the people, the
average per-head monthly income is only 6000 rupees. So you can see the huge gap.
The UNDP has shown in its multi-dimensional poverty index that 39% of the population in
Pakistan is living below the poverty line. You have the same story with regards to regional
disparities. Multidimensional poverty, for example, in Qilla Abdullah in Baluchistan is 96%,
while in Lahore, only 4.3% of the population is estimated to live below the poverty line. So
what you have is acute interpersonal and acute interregional inequality in Pakistan and also, as
indeed in the rest of the world.
As development economists, it is our duty to think in fundamental terms with respect to the
problem at hand, the development challenge at hand. It is to so design the development process
that it is based on equality rather than inequality. It should be a development process that is for
the people and by the people. It should be economies that work for the people and not for the
elite. That’s the kind of challenge for public policy today.
As I have said, the four major thrusts of my policy thinking in this context are: One is to turn
the conventional wisdom on its head. The conventional wisdom, as mentioned, is that the
inequality is good for development. Now we have enough empirical evidence to show that
actually, equality is good for growth.
Why? I have done a regression analysis of 120 countries over a period of 20 years and
discovered that those countries that have a better distribution of income are also generating
higher and more sustained growth. This is just my humble work though, there are far better
economists, such as William Easterly* at Harvard who have essentially shown the same thing.
He has shown that in fact, greater equality helps generate higher rates of growth. It does so
directly and also indirectly because greater equality could raise greater social cohesion. In that,
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social cohesion itself is an independent determinant of long-term economic growth. We thought
that inequality generates higher growth but now we have discovered that equality is good for
growth – why? The answer is fairly common sensical. Look at it this way; if a larger number
of people, the middle classes and the poor, are provided opportunities of high-quality education,
provided access over credit and capital markets, then the middle classes and the poor can also
begin to save and invest. Not only invest, but they can also begin to take part in the process of
innovation as they invest and engage in enterprise. That obviously means you’ll have a much
broader base of savings, investments and innovation. That will generate higher growth. This
growth has been generated through equality rather than inequality. Obviously if you educate a
larger number of people via high quality education, you are going to end up with a broad base
of innovation. Think about it, if you have people who are able to think in an original way and
innovate, you’ll have higher growth.
Professor Aghion at Harvard did this very interesting empirical work for a large number of
countries to show that the greater the depth and range of innovation, the greater the economic
growth. So, innovation, greatly impacts growth and productivity and hence, GDP growth.
Therefore, if you have a growth that is based on equality, you are likely to have greater
innovations, higher investments, and hence, higher growth. That is how equality leads to higher
growth.

II. Importance of Healthcare
The second thing, which is highlighted due to this crisis, is the provision of high-quality
healthcare, education and social security. By social security I mean unemployment benefits
and state pensions even for people who are employed in the private sector. The state is obliged
to give pensions as well as unemployment benefits to everybody, across the board.
Now a lot of people including our prime minister, have said that we don’t have the money for
that. It’s the Western world that has the luxury to offer such basic services, we don’t. Let me
tell you what the evidence says. I presented this evidence in my report on Inclusive and
Sustainable Development for the UNDP.
The data shows that a large number of countries that have achieved high, sustained growth, are
precisely the countries that have made a commitment to the universal provision of high quality
healthcare, high quality education, and social security. You discover, when you look at the data,
that when they made this commitment, these countries had a per capita income, lower than the
per capita income of Pakistan today.
For example, Germany under Bismarck in the late-19th century, had a per-capita income lower
than Pakistan’s today and they made a commitment for the universal provision of healthcare,
education and social security. Look where Germany is now; one of the most developed
economies in Europe.
Then you have the Scandinavian countries in the early 20th century. Then if you look eastwards,
you have Japan during the Meiji dynasty in the middle of the 19th century. They also gave the
commitment at a time when their per capita income, under the Meiji dynasty, was much lower
than that of Pakistan today. Then of course, there is China, which in the middle of the 20th
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century gave this commitment and look where China is today. Its per capita income was
substantially lower than that of Pakistan today, but look at where all these countries are today.
I believe it is empirically incorrect to say that we can’t afford to provide these basic services
because our per capita income is low. In fact, you can argue that insofar as these services are
vital for public welfare, and for growth, you cannot afford not to provide them. If we have the
will, we can mobilize the resources.
I will end my brief discussion by suggesting that the principal lessons to be learned from the
COVID-19 is that the state has a much greater role to play in the process of economic
development than was thought over the last half century. The state’s role cannot be marginal,
it must be central. The reason is that the market system, contrary to the belief of mainstream
economists, has not succeeded in delivering public welfare, nor in protecting people from
exogenous shocks to the economy when they occur. Thus, the state has a much greater role to
play. That involves restructuring the markets and the economy. It also means re-structuring the
bureaucracy so that it can perform its developmental role.
The second important lesson to come out of all this is the need to address the problem of
inequality. Once you start examining these two issues, you end up by suggesting that we have
got to turn the conventional wisdom on its head. We have to now restructure economies through
state intervention, in such a way that growth is based on equality rather than inequality and that
economies therefore work for the people rather than the elite.

Question and Answer Session
Health Systems and Developed Economies: The US
Well I don’t think the US is providing a good example to the world; even to the advanced
capitalist world, let alone the developing countries. In my opinion, the obvious lesson that
President Trump can probably see is that the most advanced capitalist economy that is the US,
was spectacularly unprepared to face this Pandemic.
You find that by now the US has become the new epicenter of the global Pandemic. In New
York alone, there were so many dead bodies that there arose a problem of safely burying them.
They had to take them to another island, use bulldozers to create mass graves, and then bury
the people who had died in hospitals.
The obvious lesson for the US here is to move away from the idea that free enterprise will
deliver everything. The state has a major role to play in the provision of services. As far as
withdrawing from the World Health Organization is concerned, I think the rest of the world
has come out in protest. This is a time when the Pandemic has to be fought together, at a global
level and you need an organization such as the WHO rather than withdrawing funds from there.
You see the simple idea here is that people in one particular country can become safe only if
people in all the other countries around the world become safe. If there is international travel,
then sickness in one country can very quickly travel to other countries and so this Pandemic is
global in nature and has to be dealt with as such.
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The US has an inadequate health structure in the sense that the health facilities being provided
up to the time of the Pandemic, essentially belonged to the private sector. The private sector
was providing these health facilities by and large and access over these health facilities was
provided through the idea of insurance. A lot of companies became rich that way, when people
started opting for medical insurance.
The problem is that the majority of the people in the US have not got adequate health insurance
to deal with the crisis of the kind we are going through. The higher the quality and range of
medical services you want to insure, the higher would be the premium payment. A large
number of people are simply unable to pay that much money so that makes them vulnerable to
illness. In response to your question, the US needs a much larger public health infrastructure.
The US clearly needs to move out of its stupor and have a large health infrastructure for all the
people rather than a few.
Let’s go back to your question regarding innovation versus infrastructure in the field of health.
You see, there were successive presidents in the US, such as President Bush and President
Obama, who had warned that the US is not prepared for a major Pandemic and it should be.
Now there are two aspects to this concern that has been shown by earlier presidents long before
this Pandemic actually hit us.
One is that there is an inadequate health infrastructure, but the other is that the state is not
putting enough research funds into the way viruses and microbes mutate and become a major
health hazard. The COVID-19 itself is a mutation from the SARS virus category. You need
research in genetics and virology to be able to analyze and predict the kind of mutations that
can occur and what can be done once they do occur. The second thing is to develop vaccines
which also require research.
With regards to the current Pandemic, a lot of money has been put into vaccine research, but
even the companies and researchers at the forefront of this research are saying that to develop
a proper vaccine, you will need a year. Maybe more. It can’t be made available quickly and if
you take shortcuts and develop a vaccine that later turns out not to be safe, or not as effective,
then the public attitude towards vaccinations will change. There will be no trust anymore.
The research required was not adequately funded; you have enough money to develop ICBMs
or anti-nuclear missile systems, but the US didn’t put money into the kind of research that was
actually required and it shows.

Lessons for Pakistan
As I have argued in my earlier papers, the state to provide high quality education and skill
development facilities to all of the citizens rather than only the elite. What this will do is not
just nurture youngsters who will innovate in the field of I.T. but it will also make possible for
a much larger number of people to engage in IT innovation.
Innovation requires original thinking and original thinking requires rigorous education and
critical thinking where you actually develop thinking skills to face unique problems and deal
with those problems in an original way. This involves training that will incorporate a broader
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base, not just I.T. As we have seen, innovation leads to higher productivity and higher growth
in countries where it does occur.
Now with regards to your question of I.T. and education not having worked in the Pakistani
case. First of all, the kind of education that has been given broadly in the field of I.T. to a very
large number of people is at the very low skill end. You learn how to feed data, handle
international telephone calls etc. There are very few universities, such as ITU which actually
give you advanced skills in the field of I.T. such as robotics and data science, as well as machine
learning where students are able to create their own algorithms. That kind of training is not
being provided by and large in most Pakistani universities. There is a whole hierarchy of I.T.
skills you know, from redirecting international telephone calls to actually developing software
and Artificial Intelligence. We need to provide education at the higher end and there are very
few Universities who actually do that.
Even if you manage to provide high end education, such as is the case with ITU, the problem
is that once your students graduate, they have issues obtaining funding to set up their own
enterprises. There is no institutionalized mechanism such as investment banks or start-up banks
which can fund a good idea.
One of the ideas that were proposed in my UNDP sustainable and inclusive development report
is to not only provide high quality I.T. education, but also to start investment banks which will
provide funds to such young entrepreneurs. The idea is to shift from the low-end kind of I.T.
education to the high end kind of I.T. education. That is where the money is.
The Importance of Human Compassion in the Economy
This involves three aspects. The first thing is that the process of economic growth or economic
development involves establishing relationships between people at the end of the day.
Irrespective of whichever field you belong to, you are working together with other people. The
idea that I have raised in my recent paper and also lectures, is that developing the capacity for
compassion or rediscovering the capacity for compassion in human beings is a vital aspect of
human development. It is an aspect of human development that has been missed out by scholars
who have been working in the field of human development. That is to say, the development of
a humane consciousness and inculcating compassion. You can only develop all of that through
a new quality of education.
The Human Development Index looks at education as one of the factors, but it is a purely
quantitative representation, for example, the percentage of school going children actually going
to school. What we need to build into our notions of education is the quality of education, the
right kind of education.
What is the right kind of education? Apart from the skills, critical thinking and the innovation
capability that are inevitably involved, it is to enable students to discover the joy of love and
care towards others. It actually adds to the individual welfare in my view. When you are helping
out another person, it makes you feel good. Thus, there is personal benefit involved. That kind
of interpersonal empathy is very important to build in and that is something that has been
suppressed over the last three hundred years. Capitalist culture has nurtured selfishness.
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Interestingly enough, if you look at the Latin roots of the word, ‘education’, you discover that
it originates in the term, ‘educare’ and that means bringing to the surface that which is dormant
in us. What is dormant in us is precisely this empathy and compassion towards others.
One of the things which has come from this Pandemic, ironically, is the importance of
communities. The importance of the state has come out very clearly, that it has a much more
important role. The importance of communities with regards to the provision of public welfare
has also now been highlighted.
Consider an example in England, one of the most developed market economies. A whole team
of people (and that too in the hundreds) who did not know each other, volunteered to buy
groceries for older people who were more vulnerable to disease or those who were ill and under
isolation. Now there was no individual gain involved, all of these people were doing it out of
a sense of compassion.
So, a new community was discovered; of people who cared for others out of the goodness of
their hearts and that goodness inevitably enabled the lockdown to work. Our Prime Minister
had a similar idea; to make a team of young volunteers who would help the community. It is
an excellent idea if people can come forward. That is a sign of community working for a
purpose. One very dramatic example is by Tom Moore. He is a 99-year old war veteran; he
fought in the world war. Now he is 99 years old and can barely walk, and he announced that
he was deeply touched by the help the National Health Service was providing and he wanted
to do something for them. He aimed to collect 1000 dollars by using his dwindling strength to
walk laps of solidarity in his garden.
Money started pouring in. It did not stop at 1000 dollars, the gentleman ended up with over 30
million dollars for the National Health Service! A large part of this money came from countries
outside the United Kingdom. That simply shows that there is a global community with a sense
of care. People from 53 countries contributed to this 30 million-dollar fund for the British
National Health Service. Tom Moore obviously touched a nerve, and made people realize that
they can get greater self-esteem in helping others. It is something that can add to our individual
welfare if we add to the welfare of somebody else. Economic theory has not yet taken this fact
into account.
This is something completely outside the standard economics everyone is taught. Traditionally,
the idea of welfare is that the individual only pursues his or her individual material welfare to
the exclusion of everybody else. In the above case, ironically, you have individuals working
for everybody else’s welfare by putting their own selves at risk. Tom Moore is a capital
example.
Just as governments have an important role in public welfare and the process of economic
growth,
so
do
communities.
It
is
a
very
real
phenomenon.
Question on Neo-Liberalism
Neo liberalism is linked to what we call neo classical economics. It argues that the free market
system is the most efficient framework for the allocation of resources, production of goods and
services and for the distribution of those services. This market system works in theory on the
basis of a peculiar assumption of rationality. In Neo Classical theory, rationality consists of the
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individual pursuing and attempting to maximize his or her material welfare without regard for
others. In others words, the individual is not linked to anybody else but their own needs. Those
needs are internal to the individual and they do not emerge from society.
The individual expresses those needs and works to so allocate income and expenditures in a
way that maximizes individual welfare. Now this paradigm that neoclassical economics
presents, holds that governments do not have a significant role to play in the functioning of the
economy. The economy functions on the basis of markets and further they argue that the
markets are self-regulating so you do not need the government to regulate markets. Basically,
the neo liberals took the idea of less government involvement being a good thing. They turned
into proponents of that view and went a little further by saying that the provision of basic
services, to the extent that it is done by governments already, should also be left to the markets.
They further argue that in order for the US to maintain its position as a superpower and for the
dollar to remain as a reserve currency (economic and political pre-eminence), the US has to
use military power to demolish potential rivals or national security threats. Now traditionally,
the idea of self-defense was simply the right to defend with military means if militarily attacked.
The neo liberals have redefined it by saying that if another country even has the capacity to
pose a threat to US interests, the US has a right to attack it. Hence their interventions in the
Middle East.
So the neo liberals are distinct from neo classicisists in the sense that they combine the neo
classical view with more aggressive authoritarian view on the way democratic states should
function with respect to other countries.
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The Recent Plunge in Oil Prices and what it means for Energy Security
Public Policy Seminar Series
Maha Kamal

Talking about the oil reserves, producers and consumers, the Middle East and lesser so, South
and Central America are the crucial regions of oil reserves. In terms of production the highest
is in the Middle East and North America; primarily Canada and the US. With regards to
consumption by region, it is mostly in the Asia Pacific region and then North America. Then,
there comes OPEC, which behaves like a cartel that is for the benefit for the oil producers. The
members are Algeria, Angola, Congo, Equatorial Guinea, Golan, Iran, Iraq, Kuwait, Libya,
Nigeria, Saudi Arabia, United Arab Emirates and Venezuela. These countries hold 42% of the
world’s crude oil, according to the IEM. Their exports count for roughly 60% of the total
petroleum worldwide. Non OPEC countries that are absolutely influential because of the large
oil production are the USA, Russia, Canada, China, and Brazil.
With regards to Pakistan in particular, she is vulnerable to the volatilities, especially in terms
of the oil market. Pakistan does extract and produce oil on its own, however, the demand
heavily outweighs the oil production and we end up importing a significant quantity of it. In
fact we do have to import – this year it was about 3.5 billion dollars’ worth of oil and even in
the past it was close to 7 billion dollars. It was largely imported from the Middle East,
particularly Saudi Arabia which means our prices are linked to Brent which is not seeing as
much of a fall as WTI. In terms of where this oil is going: 77% is going in transport and 14%
is going to power. The rest is used to fulfil industrial needs. As an emerging economy Pakistan
is a guzzler of energy. Our energy needs are actually rising in terms of demand, and we are not
doing as well in terms of energy efficiency. In terms of electricity, we are particularly
dependent on thermal and oil sources, particularly oil and gas in this regard. We have
hydroelectricity at 26%, we have nuclear at 8% and renewables at 4%. Countries like Pakistan
that do produce oil but not in volume that are needed to sustain the global economy, means that
they are actually very vulnerable to any kind of price shock in terms of the oil market.
In the short-term, there are three aspects Pakistan may want to focus for its oil security. Keeping
in mind the current low oil prices, it makes sense for Pakistan to hedge oil and make sure that
to have future call options and lock the price that is going to benefit how she will purchase oil
in the future as well. There is a risk to this though. She can have long term contracts, short term
ones, or go to the spot market when there is no specific physical contract but purchasing it on
the market. Secondly, it also makes sense to build strategic reserves not only in terms of
military reserves but also building these oil reserves when oil prices hit an all-time low. Thirdly,
by improving oil storage facilities. For Pakistan, we have about 150-200 tons of excess storage
even if it is on-shore which means it is on the ground and some off-shore facilities as well. We
do have potential for some floating storage facilities that we can kind of make the most of these
current oil prices.
For its long term outlook, it would make sense for a country like Pakistan to actually reduce its
dependency on imported oil i.e., changing its energy mix over time to ensure it is not as
dependent on oil. Another aspect is developing greater energy efficiency, which would mean
making the most of that one barrel of oil, and getting more output. These are linked to
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improving access to technology for greater efficiency, investing more in Research and
Development (R&D).
The reason we are focusing on this topic in particular is because the energy sector – mostly
the oil markets, have been behaving very oddly. The WTI prices have gone down to the
negative. That has never been seen in history before, ever since oil production came to
existence in the 1800s. With that historic event in mind, we want to shed light on what is
really going on with the oil markets, what that means for energy security and what that means
for Pakistan.
Our focus today is on energy security and oil in particular. The reason I am focusing on oil as a subsector in the energy markets - is because of the recent shift in oil prices. Obviously
energy security is a very vast concept; it has a lot of complexities and it is not just related to
oil. However, today’s conversation will center on it as a primary theme.
Aims of the seminar:
1. The complexity of “energy security”
2. Understanding the volatility of oil prices
3. What this means for Pakistan

Oil Today
Let’s just have a quick look on oil today. Various news sources are depicting a myriad of
pictures of the present oil market. We see a very sharp plunge with oil hitting a negative – early
on it stabilized a bit but no one missed the plunge. That is a direct result of the current pandemic
that we are in. Firstly however, for that we need to contextualize everything so now I will focus
the discussion on energy security as well.
With that let’s have a discussion on what the World Energy Outlook (WEO) has said about the
oil market and contextualize it in terms of the current crisis. The WEO, as you all may know,
is the International Energy Agency’s (IEA) premiere report on the global energy outlook. And
what they defined as the key issues that define today’s energy world are: oil markets and
geopolitical tensions, carbon emissions and climate targets, the promise of energy for all and
the lack of electricity access for 850 million people around the world.
As you may know, oil markets have historically been associated with geopolitical tensions and
how that has shaped current oil prices. What was shaping oil and its projections was also the
fact that the world is now aiming towards lowering its carbon emissions and its climate targets
so that had weakened the position of oil and made it less relevant in terms of its fiscal forecast
but it was not so in terms of its current outlook in terms of oil today.
And lastly of course what is important in terms of energy is of course “Energy Access”;
particularly, electricity access has been crucial and as you may note, this holds true in terms of
the pandemic today. If you have electricity access, and especially if you have internet access
right now, you still have access to information that is crucial for health but that is not
necessarily the case if you do not have access to it. It is absolutely crucial, even in terms of
human security. So you can see those links in terms of energy security and human security.
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As you may note here, oil is colored green, then we have natural gas in red, we have coal in
grey, then we have other forms of electricity and renewable energy. So just a quick glance at
primary energy world consumption and you may note that oil still plays an absolutely crucial
role in terms of energy world consumption. In this day and age, in 2020, we have a huge
reliance on oil for energy needs, and though we’re trying to transition out of it, it’s not
necessarily the case right now.
So this gives you an outlook of how crucial oil is at the moment and why oil markets are
shaping the current economic trajectory of the world as well, in terms of oil producer or oil
consumer, you have different outlooks right now in terms of the global economy.
As I have told you, the International Energy Agency (IEA) is the leading body on energy. We
don’t have a global energy governance framework that is very solid, but the IEA has filled that
vacuum as a body which shapes the global governance of energy. How they define energy
security is “the uninterrupted availability of energy sources at an affordable price.” You can
then delineate it further as long term energy security and short term energy security.
Long term energy security deals with timely investments to supply energy which are in line
with economic developments and environmental needs. So this shapes the future of energy in
terms of what your aims and priorities are in terms of your policy outlook. In other words, a
nation’s priorities determine the policy.
Then we have Short term energy security which focuses on the ability of the energy system to
react promptly to sudden changes in the supply-demand balance. Our current oil crisis is related
to short term energy security. Particularly because this relates to the sudden changes in the
supply and demand balance. As it relates to the oil markets which is largely related to the
imbalances that we are seeing in the supply and demand with regards to oil. That begs the
question whether your short term energy crises should affect your long term energy outlook.
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Now let’s look at the complexity of energy security. What it means to different nations and
what we mean by energy security in terms of the globe – why that varies is particularly a handy
framework that we can explore. It is a very useful framework in order to understand different
needs and different priorities of a country depending on where they lie. It is divided into three
main sections which are sovereignty, robustness, and resilience and depending on where you
are in terms of priorities, you are going to have a different view of what energy security means
to you. So it is not necessarily going to be this definition that we considered earlier. “The
uninterrupted availability of energy sources at an affordable price.” That does not necessarily
look the same for every country and we are going to try and see why that is.
In terms of threats you can see that the robustness angle will be in in terms of when there is a
failure of energy infrastructure, or when there are extreme natural events. For example you
may even classify this current imbalance in the global oil market due to this current pandemic
as one of the threats to the robustness of energy security. You may see it as demand outgoing
supply which is happening right now and you may see it as resource depletion. In order to
minimize these risks to robustness, you have the option of upgrading or reviewing your
infrastructure, you may adopt safer technologies, or you may switch to more abundant
resources. So it is going to look very different in terms of what you want your energy security
priority to be.
In terms of sovereignty, it is affected in terms of sabotage and terrorist attacks. It is affected by
political embargoes, and by what we call malevolent exercise of market power. For example,
you may see a threat to sovereignty in terms of political unrest. What is very common in the
oil markets is what happens in the Strait of Hormuz. The Strait of Hormuz is this narrow strip
of 39 kilometers where 1/6th of global oil has to pass through. Basically that little strait has
Iran in the north, Oman and the UAE in the south, and this is a little corridor that sees 1/6th of
the world’s oil passing through it and 1/3rd of global LNG passes through it in term of natural
gas, so it is a very crucial geographical location in terms of political risk. That has been used
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in the past by Iran because Iran has access to it in terms of blocking it and that has affected
energy crises in the past as well.
Similarly you will see later on, the War on Iraq, for example, was one crucial event in terms of
how oil prices were affected. Political embargoes, such as the sanctions on Iran, affected global
oil markets. We have also seen terrorist attacks affect the market as in the case of Saudi Arabia
recently as well. Hence we have these effects in terms of sovereignty risks to energy security
and how these are minimized is through protection of infrastructure, political and economic
control of energy systems, maintaining trust with suppliers, switching to domestic fuels which
again goes back to this crucial definition we see in terms of reliability of energy supply.
Lastly we have this aspect of resilience, which means you build a system in order to withstand
unpredictable changes. For example, various unpredictable changes such as technology
changes, variations of climate, market volatility and regulatory changes. As an economy you
try to push against these unpredictable changes and try to build resilience.
Therefore robustness, resilience and sovereignty will play different roles and their impact on a
country’s energy security is going to vary a lot depending on where they see their own energy
security.
A country can have specific responses in different aspects of these energy securities. One of
them could be that you can have emergency stocks which is something Pakistan has often
talked about as well, the idea of building emergency stocks in order to protect its sovereignty
aspect of energy security. You may look towards competitive energy markets and you may
build diversity in terms of your suppliers and your supply routes. So you try to minimize your
dependence on a particular country or a particular energy source. For example you may try to
minimize your dependence on oil, or you may try to minimize where you import that oil from.
Moreover, you look at resilience and robustness, you can look at resilient design, you may look
at infrastructure redundancies, or you may look at spare capacities in terms of cushioning
against any unpredictable change.
Lastly, there are also generic responses which are cutting across all three factors; robustness,
sovereignty, and resilience. You have the fact that you can lower energy intensity, you may
diversify energy options and engage in greater research and development in energy.
These are some ways in which you may build your energy security, and depending on your
priorities as a country, your energy mix is going to look very different.
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For example, for an industrial country, energy security might mean reducing import
dependency and improve aging infrastructure. These are going to be critical factors and if you
look at the pie chart, that is specifically related to robustness and resilience in terms of those
crucial risks to your energy security.
For an emerging economy, you may also have import dependency and aging infrastructure as
a risk. In addition to these, you may have vulnerabilities such as insufficient capacity, high
energy intensity, and rapid demand growth. These multiple vulnerabilities may overlap so
looking at this framework of robustness, resilience and sovereignty, emerging economies have
greater vulnerabilities to these risks.
One important point to note in all of this how you’re going to frame energy security. How
you’re going to define all of this is shaped by four factors:
1. Politics
- Interests
- Power
- Values
- Perceptions
2. Geographical Spaces
3. Energy Sources
4. Market Segments
So with that let’s try to dissect what a country’s energy security is going to look at depending
on what their ideologies are. One crucial aspect for us to note, as I told you earlier as well, is
going to look very different - but what is exactly shaping why it is looking so different? Why
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can’t energy security just be this very technical affair where we are just looking at affordable
prices and reliable supply?
However that is not necessarily so, and what shapes that is this framework of actors, institutions
and frames in global energy politics. It gives a good overview of the international political
economy for energy and what is crucial is the question: energy security for whom? If a country
is concerned about the economy first and foremost, then their underlying ideology is market
liberalism. With that, the dominant worldviews are technological optimism and free market
libertarianism. In terms of that, your question is that the energy needs to be affordable, and that
is your key priority in terms of energy security. You are going to ask the question in order to
make it affordable, as you may want to open up your markets. You may want to open up a trade
in terms of energy. For example, a question that is often asked in terms of when we seek policy
advice from the World Bank, is often emphasis on opening up the market in terms of energy.
There are even talks about opening up trade in energy between India and Pakistan. We know
that India achieved parity with solar energy and coal and so they produce solar energy at a
cheaper cost so would it be fair to trade and import electricity from them in that regard? If these
questions were simply economic in nature, the answer would be simple. You would have free
market libertarianism, you would open up regional trade in energy but for countries like India
and Pakistan, it is not just economic, it becomes political in terms of underlying state relations,
and because we have talked about this whole idea of crucial aspect of energy security that is
important in terms of your economy, would you like to depend on a country that you do not
trust as much? Going back to this aspect of sovereignty where you have this aspect of having
trusted suppliers for energy. While energy trade between India and Pakistan may make sense
in terms of robustness, and even in some aspects resilience in terms of technological changes
and resisting market volatility, it does not make much sense in terms of sovereignty. Then this
question of just having a market liberalist’s view of the economy does not really answer the
question of energy security in the case of Pakistan because the underlying values are just
welfare freedom but they do not necessarily look towards other values. We are going to look
at that in terms of sovereignty which would be energy security for whom? So in terms of the
state, what is absolutely crucial is political independence and territorial integrity. In terms of
the dominant world view, this aspect would be defensive national security and then there would
be this idea of geopolitical availability so that becomes absolutely crucial in terms of your
relations with another state; whether it’s going to be a question for your national security, and
the underlying ideology is neo-mercantilism.
Similarly there is also this aspect of the earth. As I have told you earlier, there is an intersection
between energy security but as you look towards long term energy security, you may recall that
the long term energy security focuses on economic development, but also the environment. In
this the aspect what becomes absolutely important is energy security for whom and the answer
is the earth and the underlying value is respect for nature. Hence the question is that you are
going to have a more environmentalist outlook in terms of your ideology, and your world view
is focused on conscientious consumption. You may even focus on de-growth models, for
example instead of economic growth at full speed, you are going to be focused on
environmental preservationism Then you are going to look at environmental sustainability so
that will be your focal point in terms of energy security – an energy security that looks towards
environmental preservationism may have a larger share of renewable energy in their energy
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mix because the whole idea is that energy security is not really secure unless it is respectful of
nature.
So what comes second is that nature would come first and economy would come second
because of those priorities.
Lastly we have energy security for society. That is linked to the question we posed earlier on
energy access so the underlying value in that regard is of equity and of justice. Therefore what
becomes important would be, for example, as a country you may note that biogas may not be
as healthy in terms of human security. It may pose its own risks. Coal burning without proper
filters may pose its own risks, so you may talk about energy access and technological needs
ensure that human security is slated for in terms of society being absolutely at a level playing
field in terms of equity and justice.
And so this ideology that underpins it is called social greens and the dominant world view is
of justice and neo-Marxism. It depends on who you talk to; they are going to tell you a very
different picture of what energy security looks like. They are going to have different priorities
in terms of what the energy mix is. This becomes a policy question because there are always
trade-offs in terms of policy choices. Making public policy choices means that you are not
going to please everyone when making these decisions you are going to have to be very
cognizant of underlying values that you hold and whom they are benefitting. So in terms of
power structures and how they influence the political economy of energy.
Now that we have a framework on energy security, let us come back to oil.

Looking at the oil prices today, you know that the Western Texas Intermediate (WTI) crude oil
which the US uses, is at 14.6 US dollars per barrel. Brent, which Pakistan largely buys is at 20
US dollars a barrel. Oil prices, particularly WTI plummeted to negative oil prices which has
never been seen in history before. In order to be able to understand it, I would like to revisit
the laws of supply and demand.
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While supply and demand impact oil prices, it is actually oil futures that set the price of oil.
Currently, oil is in over supply because the demand for oil has plummeted. No global
agreements were reached for oil production so that kept at the same levels so what happened
was a supply glut in terms of the fact that oil was in over supply. That naturally meant that the
price kept falling until it had hit negative, particularly in the case of the US where oil storage
was full. It may not have hit negative if there was still capacity for storage but because oil
storage had reached over capacity, that meant that it made sense for oil to be sold at negative
prices.
In fact what is important is oil futures. They set the price. Normally what happens is that oil is
bought in a binding agreement in terms of future contracts for oil, that give a buyer the right to
buy a barrel of oil at a set price in the future. It is spelled out in the contract that the buyer and
seller of the oil are required to complete the transaction on a specific date.
Because there was this foresight that oil storage was going into over-capacity, oil futures came
tumbling down. There was this anticipation that there is definitely not going to be any way in
which they will be able to control the oil prices. Meanwhile adding to this, oil prices were also
impacted by the fact that Russia and Saudi Arabia were not able to reach a negotiation for
halting oil production.
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In order to be able to understand global oil prices, you must note that this price volatility is
because oil is a commodity and so it is vulnerable to large fluctuations in price than more stable
investments which is stocks and bonds. In fact we see this volatility as a constant feature of oil
prices in terms of the graph.
Factors absolutely crucial in determining oil prices are:
1. The role of OPEC which is the Organization of Petroleum Exporting Countries
2. Supply and Demand – falling demand and oversupply = pressure on oil prices
3. Natural disasters
4. Political unrest
5. Production costs and storage capacity – influence price
6. Direction of interest rates influences the price of commodities: some correlation
In terms of crude oil prices, since 1861 to 2018, you can see this pattern of global oil prices
where you see the Pennsylvanian oil boom, you see the price at an all-time high because
demand was at its peak as well at the time. We then see that Russian oil exports began, and the
commotion that followed.
Do note however, the periods which involved a dip in oil price. We see this dip happening quite
near the Arab spring. Again, supply and demand was affected by this political unrest. The
invasion of Iraq meant that the oil price was soaring because it meant that oil production
became less. There was this under-supply that came to the market, and that meant that price
was higher.
Then we see it here. The different historical events have affected oil from a different price. But
you may note here that none of these events have indicated that oil price has gone to negative.
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This is only in 2020 right now that WTI actually hit negative prices here which makes it a
historic event in terms of the global oil market.

Oil Reserves and Producers
In terms of who owns oil, in terms of the oil reserves by percentage, you will note that a large
percentage of oil reserves are in the Middle East. These are proven oil reserves, so you will see
here that 48.3% of all oil is actually in the Middle East. Then you see some of it in South and
Central America, and then the rest of it is spread all across the world in other countries. The
Middle East and lesser so, South and Central America, these are our crucial regions in terms
of oil reserves.

In terms of production then, you may note that it is the highest in the Middle East. Then you
can see production in terms of North America; primarily Canada and the US, and then you see
the rest of the countries don’t have as much of an impact but you do see Russia impacting oil
production.
In terms of the consumption, you may note that although America produces oil for the North
American region, it is also the largest consumer of oil. We also have here Asia Pacific, and
historically it involves an upwards trajectory in terms of consumption. Largely, in terms of
countries that are oil importers, with regards to consumption by region, are mostly in the Asia
Pacific region and so they are going to be the beneficiaries of this slump in oil prices.
I. OPEC Countries
OPEC behaves like a cartel that is for the benefit for the oil producers. The members are Algeria,
Angola, Congo, Equatorial Guinea, Golan, Iran, Iraq, Kuwait, Libya, Nigeria, Saudi Arabia,
United Arab Emirates and Venezuela.
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These countries hold 42% of the world’s crude oil, according to the IEM. Their exports count
for roughly 60% of the total petroleum worldwide. In terms of the bargaining power that OPEC
has, it’s quite a bit in terms of that. 60% of total petroleum gets affected by OPEC and they end
up with more bargaining power in terms of the decisions that are made in the oil market than
countries that import oil.
Non OPEC countries that are absolutely influential because of the large oil production are the
USA, Russia, Canada, China, and Brazil. If you are a non OPEC country, you have to be in
negotiation with OPEC. Particularly as we saw in this recent pandemic, is that Russia and Saudi
Arabia had reached this deadlock in terms of negotiation. Which meant they did not agree to
actually lower oil production and that led to an over-supply in the oil market. This actually
come to hurt all oil producing countries.

Pakistan’s Situation
Every country’s energy security is going to differ based on their priorities. We have to balance
the needs of the economy, of the earth, of our society and of course our environment. All of
these are trade-offs that you can see while determining what your energy security is going to
look like. Traditionally how Pakistan has defined energy security is that it wants to ensure
uninterrupted supply of energy at an affordable price so you see that trade off right from the
get-go. The environment has been in the backseat because we are an emerging economy with
different needs so affordability has been central but now we’re slowly moving towards this
energy transmission in terms of the greater role of the environment.
With regards to Pakistan in particular, in the fiscal year 2018 there was an increase in global
oil prices. We saw oil at around 60 US dollars a barrel and that has now plummeted. We also
saw trade protectionism and regional frictions affect many developed and developing
economies including Pakistan. However, in Pakistan this situation was aggravated due to
insufficient foreign exchange (Forex) reserves, combined with increased import bills,
deteriorating trade balance and stagnant remittances. All these affected how our economy
suffered as a result in the past.
However with oil prices now plummeting, that creates opportunities for countries like Pakistan
and particularly other countries in the Asia Pacific as well. If there is no compromise with
regards to oil supply, while we are going to see a rise of our own energy demand in the summer
months, [and we’re going to see this happening in the Asia Pacific as well] so any country that
is producing electricity from oil or even gas may take up that oil demand which means oil
prices will be stabilized. But that is not necessarily going to happen in the short run.
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The energy mix is the sources of primary energy that your country is dependent on. What we
mean by energy is energy at its very source. Secondary energy is, for example, electricity.
At a glance you can see that we have this dependence on thermal sources of energy. Oil is at
31%, Natural gas is 35%, we have LNG at 19% and then we have coal at 13%. It is not the best.
You can tell that Pakistan is vulnerable to the volatilities that we can see, especially in terms
of the oil market.
Oil and natural gas are often linked in terms of their price. For example, Pakistan’s own contract
with Qatar is at a 14% link to Brent as I told you earlier. Brent is a type and price that you can
set it to. WTI and Brent are primarily used. You have other oil prices as well. But because of
the linkages, since our natural gas contracts are linked to oil prices as well, any volatility in the
oil market has this shock for Pakistan’s economy. Pakistan does extract and produce oil on its
own, however, the demand heavily outweighs the oil production and we end up importing a
significant quantity of it. In fact we do have to import – this year it was about 3.5 billion dollars’
worth of oil and even in the past it was close to 7 billion dollars. It was largely imported from
the Middle East, particularly Saudi Arabia which means our prices are linked to Brent which
is not seeing as much of a fall as WTI. In terms of where this oil is going: 77% is going in
transport and 14% is going to power. The rest is used to fulfil industrial needs. As an emerging
economy Pakistan is a guzzler of energy. Our energy needs are actually rising in terms of
demand, and we are not doing as well in terms of energy efficiency.
We have an almost negligible role of renewables at 1%. We have nuclear at 3% and hydro
sources at 8%. These figures are taken from the Pakistan Economic Survey 2018-19.
In terms of electricity, we are particularly dependent on thermal and oil sources, particularly
oil and gas in this regard. We have hydroelectricity at 26%, we have nuclear at 8% and
renewables at 4%.
You may note that Pakistan has this utter dependence on these thermal oil sources and as we
have seen through the course of this lecture, oil price and the subsequent market is very volatile.
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You can understand oil market in terms of two aspects; a physical oil market which is
dependent on oil storage and is absolutely affected by oil supply, and then we have the oil
financial markets because oil is a commodity. These financial markets are actually affected by
factors such as hedge prices, futures contracts, and etc.
So there is this incredible volatility in terms of what any country can face – that is entirely
dependent on oil. Particularly as we saw earlier, the Asia Pacific region and North America.
North America is a net oil producer though, in terms of Canada and the US. And so we see that
the volumes of oil that they produce cushion them in terms of the global dynamics of oil
markets. Countries like Pakistan that do produce oil but not in volume that are needed to sustain
the global economy, means that they are actually very vulnerable to any kind of price shock in
terms of the oil market.

Recommendations – Pakistan’s Energy Security
Keeping in mind the current low oil prices, it makes sense for Pakistan to hedge oil. What we
mean by that is that you can actually make sure that you have future call options and that you
lock the price right now and that is going to benefit how you will purchase oil in the future as
well. There is a risk to this though; if you are going to lock your price at a certain point in time,
you’re also locked to that contract. If oil price actually tumbles below the current price and
keeps tumbling, it’s more beneficial to purchase oil on the spot market. You can have long
term contracts or you can have short term ones – or you go to the spot market when you do not
have a specific physical contract but you are purchasing it on the market. On the flip side, if
you purchase it on the spot market you will not be first priority in terms of getting that oil. Why
contracts are actually beneficial is because you have a guaranteed supply.
Secondly, it also makes sense to build strategic reserves. In 2015, Pakistan saw this petrol crisis
as well. It was linked to the fact that our Oil Marketing Companies (OMC) are actually required
to store oil for at least 20 days. So you will have that reserve of oil but in order to make the
most of the prices. OMCs actually end up having reserves of 10-15 days. With that it may make
more sense to have stricter regulations in terms of making these strategic reserves, having these
in storage and then ensuring that you have in these strategic reserves not only in terms of
military reserves but also building these oil reserves when oil prices hit an all-time low.
Thirdly, you may want to improve oil storage facilities. For Pakistan, we have about 150-200
tonnes of excess storage even if it is on-shore which means it is on the ground. And we do have
some off-shore facilities but we do have potential for some floating storage facilities that we
can kind of make the most of these current oil prices.
So in the short-term these are three aspects Pakistan may want to focus its oil security:
In the long-run, a country makes energy security decisions based on its values, and also on
reducing risks, such as from oil price volatility.
For its long term outlook, it would make sense for a country like Pakistan to actually reduce
its dependency on imported oil. That would mean changing its energy mix over time to ensure
it is not as dependent on oil. It would also mean for example, things like electric vehicles for
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example. In the very long run that is something Pakistan will need to consider in terms of
reducing that dependency.
Another aspect that we can focus on is developing greater energy efficiency, which would
mean making the most of that one barrel of oil, and getting more output. These are linked to
improving access to technology for greater efficiency, investing more in Research and
Development (R&D) etc.
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Rethinking Economic Policy in the time of COVID-19
Dr. Akmal Hussain

Introduction
There are two major lessons for economic theory and economic policy that are apparent to
ordinary people. The first is that the market system left on its own, does not necessarily deliver
public welfare. If one considers the course of this Pandemic from the very beginning, it is a
shocking discovery to realize that even in advanced-capitalist countries, while there was there
was a huge surplus of unsold, expensive luxury automobiles waiting in show rooms there was
a severe shortage of very basic things such as masks and gowns, personal protective equipment
and ventilators that were necessary to save lives;.
Clearly, the market is not producing the kinds of goods and services which the people need and
it seems to be serving only the elite rather than the large masses. The market only registers the
vote of people with respect to what is to be produced, and it only registers the vote if people’s
need is backed by purchasing power. In other words, the market only responds to demand. Not
need, necessarily – this is the distinction! A lot of people could want clothes – but their need
only translates into demand if they have the purchasing power to back it up.
Which is why it is quite possible that the market could be producing goods and services which
the middle classes and the rich might need, yet the market may not cater to the needs of the
poor. That is why, as I said, you have mass hunger amidst plenty; such a large number of people
are actually suffering from hunger across the world at a time where there is so much affluence.
It’s because their needs aren’t being registered in the market system.
Similarly, you find that over the years, health has been heavily under-funded in all countries of
the world; even in the advanced capitalist countries. And so, you find that in Britain the
government got very worried that if the infection rate is allowed to increase, then the hospitals
will get overloaded and they’ll have no place to treat patients. The whole health system could
have collapsed. That is why they had this very tight lockdown, in which people were told to
stay at home so as to slow down the rate of infection and flatten the curve, as reported.
But what came out very clearly was that there was a severe underfunding of the health
infrastructure. There were not enough beds to deal with this kind of pandemic, there were not
enough doctors, and there were not enough nurses. They had to call doctors who had already
retired and left hospitals. Similarly, with nurses and other health workers.
So, it was obvious to ordinary people that the market was producing the wrong kinds of goods
and services and hence was certainly not maximizing welfare as the prevailing ideology would
have us believe. That is the first common sensical lesson that emerges and in order to be able
to understand this, one has to go back to Neo-classical theory that is being taught to young
students since the last 70 years. That is, that the market is the most efficient framework for the
allocation of resources, the production and distribution of goods and services.
This proposition has led students and the general populace to believe that the market delivers
public welfare. But now, suddenly we’ve realized in the Pandemic, that the market has not
delivered public welfare. People need more hospital beds, doctors need more personal
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protective equipment [PPE] – Doctors are dying because of shortages of PPEs, and here we
have a market that is producing a huge number of luxury motor cars and huge numbers of 5
star, hotels which are lying empty.
The other two crises for humans – that of inequality and global environmental crisis, they’re
also a result of the market phenomenon. It is not a temporary or occasional “market failure”,
rather, it has been a consistent failure since the last 150 years. The failure of the market to
deliver public welfare on a regular basis; that failure is endemic to the market system, it is not
marginal to it. Now the question arises as to whether these wide ranging crises are just
occasional events, and that under normal circumstances the market does deliver public welfare?
One can argue that on the contrary, these crises of inequality, environment and now health,
represent a failure that is endemic to the market system.
The failure to deliver public welfare by the market may be built into the very physiology of the
market itself. It is a design feature of the market system, which systematically prevents public
welfare from being achieved on a regular basis. This is because:
(i) The market functions on the basis of primarily private profitability criteria and so does not
take sufficient account of the external costs of private sector investment decisions. Hence a
huge volume of commodities were produced through fossil fuel technologies. These were
cheap, hence profitable to individual investors but damaged the physical environment to such
an extent, that the very life support systems of the planet are under threat.
(ii) The time horizon of the market is short. Capitalists take investment decisions in response
to present prices and profit opportunities and so do not take account of the impact of present
decisions on their future profit opportunities. The market system therefore could not take into
account the fact that present technology and product choices while being profitable in the
present could undermine the opportunities of profits by damaging the very life support systems
within which production and consumption occurs: indeed, life itself is sustained.
That is why over the last three centuries since the Industrial Revolution, while the capitalist
market system has produced an immense volume and vast range of commodities, the air in
many cities damages health in the simple act of breathing; the surface and ground water systems
have been polluted and fresh water has become scarce; and finally the soils in many areas have
been rendered toxic, adversely affecting the entire food chain. Food instead of being a source
of nutrition has become hazardous for the health of man and animals.
(iii) The distribution of income is determined essentially by the distribution of productive assets.
If these are concentrated in a few hands, then in the absence of government intervention, over
time the distribution of income would tend to become unequal.
Today, 1% of the world’s population has as much assets as the rest of the population put
together. This massive divide between the rich and the poor is being produced and fostered by
the market since the last 150 years. Thomas Piketty has told us as much in his recent book
which was published a few years ago; contrary to the earlier view that markets reduce
inequality over time, the market system has been increasing inequality over the last 150 years.
The gap between the rich and the poor has been growing steadily.
Thus our current scenario: a small number of people living in fabulous luxury. They have their
own private jets, fleets of motorcars, private yachts, almost a dozen expensive houses to their
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name. Some people are living like that, but on the other hand, according to an earlier estimate,
approximately 15 people are dying every minute of starvation or starvation related illnesses.
(iv) Finally, as we have seen, the market does not tend to produce the services that the poor
need but do not have the purchasing power with which to express their need in the form of
demand. These services include affordable health, cheap education, cheap mass transport,
footpaths for walkable cities and parks where people can enjoy leisure for free.

Lessons from the Pandemic
There are certain lessons that are to be drawn from the Pandemic. The first lesson that can be
drawn is as mentioned in the previous section; that the market does not necessarily deliver
public welfare. This means that the market can no more be considered to be exclusively as an
efficient framework of resource allocation, production and distribution of goods.
Furthermore, the market cannot be seen exclusively as a framework in which the three
questions are answered that are:
Q1. What is to be produced?
Q2. How much is to be produced?
Q3. For whom it is to be produced?
These three questions cannot be answered by the market alone. Considering this perspective,
the government has a responsibility to provide for the public and adopt certain policies for the
purpose.
The important lesson that comes out of this Pandemic and from the other crises that have just
been considered; the global environment crisis, the problem of inequality, is that if the market
is not exclusively an efficient framework for delivering public welfare, then clearly there is a
much more important role to be played by the government than envisaged in the text books.
Because mainstream economics denotes the role to the market, the government is given a
minimalist role. This is the reason health facilities have been so underfunded, even in the west.
Another thing that has popped up: communities have come forward in a situation where
markets have failed to deliver. Communities all over the world came forward to help alleviate
the distress of the people. When there was a lockdown and a lot of people got unemployed in
India, for example, and also in Pakistan – it was the charities, the NGOs, and the numerous
community organizations that came forwards and provided food to those who were hungry as
the result of the market system not catering to them.
When there was a lockdown the employer simply threw the laborers out. These laborers and
they were without a job. It was the community organizations that came forward to help.
The same thing happened in Britain, a developed country – it happened in Pakistan too, as well
as India. Charities and organizations and community organizations came forward to help
people. When Prime Minister Imran Khan said he wanted to make a tiger force to provide
rations to people in their homes, millions volunteered.
Even in the west, such as in Britain, millions of the youth came forward on their own accord
to help the elderly community. What has come out of this is that the community is a very
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important player in the process of delivering welfare to the people and therefore I think the
lesson Economics has to learn is that in the earlier days the unit of analysis was the individual.
The individual was related with the market and with no other individuals. They acted in
isolation to maximize his or her material welfare – the rational actor through the market.
However, now that it has been discovered that individuals are actually related with other
individuals. Human beings are related with each other – a bond exists between people. They
don’t exist as atomized, isolated individuals but they exist in communities in society. Thus,
consider the unit of analysis as an individual, but you must bring communities as a unit of
analysis in Economics likewise. Not just as a unit of analysis, but as an active player in the
process of providing welfare to the people.
So now we have three sorts of players in the process of determining what is to be produced,
how much is to be produced and for whom, as well as how are things to be distributed to people.
Apart from the market, there is the government, and on the other hand, communities. So
markets, communities and the government – these are the three players, so as to speak. They
will have to be taken into account by both economics and economic policy.

Towards a new Pakistani economic system
Presently, most cite the current scenario as lives versus livelihood. Actually if you think about
it, it is death versus death because if you have a sharply rising curve of infection and mortality
rates, where those who die are predominantly the older people, then if you’re faced with this
choice, that you know if you have a lockdown where large numbers of people will be
unemployed and will therefore die of hunger, but on the other hand if you don’t have the
lockdown to be able to provide employment to the younger people, then a large number of
older people will die.
So the dichotomy is not between life and livelihood, it is between death and death – and that is
a terrible one to have. We need an economy that is for the people, and its function and its
dynamic force are the people themselves - an economy that caters to the people and not just for
profit. In this case we need to make such an economy for the future that in case such a Pandemic
or any sort of shock comes, we have a situation where we enhance life as well as livelihoods.
Not one that presents an option between how to die.
What steps are needed for that? The first thing the government must do is to give a commitment
for the universal provision of quality health care, education, and social protection. By social
protection I mean that the government has to take responsibility of providing unemployment
benefits to people when they’re unemployed for whatever reason and the government has to
provide older people with state pensions, even if the private sector where they had been
employed is giving them a pension, the government ought to give them a state pension – why?
Because all these people who have worked all their lives have actually paid a lot of taxes and
so when they retire and have no other source of income, then it is the duty of the government
to give them a pension.
The private sector where it is relevant should provide those too. The government must make a
commitment for the universal provision of quality health care, education, and social protection
for everyone. In that you will find it will give you a tremendous cushion in the face of a crisis
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such as this. People will not starve if something like this happens or they’re thrown out of
employment.
Naturally, by doing so, the government would aim to provide a universal basic income to all
its citizens. That every citizen will get paid every month. Why? Because if the economy suffers,
the individual should not. That individual should not be made to beg on the streets. We need
these four things: universal health care, universal education, universal social protection, and a
universal basic income. Once these four things are promised and duly delivered, you’ll see that
they become a base of welfare in the country.
When I initially presented this argument, the staunch believers of the market system asked
where the government will get the money from. A reply may be found in a report on sustainable
development for the UNDP: Lots of countries that had grown steadily on the economic front
had to initially give this commitment to their people. That they will provide good healthcare,
good education and social protection (meaning unemployment benefits and pensions). Now
these commitments were made – and you’ll be surprised to know – by Bismarck’s Germany in
the 19th century. If you look eastwards, then by the Meiji dynasty in Japan in the middle of the
19th century. Scandinavian countries in the earlier 20th century, China in the middle of the
20th century.
Ironically, each of these countries; Germany, Japan, China and Latin America Brazil and Chile,
each of these countries, at the time they gave this commitment, had a per capita income that is
lower than the per capita income of Pakistan today.
So you can’t argue that you cannot have this universal provision of these basic services to the
people because ‘we don’t have the money’. You can actually argue that you cannot afford not
to provide these services. When you provide health, education and social protection to people,
you provide a security of sorts, and you have a healthy but productive labor force where people
who are educated are more productive, and if they’re healthy and secure, then the people will
begin to contribute to growth. Then there will be an increase in productivity. The provision of
these services will actually contribute in accelerating growth in the long run. You have higher
long term growth with these services.
With respect to how we make the money, once the government makes this commitment, it will
be in a politically strong position to tax people – the rich in particular because you know if all
the citizens know they have a stake in this because every citizen will get these services, then
people will be willing to pay taxes and this is the experience of all those countries who have
made this commitment.
Thus, this is the first, most crucial step in building a growth process that is based on building
on the welfare of the people.
Then there is a second initiative the government can take. The idea here essentially is, to have
a new process of economic growth that is driven by the enterprise and innovation and talent of
the people as a whole rather than a few.
Now how do you structure an economy where a much larger number of people are able to save,
invest, contribute to productivity increase, contribute to innovation and therefore contribute to
a higher and more sustained long term growth? How do you achieve that? Because if the middle
classes and the poor are enabled to save, invest, and innovate and increase productivity, then
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you will obviously have a higher rate of growth but this will be a higher rate of growth based
on equality rather than inequality. That growth will be driven by the people rather than by the
elite only.
What steps are needed for that? It would be an economy where economic development is for
the people and by the people. It is a growth process that is driven by the people rather than only
by the elite.
First things first: Come to agriculture. Historically, we’ve always had an elite farmer strategy
in agriculture – only the big farmers enjoy subsidized rates and get profits. So what you do is
that you shift from an elite farmer strategy to a medium and small farmer strategy. Farmers
below 25 acres constitute 97% of the total number of farmers and more than 60% of the total
farm area so the middle and small farmers have a huge chunk in agriculture and crop production.
Now the issue here is that if you have a small farmer based growth strategy, what you’ll then
do is to enable the medium and small farmers to get access to credit, and to high quality inputs,
and get access to markets where they can sell their goods for a decent price and not have to
rely on the middleman.
These steps will enable the middle and small farmers to actualize the tremendous potential in
yield increase that they’re doing.
The second thing you can do is to consider the economic diversification of these middle and
small farmers. So that these medium and small farmers are not only producing crops, but they
also begin to go into dairying and livestock production. Pakistan is at the hub of a milk deficit
region, a milk deficit arch, in a manner of speaking – from the west of Pakistan, the North of
Pakistan and the East of Pakistan. Beyond South East Asia, there is a shortage of milk and
Pakistan can become a major producer and exporter of milk and if this additional milk
production is done by the medium and small farmers, you can imagine that the medium and
small farmer will not only increase their own incomes, but they’ll also be contributing to an
increase in Pakistan’s foreign exchange. That’ll be tremendous thing you know, and that will
be growth based on equity; equitable growth and agriculture.
Then come our medium and small enterprises, particularly the ones who are export oriented,
need to be supported by the government in terms of the three or four problems that they have.
First is they have a problem of high quality availability of raw materials, steel, it is available in
bulk and not in smaller quantities. Then, to produce high quality products to be able to have
dimensional control in these metal products, you need forging and treatment facilities which
no individual manufacturer can afford. You need common facility centers where these small
and medium manufacturers can go and rent the facility and produce whatever it is they want to
produce. When medium and small manufacturers accelerate their own growths, then the overall
GDP growth will accelerate likewise and the distribution of income will get better too.
Finally the idea is to set up social enterprises. For example, one idea was to set up a small
farmer development corporation (SFDC) which I had initially suggested and that was that the
government give credit to poor peasants who are medium and small farmers in the form of
loans. Give them credit, which they will invest in a large firm, a support firm, so the middle
and small farmers will be equity holders. They’ll be owners of this firm but it’ll be run by
professionals, by management experts.
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What will happen then is that this organization, this SFDC can start producing the goods and
services that will help increase their productivity and their incomes. The SFDC can provide
them with high quality inputs through the market, it can give them access to markets where
they can sell their goods for a good price, it can introduce new technologies for the medium
and small farmers, such as grid farming and tunnel farming to produce off-season crops, drip
irrigation for effective use of water on the farm.
So these services which the middle and small farmers need and which can help them to raise
their incomes and productivity can be provided by the very organization which they actually
own. Which means they turn into a form of social enterprise. They can produce things which
the poor need, which not only helps the poor but are also owned by the poor.
An example may be found in how Dr. Kurian started his business in India. He said he’d buy
milk from poor women who only have cows and sell milk for a living. He did, and whenever
he’d sell the milk in the market, he’d add his seller as a shareholder in his organization. It was
called Amul. Not only did it start selling milk, but the 7 million poor peasant women became
shareholders of that organization. And it has become the world’s largest producer of milk and
milk products. They started with milk, then added ice cream, followed by chocolates and then
other dairy products. You can see their advertisements on the television, so this is a case of a
social enterprise which is owned by the poor but is run by professionals.
Similarly there was Grameen bank in Bangladesh. They started an enterprise which made
yogurt for kids. They invested millions of dollars in developing a high nutrition yogurt product.
A small product which contained all the nutrients a child would need for 24 hours. They started
producing that after investing in their research and that played a significant role in reducing
malnutrition in Bangladesh amongst children. I’m giving you these examples because social
enterprises are a possibility and the new sort of economy we’re talking about? They are integral.
So the steps we’ve outlined – an economy by the people, for the people – a resilient economy,
there are four: universal provision of basic services [health, education, social protection and
basic income], small farmer based agriculture growth strategy, strategy for medium and small
manufacturing enterprises, social enterprises, and a universal provision of healthcare and social
services.
If we do that, we can build an economy that is driven by the talent of the enterprise of the
people; that is an economy whose growth is based on equality, and that will be a highly resilient
economy. In case of crises, such an economy will not just benefit/sustain the rich. The poor
will have access to enough resources in order to take care and sustain themselves.

I. The New Economy and the Pandemic
In case of a Pandemic, an economy whose development is based on equality, an economy that
is powered by the talent and abilities and capabilities of the people, will be a much more
resilient economy. In the sense that, for example, a Pandemic strikes, the first thing you will
notice is that since the government has guaranteed the universal provision of healthcare, apart
from its services, you have a vast health infrastructure that can be accessed by the poorest of
the poor. In the most remote area it can be accessed, that health infrastructure. So in such a
Pandemic, an early control will become possible.
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Because of that, your infection rate will slow down, as will your mortality rate. If you provide
the quality health services early on. At the same time you won’t have to enforce such a
lockdown, because those that are getting ill are being identified and sent to hospitals. There are
enough doctors and beds that a surplus of patients is easily accommodated. One of the main
reasons for a lockdown – in here and in the west, is that if people go out of their houses, they
will get sick in such numbers that our hospitals will be overwhelmed. Our health system will
collapse.
Also, if people get unemployed, then they have that basic income to rely on and thus, won’t
starve. They’ll get an unemployment benefit too. Then what’s there to worry about? It’ll be a
more resilient economy.
This kind of resilience, this kind of economy based on equality, the human economy will also
be a more resilient economy. Now let’s move on to inequality. Inequality is one major crisis
because a small percentage of the populace has so many resources that they don’t know what
to do with them, whereas some don’t have nearly enough! Millions of people are suffering
from hunger.
Pakistan has a lot of inequality too, including interpersonal inequality. If you have a human
economy which is based on equality, then there will be growth and equality. Inequality in such
an economy won’t even exist, let alone increase like it is now. People who were previously
poor and in the middle class, will have their own enterprises to rely on, along with their own
means of employment; they’ll be producing and exporting and they’ll be earning well!
Likewise, they will be educated and will have an innovation capacity. There will only be
equality in such a system, as well as growth.
II. The New Economy and the Environmental Crisis
With regards to the environmental crisis, there are two aspects: The first is the sheer volume
and range of goods that has been produced since the industrial revolution in the 18th century
is such that in the process of production, you are degrading the environment. The process of
production, the process of consumption, the process of distribution and disposal of waste is
degrading the environment and you are degrading the eco-system. This happens when you have
growth for the sake of growth, when growth is driven by the market. If growth is managed by
the people; if growth is for the people, if growth is by the people, and the people’s governance
is influencing what is to be produced and in what quantity, and what sort of range of consumer
goods can be presented to the public, In such a system, the people will not be slaves to the
production of commodities. The commodities will be for the people, and not the people being
for the commodities. You’ll be able to afford a lower level of growth as well. Especially if
lower levels of growth are equitable, lower levels of growth will only compliment it, not hinder
it. You can afford to have lower rates of growth. They are more equitable rates of growth.
III. The New Economy and Technology
A market system has, historically, selected those technologies which were cheap and would
ensure more profit. Said technologies were fossil fuel based. It is because of these technologies
that greenhouse gases were produced and continue to do so.
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Hence, it is both the volume and range of goods that were being produced, as well as the
technologies through which they were being produced that we have ended up with this crisis
of the life support system of the planet. If you have an economy which is not just managed by
the market, but with communities on one end and the government on the other, then you will
have not growth driven for the sake of growth or the profit motive, but it’ll be growth for the
people and by the people.
And so, there will be some semblance of rationality in the volume and range of goods that are
produced. Clearly when you know that reducing the range of growth will not throw people on
to the streets, on to hunger, but at the same time it will protect the environment, then you will
have environmental protection very possible in such human economies.
Naturally that means the choice of technology would be such which are gentle to the
environment. See whenever there is an environmental crisis, the poor suffer the most. They
have no proper means of waste disposal and disease spreads like wild fire. Environmental
pollution has a relatively greater adverse effect on the poor than on the rich.
In an economy for the people, by the people, it will pick better technologies.
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Beyond the Market: Polanyian reflections on the economy in the time of COVID19
Dr. Muhammad Ali Jan

The failures of market functioning are often highlighted in extreme circumstances. COVID 19
offers us an opportunity to view the economic effects of a pandemic through the eyes of an
economic anthropologist. Specifically the contributions to economic literature by Karl Polanyi
are germane to the day as they go quite far in illustrating market functioning and limitations.
His concepts of the economistic fallacy, embedded vs. dis-embedded markets, and his position
on the Formalist-Substantivist debate all hold value in shedding light on the effects of the
pandemic on the global economy today. The institution of social protection as a foil to the
market based determinism of modern society is especially relevant at a time when economic
organization does not reflect the needs of society, but its wants. By considering the market and
its stranglehold on modern day capitalism, we can better understand why so many nation states
have not been able to adequately respond to the needs of their people in these most dire of days.
His work also offers a wealth of supporting analysis which explains the assumptions upon
which the market mechanism is built, and how we can attempt to revise our understanding of
economic activity, and social integration

An introduction to Karl Polanyi
Karl Polanyi was a Viennese Hungarian, who was born during the days of the joint AustroHungarian Empire. He spoke German fluently but was a Hungarian ethnically. Interestingly,
he had an equally illustrious brother called Michael Polanyi who was a student of Albert
Einstein, and the two brothers apparently disagreed a lot on the economy and on various
intellectual issues.
Karl was the elder brother and he acquired a generic degree at that time, in law politics and
economics. This was besides the fact that economics had arrived in England as a separate
discipline at that time, since the problem was in other parts of Europe. They still considered it
as a part of political economy. He started studying economics in the time of fascism, during
the rise of Hitler and Mussolini in Germany and Italy respectively, and he was of Jewish
descent.
As such there was a strong personal association for him, as to what had changed the face of
Europe so rapidly, considering that Europeans had been claiming 5 to 10 years prior the great
era of peace. This is a time when World War 1 had ended, Europeans demanded peace and the
economy was supposed to be the driving force for this progress. Unfortunately shortly after,
the Great Depression strikes in late 1929 or 1930 and the world economy collapses resulting in
massive levels of unemployment in the western world in particular. There is a strong argument
to be made that third world countries and the colonized were affected severely also. In that
time, he began to think about the economy not as a static entity, as is given in textbooks that it
ensures the efficient allocation of resources, but as dynamic, something that transforms over
time and needs institutions.
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Defining the “Market”
The first thing we will consider when we look at the title “Beyond the Market” is how we
define the market. If we look at markets in reference to economic textbooks and theories, they
define markets as an exchange mechanism. The market is therefore where buyers and sellers
can come together and buy and sell their products. As such we generally tend to think of them
as exchange mechanisms, but another very important function they perform is the allocative
function. Through them resource allocation also takes place, and in a way resource distribution
also takes place.
Allocation and distribution are generally discussed in great detail in textbooks of economic
theory. Within markets the price mechanisms also informs decisions on resource allocation for
production, and demand for certain goods will ensure a price which makes the effort of
production viable and even lucrative. The general view is that if the market is able to perform
this special role then we will have efficient resource allocation. Thus, one aspect is the price
feature in markets, which we would call “mandis” in Urdu. And the primary tool it utilizes is
prices; through prices the dealings between people, and through these dealings not only are
goods being exchanged, but resources in general are also being allocated. We can see as well
that through this process, distribution is also taking place.
Markets are the main target of Karl Polanyi and we will begin by trying to understand the
power and the limitations of markets, and by thinking about what other ways there are for
resource allocation and economic organization.

Non-Market Economic Activity
Polanyi’s celebrated 1944 work titled The Great Transformation deals with the process of
societies developing into market economies and the structural changes involved. This is
something that we can consider even from our own experience, with regards to the
commodification of water and its inclusion into the market system.
The first notable concept is that during the shift to market based economies, the process of
commodification only expands and never really desists. The second concept is that the
economy is not based solely on the market and that the market is only one form of economic
relations. He goes on to offer two alternatives to markets that exist in the world. The first is
“reciprocity”, which is based on non-transactional exchange and refers to the act of giving and
receiving in an abstract sense. This may refer to favor in exchange for charity, or any other
process that is not a formal market exchange mechanism but is reciprocal in nature.
The second is “redistribution”, in which there is a central accumulation point to which
resources are directed, and only then redirected to people. This was a feature of his approach
as an economic historian, as he had observed in a village in Europe and found to be true in
most settings. According to Polanyi, there are at least two other means of economic activity,
which do not rely solely on the market mechanism. If we look at this in a broader context we
see that he is suggesting a reversal of causality, in contrast to the very strange notion of
mainstream economics that the society is structured according to the needs of the economy.
Polanyi considers this to be an absurd and seemingly dangerous view and considers the
economy as subservient to society and did not condone the generally accepted reversal in
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hierarchy. Additionally he states that not only is the economy subservient to society, but that
the society itself is subservient to the environment or biosphere.
So in his view, the economy was of a third order rank and he emphasized that it would be
foolish to consider the economy as abstract from society, and even more so to not understand
that the economy exists in direct relation to its natural environment and could not prosper in
the long term if it did not consider its effects on said environment.

Historical Contingency
Another radical contribution of Polanyi, which challenges the standard understanding of
markets in not only economics but political science and sociology as well, is that markets are
not necessarily inevitable. That there is a strong distinction between our traditional
understanding of markets in a historical sense, and the qualitatively distinct version of the
global market system that exists today. The idea being that it was not a natural evolution from
the earlier market systems of antiquity, and is historically contingent. The concept of historical
contingency being that social structures have emerged from a specific breeding ground and
would not necessarily manifest if the underlying conditions of the societies from which they
stem were different. His second radical contribution that is strongly linked to historical
contingency is that of embedded and dis-embedded markets. Meaning that the historical
version of markets as we know them were spatially and culturally embedded, and the norms of
the society in which they took root governed the behavior of the market. In this market system
norms and values were not universal, and were tailored to the society in question. As such a
trader would have to alter his approach according any given market.
He goes on to argue that markets, as they have evolved under modern day capitalism, are no
longer embedded in the societies which they serve and have taken on an abstract dis-embedded
form, and have even begun to outrank the societies from which they emerge in the sense that
they now seemingly direct the functioning of those societies.
The last important concept to discuss is the idea of a resistance to marketization or
commodification, which falls into our general understanding of an equal and opposite reaction
to any given action. In this case the reaction might not be equal but there is a general resistance
to this process of marketization in the societies in which it is taking place. This confluence of
forces is something that is integral to understanding the economic landscape of today.

Social Protection
The example of the Great Depression applies here where we see social and labor movements
rising up in the face of growing unemployment, making the case that we cannot rely solely on
market based determinism in society. In this process we see the birth of the present day ideas
of social protection and the welfare state. Though the ideas of the welfare state are present in
religion and other schools of thought, the more immediate context for these concepts is that of
the Great Depression. From there these ideas have filtered down to the developing world as
well and have created some reticence around the idea of markets being a panacea.
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Markets can be very productive and efficient, and a great deal of good can come out of markets,
but if left as the primary determinant of social organization it will descend into failure. The
problem today is that economists are of the view that the only reality is markets, although we
understand this to be a fallacy fairly intuitively. If we talk about present ground realities,
however, that localized markets still are fairly embedded in the norms of the societies of which
they are a part. The danger looms where abstractions occur and economic decisions are made
that are far removed from the landscape of that society or market, in this dis-embedded form
of the market there is an increasing degree of separation between participants or decision
makers and the market itself. If we consider a Wall Street trader making decisions that involve
agricultural markets in Pakistan without any direct relation, we observe a dangerous
proposition which can be seen as akin to gambling.
Thus the question: How are the concepts of reciprocity and redistribution relevant in the time
of COVID-19? The first thing we can look at is the response to the needs of the day by the
market system, where the market cannot adapt to the increase of demand for ventilators for
example. In light of this we see an absurd consequence, where a highly developed nation such
as America has states engaged in a bidding process for the purchase of ventilators. During this
process people are suffering and perishing, and this is where we see the importance of thinkers
like Polanyi who understood that values were important in economics. That the discipline was
a social science and not a natural science which could be seen as devoid of concepts of
humanity.
We see here that even markets in their current form present a value proposition, where a
seemingly neutral exchange mechanism is making a normative claim that free will and choice
are of a higher moral order and must serve as the philosophical basis of economic interaction.
In response to the current pandemic we have been forced to consider whether we can afford to
rely solely on markets, and concepts such as reciprocity are gaining popularity in a time where
charity is the need of the hour. The concept of redistribution is being called into play, and states
are expected to make necessary interventions and provide relief.

Market Functions
We can say that market outcomes are based on the individual choices of the economic agents
within that market. From this we can clearly state that if market outcomes are not sufficient,
then there is an inadequacy on the part of the decision makers. A lot of economic research is
based on understanding how we can get agents to make better choices, and in what social
conditions do they make these choices. These theories predict that through some policy
interventions which we can help agents make better choices, but quite often this does not occur.
The mistake here is to not consider that these choices are linked to many other factors outside
of the standard models. Markets are also largely responsible for providing credit, whether in
kind or in monetary terms. If we look at agricultural markets in Pakistan, we see that most
farmers do not in fact access credit through formal market based lenders and tend to prefer
informal local lenders instead. Despite better terms being offered through formal banking
channels, the social inertia of these traditional relationships seem to transcend economic
rationality.
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We can see this as an example of the resistance to marketization mentioned earlier and this
resistance can be seen in many instances. The case of the peasant farmer movement in Okara
is another example, where the local farmers took up the slogan of “ownership or death” in
response to market forces in the area. The principle was to ensure that the production of basic
necessities was not transferred to the market, effectively rendering the farmers as dependent on
the market itself. It is interesting that markets, which are considered to be essential under
neoliberal economics, must engage with the social landscape during their inception phase and
faces resistance from the participants. If we look at economic history, we have seen a
vacillating relationship with markets where up until the Great Depression we saw a golden age
of markets, giving way to the age of the welfare state, which again is replaced by neoliberal
principals in the 1980s.
What we observe today in the time of COVID19 can be seen to emerge from seeds sown during
the 2008 financial crisis which severely weakened public trust for markets. Market functioning
allowed the financial sector to jeopardize the health of the entire economy through the actions
of financial brokers seeking short term gains in the American housing market. This resulted in
a global economic crisis which eventually required state intervention and public funds to avoid
an economic collapse. Though modern day economists tend not to notice, we can see a global
shift towards the welfare state as a direct result. This we can see through policy measures such
as the Benazir Income Support Program (BISP) in Pakistan, the Mahatma Gandhi national rural
employment guarantee act in India which targets landless labor, and the Universal Basic
Income (UBI) proposals in many countries.

The Role of Nature
Another relevant concept in the time of the pandemic is that nature will not be subsumed by
markets, regardless of economic assumptions to the contrary. This tells us that there are and
will continue to be severe repercussions for the economic processes at play in the world today.
The non-economic costs of economic decision making must therefore also be considered and
included into the process. The price determinant must not be considered to be a universal
language of market communication or as the sole basis of economic decision making.
The environmental costs, governmental subsidies and the economic displacement of local
producers are all factors that bear a significant effect. This is the price to pay for the year-long
availability of seasonal fruits in the developed world, and the price to pay for this hyper
globalization which may outweigh the benefits. These are the choices that we have available,
but they may be false choices. The best example of a false choice is apparent today in the
discussion around COVID19 in which we either die of the disease, or of the economic
stagnation it has caused. This notion that developing countries cannot afford to enact a long
term lockdown, or that poorer families that do not have the financial cushion to not go out and
earn a living, is largely a false choice.
The economic burden on health services from mass infection rates can fast outstrip the
economic losses due to the lockdown. So the choice may not be between life and death, but
between death and death. The fallacy is that the market is the most efficient means of
determining the net benefit, but the market mechanism might not be able to determine the costs
in such a cost benefit analysis.
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Today we see in the light of social protection as to what is the character of the public sector or
public services. Spain has nationalized medical services and Britain has largely done so for
railways, these societies determined that these aspects of society are too important to be left to
market determinism. Even US President Trump, the modern day champion of free market
principles, invoked the Defense Production Act to functionally order manufacturers to produce
ventilators. So the conversation returns again to not leaving the entirety of societies needs to
the market and implementing measure of social protection. This is not only a moral obligation
on the part of the government to uphold the social contract in times when the public needs state
intervention, but to ensure resources are not allocated inefficiently either in favor of military
spending or debt servicing or the like.

The Role of the State
We also need to keep in mind that within this troika of actors (namely the market, the
community and the state) we must also pay attention to the middle component, that being the
community. Transferring all responsibilities to the state can also be dangerous, even though
many states may not be able to develop their capacity as rapidly as in times of crisis and that
does seem to present an attractive opportunity. There is a tendency in cases where the state
acquires much authority and jurisdiction towards dictatorship and tyrannical practices, and this
is not viable either. As such the community must play a strong role in any reformative attempts,
and we must try and create a tri-polar structure instead of one that is bi-polar between the state
and the market alone. The example of India is apt here and the title of a recent guardian article
does well to capture the sentiment, “as the government of India fails, civil society steps in”.
Currently in India the majority of relief efforts being provided on ground are coming from civil
society, even whilst 20,000 NGO licenses have been cancelled during the Modi regime. So the
government must realize that the community possesses certain competencies and capacities
that the state may not be able to fulfil.
This would largely be in line with Polanyi’s principle of reciprocity. These concepts are
relevant on ground today in Pakistan, where the state is taking a backseat and not completely
taking the responsibility to take necessary steps and provide relief. Though these are vital the
state can now focus on its role as a coordinator. Often smaller organizations that are linked
directly to communities have a greater capacity to mobilize in contrast to large government
machinery. What these organizations cannot do however is to determine the larger
understandings in terms of infection mapping, evaluating need or any other macro effort that
may only be fulfilled by the state.

Market Failure
We cannot deny that the economy has a philosophical basis, and we see that our current
conceptions of the economy do not represent the humanity of our societies, as represented by
the concept of the rational economic agent that is supposed to be representative of the entirety
of the human race. These are not organic models but basically mechanical ones that rely on
value neutral figures like the GDP even today as the barometer of economic prosperity. In this
sense we disregard the composition of a nations productive output and only consider its market
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value, this tunnel vision renders us susceptible to productive imbalances where a society may
become vulnerable to external shock if it cannot produce its own needs. This calls into question
the basic economic principles of needs and wants, which has been skewed as material needs
and ignores the range of needs that humans yearn. The human development index was an
attempt by Pakistani economist Dr Mahbub-Ul-Haq to introduce these factors into mainstream
economics, but non-quantifiable value have not been incorporated into modern economic
thought. Today our economy is supported by wants, and the pandemic has shown us that when
we fall back to only our basic needs the entire economic structure is brought to the verge of
collapse. The pandemic has shown us not only how few our material needs are in terms of
commodities, but to pay attention to our non-material needs as well. We see the need for care
providers in a time such as this, and domestic work has been brought to the fore where more
and more male bread winners are being exposed to the amount of domestic labor required to
run a household. This will hopefully help address the discrepancies within the attribution of
value, and is illustrated by the popular Oscar Wilde quote “They know the price of everything,
but the value of nothing”.
The entire premise of the modern day economy rests on the principle that only market
determined value is a measure of worth, and is blind to the extent of non-market labor needed
in order to support market functioning. There is no such thing as a self-sustaining market, and
markets are only feasible when institutions and relevant non market support structures exist.
Feminist economists have argued for some time now that the male dominated market structures
would not be possible without the contribution to managing the household economy and the
domestic labor provided by women. Similarly, solidarity based labor in Punjab provides us
with an example of non-market reciprocal labor activity. The economic anthropologist Stephen
Goodman states that there are two fundamental features of an economy, those being
competition and cooperation and we tend to forget that the process of competition is only
possible through an a priori accord for cooperation.
This can be observed in lesser developed markets that rely heavily on the cooperation between
actors to ensure stability for the whole. This is of great value in a time such as this when a trust
deficit makes it hard for firms to defer payments to their creditors, a problem that can greatly
be lessened by a greater degree of interdependence between economic actors. As such we can
say that for an economy that is embedded in the larger social structures of that society, we can
observe that social support structures are stronger and those participants are therefore less
vulnerable.

The limitations of economic solutions
The problem today is also economics prevalent obsession with trying to explain everything and
its attempt to subsume all facets of human existence. This is a misguided attempt to club in
anthropological, or sociological elements in a master discipline that can never possess such an
explanatory ability. Unfortunately in Pakistan today we see that the economics community is
ignorant to two very substantial aspects of economics. The first is to view economic snapshots
in the context of the economic history from which they have evolved, and the second is the
importance of fieldwork and the act of primary data collection.
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The prominent Chilean economist Max-Neef, who lectured at UC Berkeley, famously said in
reference to his fieldwork in Colombia that his academic conceptions were useless in the face
of true poverty, and this is a fundamental disconnect between knowing and understanding
economic concepts like poverty. In this sense we see the limitations of economic theory to
capture the essence of the phenomena that it tries to explain and its imperfect attempt to shackle
human creativity and potential to some understanding of a universal economic rationality.

It is time to take a step back from our myopic economic analysis through abstract data alone,
and we need to once again conduct on ground inquiry so that we as economists may address
the issues at hand in a more effective manner. The field of economics has dehumanized the
economic agent and discarded any sense of personal aspiration or distinctive characteristic. It
does not have the conceptual language to truly understand the needs of the common man. We
need to re-incorporate the cultural connotations of economic decision making, such as the
decision of a peasant farmer to “waste” resources on the construction of brick and mortar
domiciles or on the wedding of their children. To truly understand the rationale we need to look
at the social return of either of these activities and realize that social currency may often be far
more valuable than economic currency. Malcolm Darling has a three part series on agriculture
in Punjab outlining this principles and attempting to provide an explanation. A commonly
assumed salient feature of economic epistemology is the objectivity of data, this is a misnomer.
All data is collected through a subjective third party effort, and as such all facts are constructed
and not necessarily discovered. Therefore, research bias can generate curated facts to support
the understanding of the researcher in question, and any further extrapolation of concepts from
within that data would be tainted by the original subjectivity in collection.

48

Rethinking Industrial Policy in Pakistan: Manufacturing, exports, employment and
everything in between.
Dr. Izza Aftab

The economy of the country entails three important sectors: agricultural, manufacturing, and
services. Unfortunately, in Pakistan’s economy, the manufacturing sector has been given the
least importance. In essence, the manufacturing sector is a key component of the development
policy centered on creating jobs, adding to the GDP, and stimulating innovation in an economy.
Out of the two essential types of industrialization that most countries undergo, the first being
import substitution, and the second being export-oriented, Pakistan has adopted the import
substitution where an economy produces goods currently being imported to meet local demand.
On the other hand, the export economy begins to produce goods intended for the international
market. Pakistan’s export ratio has increased a little for ten years; however, it cannot compare
with its regional counterparts like India and China. The contribution of manufacturing exports
in Pakistan relative to merchandise exports stands between 10% - 15% and has remained
stagnant over the last decade. The competitiveness of Pakistani goods in the international
market has not improved in this time as other countries have progressed along with similar
aims in terms of cost, quality, and sustainability. The growth rate of the manufacturing sector
has not even surpassed the 6% mark. The percentage of growth of employment in
manufacturing relative to the total labor force is also very low which implies the sector has
been unable to create jobs. Manufacturing also provides emerging economies such as Pakistan
the opportunity to embed the economy within the Global Value Chain (GVC).
Unfortunately, Pakistan considers only 15 productive categories against a total of 30 considered
globally. This statistical discussion is centered on a theme of economic complexity which deals
with assessing the degree of knowledge intensity in an economy by looking at the knowledge
intensity of its production mix. Pakistan’s comparison with Germany, China, and India exhibits
that it stands at a very low level of knowledge intensity growth. Germany exhibits its status as
the frontier of knowledge intensity and has maintained this gap over the 17 years under
observation. Similarly, Pakistan has shown poor progress when compared to Asian Tiger
economies. All these indicators imply the lack of innovation and technology in the production
process of Pakistan’s manufacturing sector. Therefore, the failure to innovate on the part of the
manufacturing sector will stagnate the rate of economic complexity for an economy and result
in a further decrease in comparative global standing as nations continue to progress. Complete
reliance on exports causes an underestimation of the local economy, which is a pattern that
Pakistan has followed for decades. Locally produced goods for daily consumption enable
fostering the manufacturing sector to a great extent. For a sustainable impact, reliance has to
be on developing linkages across sectors, emphasizing the human development of the labor
force and focusing on the local economy as much as the global economy.

49

Introduction

It is important to think about manufacturing in Pakistan, because when we look at an economy
in general we look at either the agricultural sector, the manufacturing sector or the services
sector. There is a common misconception that Pakistan is an agricultural economy and very
seldom will one hear of Pakistan being considered a manufacturing economy. We tend to take
a lot of pride in agriculture, and while that may be warranted we can observe an attitudinal bias
in favor of any sector but manufacturing. Manufacturing is a key component of development
policy centered on creating jobs, adding to the GDP and stimulating innovation in an economy.
Innovation being one of the primary catalysts for sustainable economic growth and we find a
greater degree of innovation over time in the manufacturing sector as compared with its
counterparts. Consider that most of the innovative products we interact with on a daily basis
come from the manufacturing sector. Now when we talk about manufacturing in terms of public
policy, we generally refer to it as industrial policy. Though today it is not popular to refer to it
as such and rather it will be termed “structural balancing” or “rethinking manufacturing”.
The reason the term ‘industrial policy’ has fallen out of vogue is because many countries
including Pakistan have gone through a process of industrialization in an attempt at import
substitution. There are essentially two types of industrialization that most countries undergo,
the first being import substitution and the second being export oriented. In export oriented
industrialization an economy begins to produce goods intended for the international market,
and in import substitution an economy produces goods currently being imported to meet local
demand.
Though import substitution based industrialization may not always make economic sense, the
political will tends to focus on the reduction of the current account deficit through decreasing
import expenditure. Unfortunately, the primary imported good for Pakistan is oil, procured to
service the nation’s energy demand.
When it comes to public policy, economists would like to be seen as experts who are somehow
apolitical agents. This is not the case. Economists working with the government have to be
cognizant of the political environment they are in and tweak their policy recommendations
accordingly. Though this is not intellectually honest, it is nevertheless a reality.
Most economists that enter the world of policy making get caught up in traditional practices
and have to navigate critique from all quarters. Any given stakeholder reserves the right to
instruct an economist in how to perform his function and that tends to be the most frustrating
obstacle in economic policy. If we look at what government economists have done so far, we
see minor tweaks. Whenever the concept of administration comes to the state, economists have
largely relied on the market mechanism and have brought in supply and demand wherever
possible. Most economists don’t go beyond the basic principles of economics that can be found
in any introductory course. This is because economics tends to become esoteric at the higher
levels and it becomes difficult to communicate these concepts. We can see this manifest in the
tendency to not appoint an economist in the formal role of finance minister and to instead
involve them as economic advisors. This technocratic omission applies to other specialized
fields such as science, technology and industry, etc. It should be apparent that we do not need
an industrialist in the role of minister of industry, but rather an economist.
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The reason it is important to know this is because when we hear that Pakistan does not have
enough relevant subject experts we should also know that though this may be true, it is not the
sole contributing factor. Even when economists are available they are often restricted in their
duties by political interference as discussed earlier.

Manufacturing in Pakistan
If we look at the manufacturing sector as geared towards export earnings in Pakistan, we start
to see how interconnected the various facets of the economy really are. As in, if there is a
change in export earnings it will affect the current account balance and the balance of payments,
etc. This provides an opportunity for increased coordination between ministries as well. Given
below are the last decade’s worth of export earnings.

On the left axis we have the value of export earnings per year and on the bottom we have the
year in question. We can see a slight improvement after the financial crisis up until 2013 where
there is a dip which lasts around 2-3 years. In 2016 we begin to see a dramatic uptick the likes
of which have not been seen in Pakistan for some time.
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Though we reference export earning often in policy making circles, very seldom do we look
into the equally relevant question of the mix of export goods. Data sourced from the Pakistan
observatory of economic complexity for 2017 shows us that we earn approximately $24 billion
annually. Within this we see that the primary contribution of 37% to the current account balance
comes in the form of “Unclassified Transactions” in which miscellaneous trade items are
compiled, the vagary of which is somewhat suspect. This significance is rivalled fairly equally
by the textile sector which stands at approximately the same weightage in the overall export
income. As the supposed backbone of Pakistan’s export mix we have to begin to ask ourselves
if the production of low value added ubiquitous goods may be a race to the bottom and if this
course is in the best interest of the nation in contrast to the nation’s textile sector. The most
apparent absence is in the horticultural sector where we see a greater share of exports in acrylic
alcohols than in citrus fruits such as oranges.
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The contribution of manufacturing exports in Pakistan relative to merchandise exports stands
between 10% - 15% and has remained stagnant over the last decade. The competitiveness of
Pakistani goods in the international market has not improved in this time as other countries
have progressed along similar aims in terms of cost, quality and sustainability. By neglecting
economic imperatives such as export diversification and greater value addition in the
manufacturing sector, we have allowed the share of manufactured goods in total exports to
stagnate over time.

If we look at the growth rate for the manufacturing sector over the same period we can see that
at its highest it does not cross the 6% mark. The rate in FY 2009 – 10 barely exceeded 1%
followed by a stop and go recovery cycle extending till FY 2018. Though the trajectory does
bear resemblance to the traditional business cycle, Pakistan can no longer afford to allow this
lacklustre performance to go on.

In the illustration above we can find the percentage of employment in manufacturing relative
to the total labor force. Employment is coded as individuals over the age of 10 partaking in the
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manufacturing process, this is not an acceptable view by our standards but it is nevertheless a
reality. The growth in relative percentage of employment shows us that the sector has been
unable to create jobs and as such should be rethought. For a country such as Pakistan which is
not undergoing significant mechanization of industry or incorporating advancements such as
artificial intelligence into the manufacturing process, the prevalence of traditional textile
production should be generating mass employment. The use of an abundant and cheap labor
supply as a means to lure clientele should ostensibly be increasing demand for labor, at the
very least.
If the industry has not been able to do so, we must look into contributing factors such as labor
productivity, whether the wage rate is competitive in the international market or, the nature of
goods on offer to international buyers. There is also a structural imbalance that exists in
Pakistan when we compare sector contributions to GDP and its share of overall employment.
Like most nations that move towards services, Pakistan exhibits the stated imbalance as shown
by the comparison of services contributing between 50 – 60 % of GDP but only accounting for
around 20% of employment.

The above chart shows us the growth in Large Scale Manufacturing (LSM) in the aftermath of
the 2008 global financial crisis. The non-essential nature of Pakistan’s production mix
dominated by low-value added textile goods is reflected in the contraction observed initially,
and the following growth and stabilization shows the expected recovery cycle post-recession.
Manufacturing provides emerging economies such as Pakistan the opportunity to embed the
economy within the Global Value Chain (GVC). A lack of economic integration with the
international market renders a nation’s economy as dispensable or irrelevant with regards to
global trade, despite providing insulation against exogenous shocks. The methods of economic
categorization in Pakistan provide insight into this disconnect, as Pakistan only considers only
15 productive categories against a total of 30 considered globally.

Economic Complexity
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The earlier discussion was centered on a theme of economic complexity which deals with
assessing the degree of knowledge intensity in an economy by looking at the knowledge
intensity of its production mix. A remarkable consequence emerges from this concept as there
is an observed relationship between low rates of economic complexity and high rates of
economic inequality. If we set aside the focus on neo-classical assumptions of labor migration
as a movement toward equilibrium balancing comparative labor productivity rates, we can shift
the focus to the economic complexity in terms of value addition in manufacturing and the
resulting productive structures that determine the extent of income inequality in an economy.
Despite this relationship being apparent for some time, we are still unable to debunk the
imbalances in the productive structure in regards to how much it earns and in turn, redistributes.

The vilification of the elite economic class today is a symptom of the institutional arrangements
of modern day society more than an insidious plot on the part of the 1%. The rent seeking
behavior prevalent today can only be cured by addressing the productive structure that produces
these tendencies. The Scandinavian nations now considered amongst the most inclusive in the
world were nothing of the sort prior to WWII. The parallel shift in the productive mix of these
states provides us with a potent example of the relationship we have established, and can serve
as a guide to nations wishing to follow in their footsteps.

Pakistan’s Progress in Comparison to India China and Germany

To better understand the current predicament on ground, we must contextualize Pakistan’s
performance with respect to global leaders. The above figures outlining economic complexity
are consistent with global perceptions of the general standards of quality of the manufacturing
sector in the included nations. Germany exhibits its status as the frontier of knowledge intensity
and maintains this gap over the 17 year period under observation.
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Pakistan’s Progress in Comparison to the Asian Tiger Economies

This trend repeats when we compare Pakistan to the Asian Tiger Economies, with Singapore
and South Korea both displaying a high degree of complexity accompanied by a gradual
improvement over time. Pakistan’s consistently poor performance is reflective of a failure on
the part of the state and private industry respectively.

Firm Level Innovation

Firm Level Innovation in Pakistan’s Leading Manufacturing Subsector: Textiles
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A survey of over 180 textile firms in Punjab involved in export over the course of a year
revealed that only 39% of firms had conducted Product Innovation*. This is despite the fact
that the firms that responded claimed 36% of income, on average, came from the sale of the
most innovative product.

When asked why these firms carried out product innovation, the overwhelming majority
seemed to do so only in response to demand. Today we see that not only has the domestic
market contracted, but the global market has as well. This has led to a fall in demand which
will in turn reduce the incentive to innovate. A failure to innovate on the part of the
manufacturing sector will stagnate the rate of economic complexity for an economy and result
in a further decrease in comparative global standing as nations continue to progress. As
explained earlier this will cause a commensurate rise in income inequality for the economy in
question, in the case of Pakistan this may further destabilize the social order.
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Process Innovation

51% of firms included in the survey claimed to have conducted process innovation, of which
only 43% stated that this was done in the core Manufacturing Method. Process innovation in
this sense refers to the implementation of a new or significantly improved production
process/support activity local to the firm. This lack of process innovation is a direct contributor
to the scenario presented earlier demonstrating Pakistan’s stagnant contribution of
manufacturing to GDP and job creation.

Textile Export Destination
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North America and Europe combine to account for nearly 2/3 of the demand for Pakistan’s
textile products in the international market with 28 % and 38% respectively. This affords these
nation the ability to weigh in on national concerns such as CPEC.

Global optimism towards business and trade is startlingly low, the figures above represent
prevalent views regarding global, regional, national, and industrial resurgence and demand.
The US, which we have shown is an integral market for Pakistani goods, along with China
ranks amongst the least pessimistic nations on earth and though this may seem promising, we
also see that 2 of the bottom 3 countries are members of the European Union which accounts
for the largest share in export demand of Pakistani textile products. Spill over demand from the
closing of industry in nations such as China should not placate us at this time. This increase
does not validate textile as being deserving of its status in Pakistan’s approach to manufacturing,
as a sector which relies on low wage rates and perpetuates income inequality the added
irrelevance of the product for the international community should decisively compel us as a
nation to rethink our manufacturing priorities.
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The chart given above provides us with the same measure of expectation in regards to
individual industries. It does so by looking into the perception of the business community of
the effect of both revenue growth and profitability. A look at construction reveals that there is
a greater expected reduction in profitability than there is in revenue growth, this is relevant in
regards to recent state intervention. The government has enacted counter-cyclical measures
which include features such as amnesty schemes, advanced funds, government purchase of raw
materials, spare parts and credit facilities to avoid large scale layoffs, etc.

Conclusion
Pakistan’s continued failure in industrial policy is not a luxury which a developing economy
can afford as the expansion of manufacturing is a tried and tested method in poverty reduction
and economic development. The world stands in the throes of the 5th industrial revolution while
we can barely claim the 2nd, and any revamp of industry must be directed towards the
production of higher value added products than textile to allow Pakistan to embed itself in the
GVC. The entrepreneurial nature of the state’s response to the current pandemic tells us that
should the government wish it could conceivably stimulate the manufacturing sector. This
attitude shift is key in any approach to industrial policy. Upgrading the production mix of the
economy will form a diverse portfolio, providing an opportunity for the government to focus
on neglected units. An example of this is the government’s historical reliance on the textile
sector and that impeding growth of other manufacturing sectors. Adapting productive
structures and level of exports is necessary for a country to move towards an increasing trend
of economic growth. Similarly, Innovation, as practiced during COVID-19 to produce face
masks and sanitizers is a necessary feature.
Complete reliance on exports causes an underestimation of local economy, which is a pattern
that Pakistan has followed for decades. Locally produced goods for daily consumption enable
fostering the manufacturing sector to a great extent. Developing links across sectors will yield
a functional system resulting in higher quality and finished products. If Pakistan is to move
towards a growth driven industrial policy, adapting to new technologies is going to decide the
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country’s place in the global market. Therefore, while rethinking Pakistan’s industrial policy,
not only is it important to keep the aforementioned points in perspective, but also to clearly
map out the role of the province and the center to execute it as well.
For a sustainable impact, reliance has to be on developing linkages across sectors, emphasizing
on the human development of the labor force and focusing on the local economy as much as
the global economy.
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Public Health: Prevention, Financing and the 18th Amendment
Dr. Hina Khalid and Dr. Izza Aftab

These days we have been using the term ‘public health’ quite a bit. You see it in the media, in
research, but I’d like to take this opportunity to give it a bit of clarification. Essentially if you
look at how the Centre for Disease Control defines the term – they define it as the science and
art of preventing disease. That’s what is called ‘public health’. Public health focuses on
prolonging life and improving the quality of life through organized efforts and informed choice
of society, organization, public and private communication and individuals. So public health
has quite the domain and this is merely the starting point.
Public health includes a lot of things. When we talk about public health, we are looking at a
local public health infrastructure; whether it is in place or not. Is the system promoting a healthy
community, and is it encouraging healthy behavior, does it help prevent the spread of a
communicable disease - such as the COVID-19 - because it spreads when people come in close
proximity to each other.
In everything we have just talked about, it is important to note that the domain of public health
consists of health systems, communication, and prevention, amongst others. When we are
looking at all of this, we’re essentially considering the health capacity. So while we are looking
at this, we are also trying to find out, in part, how a communicable disease spreads and how it
affects society. To that end, the current Pandemic brought to light a lot about the limited – or
rather, what was considered the unlimited health capacity in developed countries.
Given this current Pandemic, it brought to light the health capacities at the Government level,
how do these Government agencies help draft a response to the Pandemic? This article will
aim to address this question.

Pakistan and Public Health
I’ll start with Pakistan’s public health capacity and how we assess it. When we think about
public health capacity, we are looking at several inter-related components. First of all, we’re
looking at human resources, and we are looking at infrastructure, governance, and institutional
arrangements; so all of these collectively help us understand public health capacity. Or health
capacity more generally.
As you all know, the 18th Amendment was introduced in Pakistan’s Constitution, during the
PPP’s tenure. It involved moving certain matters/powers that had been under the Federal
Government to Provincial Government s, such as education, health, amongst many others. This
means that the provinces were able to have a direct control over these things. So if we have to
introduce an education or health policy, the provinces have the power to do so themselves.
They can bring in their own rules and allocate funds according to how they assess it.
Consider the Federal Budget that was recently announced; the Government of Pakistan has still
allocated funds for education and health. Just because the provinces have the power to make
decisions with regards to these matters, it does not mean that the Federal Government has been
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stripped of all jurisdictions on them. You still have your Federal hospitals and educational
institutes. So the Federal maintains an important role, but the provinces have a bigger
responsibility. There has been a lot of debate as to whether this was a good idea or not, but that
is not our focus right now. We are treating it as something that has been done and how it affects
Pakistan.
The aforementioned is important with regards to understanding Pakistan’s health capacity, as
we have existed on varying spectrums pre and post Devolution. Now if we consider it in terms
of the first indicator which was human resources, as previously mentioned, for that one very
commonly used measure is doctor to patient ratio. In Pakistan at present, Sindh and KPK have
3 per 10,000 people, Baluchistan is much lower, and then we have Punjab which is roughly 7
– 8. But what I want to point out is more important than the ratio of doctors to population is
the fact that there has been excessive medicalization of health. That means that over the years,
there has been an excessive emphasis on producing doctors than other health force workers,
for example paramedics and other health support staff which is really important. That is
especially a shortfall which needs to be addressed, both pre-Devolution and also postDevolution. That is the first thing.
The second aspect that I mentioned was governance. In terms of governance, there were huge
gaps in the pre-Devolution times, and those gaps have continued to persist afterwards. For
example, consider resources; a Government’s spending capacity, as in whether a Government
is able to spend all that it has. A few years ago, I was conducting some interviews with certain
provinces as part of a study to understand policy capacities across different provinces with a
focus on HIV. It gave me the opportunity to talk to different stakeholders, and what I learned
was that across all provinces there are huge governance issues. For example, with regards to
resources, there is always an issue of shortages but then how are you using the resources you
have access to? Is there mismanagement involved and are you able to utilize them properly?
Those are some of the issues we get to flag while talking about governance.
The third thing I want to talk about is when we think about Devolution, how is it that capacities
have evolved post-Devolution? Do we see differences narrowing, differences widening? At
this point, I suppose we need more time to really figure that out, but one thing that has become
apparent is that post-Devolution has seen a lot of clustering of technical assistance in provinces
that were already better off. In provinces where an institutional structure already existed, they
were easier to work with so we have seen a lot of technical assistance being provided to those
provinces.
So what effect does that have? It inevitably widens the gaps that are already there so those are
the sort of capacity issues Pakistan is facing and which are shaping the Government s’ response.
Based on studies that are coming out, we are currently moving towards a peak. After that,
things are going to start getting better. The matter of how worse it can get is up to us as citizens,
as in, whether we cooperate with the policies or not. Public health is basically individual
wellness being contingent on everyone’s wellness. It’s up to us in this particular case.
In this particular case, it is on us more than it is on the Government s at different levels.
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Did Devolution Change Anything?
As I mentioned earlier, when we talk about health capacity there are several metrics.
Specifically with regards to human resources, we do not see much of a change irrespective of
Devolution. So I wouldn’t say things have gotten worse, but at the same time there is room for
a lot more improvement.
The second thing that I mentioned was in terms of governance. Post Devolution, there were a
lot of issues in governance and essentially it created a lot of problems. Since Devolution in
Pakistan was imposed in a very ad-hoc and abrupt manner. Before Devolution, provinces were
largely responsible for implementation of policy but after Devolution they had to get into the
business of actually forming the policy, strategies, plans and as well as executing them. This
made governance much harder because obviously, new measures take time to adjust and even
then if you haven’t had the time or the skillset to properly develop these capacities before such
a decision is made then the process is not going to be streamlined.
If we talk about whether things have gotten better, or worse, I would not say that they have
been affected much on either front. If we want to look at governance in Pakistan over time, we
do not have the statistics to create a proper argument in favor of either but there are certain
global indicators regarding governance which can be applied to Pakistan just as well.
According to those though, we don’t see much improvement – maybe minimal.
So if we talk specifically about capacity, then yes. Capacity shapes the response of a
Government to a Pandemic and in general to health services as well. With regards to COVID19, we can take a cue from testing capacity. Testing is one of the things that has really been
talked about as important, that needs to be done. Testing reflects several things. To test, you
need testing kits, proper human resources and the infrastructure that is there. As mentioned
earlier, these are all the things that are lacking in Pakistan before the Pandemic started. Which
is why the capacity, as mentioned earlier, is shaping our response to the Pandemic.
Having said that, the Government s of different provinces have been making an effort to
increase their testing capacities. The province of Punjab, for example, has teamed up with
private labs where they are offering discounts to people, especially if you’re above the age of
60. Similarly the private sector has introduced its own initiatives and then you see hospitals
that have been providing daily consultations especially in terms of strengthening ICU
management in terms of patients in order to build capacity of the human workforce. The NIH
has been providing different workshops and trainings with the objective of increasing capacity.
So with this I have taken testing as one indicator to show you how it links up with wider public
health capacity and how, lack of that, owing to the Pandemic, has created additional challenges
for the country in terms of responding. That is one aspect. Secondly, governance and how they
have been responding on a provincial basis, and thirdly, how are you managing your
relationship across the different levels of Government. So when we look at the Federal
Government, the center, and the provinces, vertical coordination seems to be challenging.
During a Pandemic, the different sections of the Government need to coordinate in order to put
forwards a unified response. Naturally, all of this depends on the capacity of the health system.
I think Devolution has been a topic of debate for a while now; whether it’s a good thing or a
bad thing. In my opinion, I think Devolution is a good thing; especially when you think about
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allowing the provinces to have the freedom and flexibility to tailor responses to match their
local needs. They have different ground realities and issues that need to be tackled. So from
that perspective, Devolution gives you the power you need to localize responses.
We have seen that, too. Lockdowns have varied across provinces, the pressure you face from
different religious groups has been different, and they’ve also released different sort of relief
packages according to their capacities. In that sense Devolution, I believe, has actually enabled
policy innovation across the provinces which is a good thing. Devolution has also given the
Centre the space to focus on coordinating the response. From both angles, I would say it has
been good for the provinces, but at the same time it has also created challenges as to how the
different provinces can coordinate with the center. It’s like a double edged sword; you have
pros and cons.
If we did not have Devolution, I cannot really say. Based on the public health capacities that
we do see, I believe we would have had the same situation, more or less. The response,
irrespective of Devolution, is shaped by your capacities as has been mentioned earlier. Hence,
Devolution is not something one can hold responsible for present circumstances.
Let’s consider the idea of Devolution from a more general perspective; finances are a bone of
contention in Pakistan, particularly in health and education. Every time we announce a budget,
minimal funds are allocated to these sectors and we all know it is not enough. So when we’re
talking about Devolution, that means that provinces can also direct their own funds towards
health and education and that’s a big plus. Personally, I feel that Sindh and Punjab have
showcased a certain flexibility at a micro level which may not have been possible before
Devolution. They would not have had the autonomy to pull off such a response since now we
have data from a district level as well. The Federal Government is just too removed from the
places that have become the hotspot for the disease.
I mean look at Karachi. It is massive – the Government probably manages the city on one hand
while juggling the rest of the province on the other. Recently when the Federal Government
announced its budget, Punjab and Sindh announced theirs too. Punjab’s budget was more inline with the Federal budget whereas Sindh’s was a little more on the progressive side and that
is one big thing that the Devolution has allowed. It has allowed provinces to identify and carve
out challenges at a local level, which are then handled according to the resources they have.
So far, everyone has increased spending on public health. If you look at the provinces we have
been talking about, they have allocated funds towards a response to the COVID-19 as well. I
feel that this may not have been possible without Devolution.
Technicalities are involved in all of this which may confuse people about the nature of
Devolution. When provinces make their own budgets, they also look at the Federal budget.
They look at the targets the Federal Government has set, for example, targets for inflation and
how they intend to manage their revenues, etc. The math involved is based on key targets and
priority areas identified likewise because only after that can the money be transferred to the
provincial Government s. When the Federal cannot meet the targets set, then your provinces
are affected – this relationship is very important because it gives rise to political mudslinging.
Because the provincial budgets are pegged to the Federal Government, the Federal body has to
transfer money to the provinces and the provinces have to collect taxes on behalf of the Federal
Government and send it back to the center. Thus, a two-way relationship exists.
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Now let’s look at Sindh again. They have allocated funds to deal with another crisis ravaging
the country; the locust attack. The locust swarms already wreaked havoc in Iran before coming
to Sindh and Southern Punjab and now you see them going towards India. It is a major crisis,
and you see that on a provincial level, Sindh has already allocated funds to deal with it. That is
the power of Devolution.
However, irrespective of that, you can’t deny the fact that provinces are dependent on the
Federal Government to a certain degree. It is a continuous learning process. Over the years we
will see improvements at the provincial level. Whenever change is introduced, it always takes
time to set in and I believe Devolution is no different. The question I would ask is how we can
improve. We have come a far away, it is not about whether it should have happened or not
anymore.
Fact of the matter is, Devolution is here and it was democratically decided.

Global Response and Public Health: A Sneak Peek
When we call a Pandemic global, that means it affects a certain number of countries all over
the world and the role of globalization in this Pandemic can be highlighted by the increased
mobility in present times; we travel more.
Around the time the virus was booming, it was Chinese New Year. It involved holidays and a
lot of traveling which inevitably spread the virus to other areas. The same may be considered
with regards to trade, business, and international students. They became vessels of transmission.
Thus, responding to a massive crisis such as this has been complex for almost all countries,
and for different reasons. In developing countries, capacities have been an issue whereas in
certain developed countries, leadership has been the problem. In terms of which countries have
responded ideally, I would say South Korea. It is often cited as an example for others to follow,
in terms of how they managed to contain the Pandemic. Another example may be considered
in Germany; not with regards to the infected people count, because there are persisting numbers
there, but with regards to effective communication and coordination between different sectors
of the Government.
So, different countries have done well in different domains. Most countries have had a delayed
response. I think the speed of which we initially responded really impacted the trajectory of
cases. To a large extent, some countries were also in denial. In Pakistan’s case I would say,
especially, and possibly with regards to other countries as well. There is a Pandemic that is
there, a major public health risk. You need to make people aware of the health risk this
Pandemic is posing. So you need really good public health communication with the people.
That means that the center needs to give one message and the same message needs to be given
by the provinces. The same message should be given across different departments, and
organizations so people are not getting mixed messages.
In Pakistan the initial message by the center was that the Pandemic would affect members of
the older population more. Around Eid, we received messages that the COVID-19 is not a
Pandemic so those are all messages which enable the public to form a mental image of how
much risk or threat something poses. This is why communication is so important in public
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health. You need to be very clear in the message that you’re sending to the people because
where one important part is enforcement of the measures that you are taking, but a really large
part of that is voluntary compliance as well. If you want voluntary compliance, people need to
understand the risks. It is human behavior.

Conclusion
To wrap up, a Government’s response is dependent on their health capacity. The public health
domain is large and maybe a little complicated. In Pakistan, there is a consistent criticism that
we have a shortage of ventilators. That, though a problem, may not be as much of one as the
fact that we don’t have enough personnel to operate said ventilators. It’s not like a common
individual can plug in a ventilator like one does with a computer.
We can always increase our health capacities by increasing the funds allocated to it and
streamlining the process of distribution and policy, including its formulation and
implementation phases. So far, health is considered a secondary point of concern; and this is
reflected in our budgets – ironically, if we have people, we have a society and an economy.
Without people, neither will exist. Furthermore, there will be nothing to safeguard.
Thus, we have to analyze while keeping all of these things in mind, which means we have to
re-evaluate our priorities. What binds them together is the country – and consequently, the
economy’s – absorption capacity. An example may be considered in the numerous times
Pakistan has tried to introduce FDI in industry, a lot of countries have refused to partake
because Pakistan has poor absorption capabilities. The same applies to health; if we propose
allocating 50% of our GDP to the health sector, it still won’t deliver the same results that we
talk about because we have limited absorption capacities and it is a problem. We cannot
immediately increase our medical staff who aren’t doctors.
A point of concern can be seen in our current vaccination status. A lot of checkmarks have
been missed with regards to polio vaccinations, amidst other preventable diseases and that in
itself is a scary thought. With the Pandemic a consistent threat, all of our resources have been
diverted to addressing it.
The Pandemic has shown us that health is rather important. In social sciences, we talk about
shocks to the system, and we study how a shock can propel a country in one part versus another
part. This Pandemic has helped us realize the importance of investing in health systems and in
health system development and strengthening the health system so if this is one lesson that we
have effectively learned, the post-Pandemic times will see improved and strengthened health
systems. We would benefit in the long run.
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COVID-19 Paradox: Developed Economies and Prevalence Rates
Dr. Izza Aftab and Dr. Ammar Aftab

The COVID-19 is a paradox. What we see is that developed economies have very high
prevalence rates and even the death rates are high. We have countries like Belgium, where the
death rate is touching close to 20% and then we have developing economies like Pakistan, like
India and Indonesia, and the death rates are still far below from what was expected, especially
with the health system capacity.
This presentation will try to consider different aspects, will try to look at different analyses and
we’ll see if it is actually a paradox: are developing economies actually doing better or is there
some missing data or some missing information that is leading us towards this relationship?

Introduction

So first, we’ll focus on the paradox. Just as I briefly mentioned earlier; what we see here, if we
try to look at the countries by GDP per capita, countries which are higher GDP per capita, also
have a much higher prevalence rate. Countries at the top, such as Singapore, Switzerland etc.
We don’t have to consider Singapore especially because of the small size of the population but
even when you take Spain, Italy, and France. All of these countries have very high prevalence
rates.
The question that arises is what exactly is going on? And why don’t we see the same situation
for let’s say, Vietnam? It’s below the trend-line at 2500 GDP per capita, while India is right on
there and then there is Pakistan which is actually not doing that well. It is above the trend-line.
Same with Bangladesh and the Philippines. I have picked these few countries for the sake of
building an argument; if we considered all of the countries then it would get quite cluttered.
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Hence, the pool: high prevalence countries in the Asia Pacific region and then some of the most
developed economies of Europe. The situation is similar, and therefore, comparable in a way.
We also have a similar situation when we look at the WHO frameworks and data. Some of the
best health systems, as ranked by WHO, have Universal Health Coverage [UHC] indexes,
better quality of health care. UHC basically means putting less financial constraints on the
people and also quality care to a larger share of the population and expanding the coverage of
health care. Eventually the goal is that everyone ought to be covered by that. Since sustainable
development goals were introduced, UHC has become one of the main priority areas for most
developing countries. Whenever we talk about the health system the best way to look at it is
the UHC index which is published by the WHO so these are the recent index numbers.
If this is considered with the GDP per capita, what becomes very interesting is that a country
like Vietnam, or Thailand, which have a decently high UHC index compared to other
developing countries, they are actually doing quite well, but they do not have a high GDP per
capita. It is actually much lower, like in the case of Vietnam: it has a very low GDP per capita
but it’s doing very well in terms of prevalence rates.
If we look at the data for Vietnam, it was probably one of the first few countries in the Asia
Pacific region to be hit by the COVID-19. However, it took very stringent measures, and it
responded very actively and the community response was strong and the collaboration between
the different sectors was pretty good and the communication was clear. The result of that was
that Vietnam has no deaths owing to the disease right now and the cases are barely touching
three hundred and fifty. A similar situation can be found in Thailand. It has had a good response.
It has done well.
So the problem is how come, really – why do countries with higher GDP per capita and better
health systems have a higher prevalence rate? Is there something wrong going on there? Is it
really a paradox, something we don’t understand, or does this have something to do with the
data?

The Paradox
A paradox typically denotes things that are counter-intuitive. Thus, things that should not be,
but do somehow end up existing together. One of the most popular paradoxes in economic
theory is the water diamond paradox. Water is integral for one’s existence, but the price tag is
very cheap as compared to, say, a diamond, that is not really as important to one’s existence,
despite the conspiracy theories suggesting otherwise. The price for a diamond is too high, and
it gives birth to lots of questions in economic theory with regards to value.
Likewise, in rich countries, you have better health and health infrastructure. Technically, the
people there live better, healthier and longer lives. If you consider the graph; in the top right
corner there is a cluster of countries. The Pakistani diaspora in these countries is much higher
compared to Thailand and Vietnam.
At present though, despite all their resources, these rich countries are suffering a lot more as
compared to their poorer counterparts. This is something we started to talk about and we
realized that there is indeed a paradox. Countries who have better health coverage have a higher
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prevalence of this disease and technically, these two variables shouldn’t exist together. The
reverse is also happening; countries like Pakistan and Nigeria, where the spending on health is
less and public healthcare is not very good as compared to these other countries, they are facing
a lower prevalence rate. These two variables, likewise, shouldn’t exist at the same time either.
Thus, it constitutes as a paradox. In this webinar, we will consider it from both angles. The first
one is that maybe there is no paradox. That maybe there is just some missing data, missing
information
so
let’s
see.

I. Anti-Paradox

On the left you have a graph which has tests per million population and on the right you have
a graph to denote the number of cases per million population.
If you notice, it is actually very similar. The countries that have done more tests also have high
number of cases per million population. Countries that have done a lower number of tests
naturally have lower cases per million population. That tells us that developing economies have
done fewer tests. In light of that, there is no paradox here – the developing countries have
simply not done enough tests. It creates the illusion that they are doing well. There is not
enough surveillance, not enough reporting of the data, testing capacity is still low, etc.
Pakistan has ramped up its testing capacity quite a bit in the last few days 1 which is great but
it is still around 1600 tests done per million population. That is still very low compared to some
of the other countries. That is very important to look at. We can’t just say the developed
economies are doing poorly as compared to developing ones because the developing ones just
do not have the same testing capacities.

1
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Another issue is that most of the poor countries, the ones with lower GDP per capital, have a
higher population. Countries like Pakistan, Indonesia, Philippines, Vietnam, India, and
Bangladesh, all have much higher populations as compared to some of the developed
economies in Europe. This also increases the likelihood of not being able to test as many people
as you want to with regards to share of population, and thus having fewer cases with regards
to share of population.
Hence, the prevalence rate could remain low, but that could be a spurious relationship. One
way to put it would be as thus: take a child’s age, and take the price of a milk carton. Regress
the child’s age according to the price of the milk carton and then say that as the child is getting
older, the price of the milk carton is getting just as old! The same could be considered with
regards to the reported casualties. It is a spurious relationship because there is no causality!
There is no relationship there; it’s a statistical model. You can put two things together and you
can make out anything you want from it.
Similarly, when you look at the number of cases in the developed economies and base the
situation entirely off of that, you get a flawed model. They have a higher prevalence rate
because they have been testing more people. Some developing economies are also doing quite
well in that, but when we look at Pakistan or India, or some of the other countries in the Asia
Pacific region, like Bangladesh and the Philippines. We do not have as much testing capacity,
and we still have a long way to go in terms of increasing capacity, trying to cover as many
people possible, etc.
One way to look at it would be to pick a country that has a comparable testing done. When I
was trying to pick countries, I found an interesting example in Chile. It has a very similar
profile in terms of number of tests done, and also the number of people infected. So it has a
very similar test-positive ratio, and also the number of tests done. When I look at the percentage
of population tested, it was totally different. Chile has tested most of its population already and
Pakistan, I believe, has only tested less than 0.2%.
If a country has tested 2% of its population and says that 40 thousand people are infected, that’s
one thing. If a country has only tested 0.2% of the population and it says 40 thousand people
are infected, then we can say that by the time it gets to 2% of the population then the situation
will be very different.
The point I’m trying to come at is that this is still a very early stage. A lot of data is still missing,
and a lot of information is not there. That makes it difficult to say which economy is worse off;
maybe the developed economies aren’t doing as bad as we thought. Maybe it is simply a case
of them having done more tests and reporting more information than we do.
Moving on to the next one, and this is a something very interesting because I have not seen
people talk about it as much in Pakistan or in other developing countries. Excess mortality.
In health, especially if you have a Pandemic or something similar, one way to look at the actual
number of deaths, or estimate the actual number of deaths, is to look at the mortality patterns.
So, what we do is that we look at the number of deaths from the previous years. Let’s say we
look at the last five or six years, and we look at the trend of what has been happening.
One thing is for sure; when we control for demographic patterns, we start controlling from the
different disease prevalence rates, we start seeing a pattern. We start seeing that every year,
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there is a certain trend going on a certain range. When there is a Pandemic, or a new disease
that is spreading widely, causing deaths, we will see a spike and that is exactly what we see
here.

Now this is a data from European countries, from countries which are a part of EuoroMOMO.
It collects excess mortality data. It is not an easily available data set, so there are very few
countries we have it for in Europe. For the ones we do have it for, this is what the averages
look like. So if we see for different years, like for 2016 to 2019, the lines are pretty similar.
There are some spikes in the first two or three months of every year, and then in the later
months, but that’s because from September onwards, winter starts to settle in the European
countries. Deaths from pneumonia, flu, and other respiratory diseases increase. What we see is
that is keeps going up and somewhere in early January it ends up touching its peak and then
again it slowly begins to fall off. By June and July, the cases are at their lowest.
That however, is the general trend. For this year so far, the situation has been very scary. After
Italy’s increase in deaths, followed by Spain and the failed experiment in Sweden where they
tried to incur herd immunity and there was a sudden jump in deaths, which consequently means
that there is a spike in the 2020 line. The good thing is that it is actually coming down now.
However, we see that it has already touched its peak. Now if you look at April, and look at one
of the peaks there at the dotted line, there is a marginal difference between the dotted line and
the red line. That is the difference between the average mortality. In the previous year, the
dotted line was the average mortality and this year, the red line is the average mortality. This
is a huge spike we have here. Thus the question: how do we interpret it?

72

Let’s take a look at the data of the countries we have for data regarding excess mortality. What
you see here is – we have the region/country on the left, the time period in the column after
that and then the number of deaths from COVID-19. Then we have the total number of excess
deaths, and then we see how many of those excess deaths can actually be attributed to the
COVID-19. Let’s take New York City [NYC], for example. It was hit pretty badly, but they
responded very quickly. They did a lot of testing and tried to include as many people as they
could. They even tested the corpses.
Now if that happened in any of the developing economies; you know, that we begin testing
corpses or people who reportedly died from other diseases, what would happen? Here is the
thing; it wouldn’t happen in the first place. We would not consider COVID-19 as a potential
cause. People would simply consider the cause of death as a stroke of something else, even
though said cause could be COVID-19.
That is a very scary situation, to be honest. In developed countries, the government and the
health officials are aware of such possibilities which is why they are testing people even when
they present no symptoms, especially during times like these when people die without
showcasing any prior symptoms of disease.
Back to NYC. 90% of the deaths have been attributed to the COVID-19. Even then there are
10% of deaths that we have no idea about.
If you look at Italy, the situation is much worse. Only 48% of the actual spike in deaths can be
attributed to the COVID-19. But the real number of deaths in Italy was much, much higher.
There’s a reason for that – I remember reading a report and one of the mayors mentioned that
they are only accounting for the people who have expired in the hospitals. There are many
people who are dying at home, and they don’t get tested because when the situation got really
bad, there was a lot of pressure on the hospital facilities so they did not have the capacity to
cater to everyone. That means a lot of people were left out from the pool.
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For the most part, people in the developing world you see that around 50%, they are covering
them. Then there are places like France and NYC where they are covering 90% of the
population, and then you have Italy which is 48%.
I want to bring your attention to a place which is very relevant and very similar to Pakistan,
and that is Jakarta. Indonesia has a higher population than us, but is similar. It has a better
Human Development Index, but is comparable. GDP per capita is also high, but it is still a
developing country. The point here is that despite all that, and even though they have better
indicators than us, if we look at the excess mortality, they have only attributed 14% of deaths
to COVID-19. You see, this is not for the entire country, it is just for Jakarta and the reason for
that is, most developing countries:
Q1. Do not have the data for this
Q2. Do not have the capacity to collect data like this
Jakarta however, was one of the first ones to do so. Only 14% of the deaths are accounted for.
We do not know what is happening with the rest of the 86% of deaths but there is no way that
is happening because of other diseases. Primarily because the only thing that has changed is
this Pandemic. There are many people who were never tested, and we would never know.

This is just to give you a quick idea on what is going on. This is the difference between the
burial and confirmed COVID-19 deaths. The bit attributed to COVID-19 is a very small portion
right there and they only started doing so in March. Before that they were not doing any of the
attributing, and it is way higher – the total number of deaths is much higher than the expected
number of deaths. This makes excess mortality one of the best ways to identify the actual
number of deaths and if we go by that, the situation for developing economies does not look
favorable. It only shows they have a lot of missing data, and in reality they might actually be
doing a lot worse than developed economies.
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However, we can never really know for sure. In such situations, you need rapid collection of
data; you need data to make decisions quickly, and we do not have the capacity for that. One
other issue I have not shown a graph for is the mis-classification of deaths. This has been a
major problem, for example, a country like Belgium saying that it attributes 102% of the deaths
to the COVID-19 – Belgium had to come forward and explain how they have been very lax
when it comes to classifying deaths. If a person dies of a heart attack, and they have never been
tested, you’ll never know whether COVID-19 played a part in it.
The

mis-classification

then,

becomes

a

double

edged

sword.

II. Pro-Paradox
When you’re theorizing, you say everything that comes to mind. Here is a disclaimer: this is a
huge debate, because a lot of things may not be true. Chile, for the record, is not an Asian
Pacific country. Rather, it can be found in Latin America. Pakistan and Chile do not seem to
have special economic ties.

Most of these countries have a disproportionate amount of their population as an aging
population. What does it mean? That means if their respective economies are split
demographically, according to gender and age, you begin to see a few things. You may have
heard about this in the Pakistani context since there have been talks going on about there being
a demographic dividend in the country which means we finally have a lot of young people and
if we utilize them well we may be able to secure our future too.
So all these countries you see in the top right; France, Italy, Belgium, UK, Spain and even
Japan – they have one thing in common. A large amount of aging population which means
there are a lot of people over there who exist in the economy who are over sixty years old. You
need younger people and their collective efforts to sustain them. All these countries that you
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see over here; they have an aging population which is growing; increasing at an increasing rate.
That is one thing that sets these countries apart.
So maybe. Just maybe, apart from the testing, the prevalence of the disease is higher because
it is targeting people who are older, have weaker immune systems, and they also have other
diseases. If someone suffers from a heart problem, and is not tested but somehow manages to
succumb to the problem, they might be recorded as part of the statistic anyways. When you
give an example of a cardiac problem/history then you admit there are underlying conditions.
On an average, as the human body ages, it is bound to depreciate. Mostly those people have
died who already had pulmonary problems; which means that they already had issues which
were further exacerbated by the disease.
In the same graph, if you consider the bottom left corner, you see Pakistan, Bangladesh and
Vietnam. In these countries, the proportion of people who count as older people is less. This is
very important, as it may account for how our prevalence is so low.
Secondly, about fertility. We may have a youth bulge, but we also have a much higher fertility
rate than the countries on the right. When we say fertility rates, we mean to refer to the average
amount of children one person can potentially have. In Pakistan, we have ways of determining
it – mostly by proxy, but if you consider Pakistan’s current data sources, like the HIES and
PSLM, their 2018 reports on population surveys and whatnot, you find that the average family
size is between 6.14 and 6.2. Meaning on an average, a Pakistani family has six individuals
which means two parents and four kids.
Now if you look at the same data for countries on the top right; it’s rare for them to even reach
1. In countries like Japan, it is actually going in the negative. That means people just aren’t
having children and all that affects the health system of the economy. Your health system is
supposed to react to the demographic present in the economy, so if your economy involves
people who are suffering from one form of disease or the other, then your health system will
start responding to that because you’re more prone to that sort of disease and that’s the sort of
health relief you need.
The same thing happens when there are fewer people in your economy who are having children,
some of your resources are freed up for other things. So maybe the way the health systems are
responding are also according to what the demographics look like.
Another thing which is now in vogue and needs to be addressed is vaccines.
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Maybe the difference in lifestyle has a part to play because folks in this part of the world where
the prevalent rates are lower, they are used to a way of life, their bodies are being subjected to
a certain level of unhealthy substances and particles that they inhale so maybe that has affected
their immune system.
Before we talk about the differences between developed and developing countries, I’d like to
bring forward the case of China. Wuhan is still reporting high prevalence rates. Factories in
China have raked up productions to the point that they are producing five million kits per day
but those kits are going everywhere in the world, they are not just for China. Now, lags in the
supply chain are to be expected, but more importantly, is China the only country producing
these kits?
Also in your opinion, do you think issues like vaccines and lifestyles make a difference? I mean,
is it making us sicker? The way people are responding to the lockdown – the minute the
government eases it, the people are on the streets. All precautions have been thrown out the
window and is it okay for that to happen? I mean, just because I’ve been vaccinated does not
give me the license to just do whatever I want.
With regards to vaccines in particular, we don’t have any special evidence. The graph is very
self-explanatory. The x-axis, the horizontal axis, represents the number of deaths due to
COVID-19. The y-axis is a share of children not vaccinated BCG. It is a vaccine that has been
around for a long time; even now, when a child is born, he or she is always given a BCG
vaccine. It is a core vaccine.
However, in most developed countries, children are not given this vaccine. BCG is for the
prevention of tuberculosis. Tuberculosis is a problem in Pakistan. Even now, lots of people die
because of tuberculosis. They also die because of tuberculosis of the bones, tuberculosis of the
blood etc. – all of these things still exist in countries like Pakistan and not so much, or even at
all in countries that are richer.
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It is very important that you remember we are looking at a share of children that is not
vaccinated. Sweden has a very high proportion of kids that have not been vaccinated with BCG,
it is a rich country, and it also has a disproportionate rate of COVID-19 cases. Now if you look
at France, it is a little richer than Sweden, it has a fewer proportion of kids that have not been
vaccinated as compared to Sweden, yet it’s still very high. France is a case study right there.
Singapore presents an alternate scenario; the GDP per capita is still high, but the share of
children not vaccinated is low which means they are still administering the vaccine. So this is
one way of looking at the graph.
Why are we talking about vaccines in the first place? Because it is somehow related to the
immune system argument. Vaccines have certain consequences on your body and on your
immunity. It builds it up and helps protect you from attacks by other diseases. COVID-19
eventually attacks the immune system of the body but because we’ve been vaccinated and those
in richer countries have not been vaccinated, we may have better immunity.
Sweden likes to experiment with herd immunity and it also has one of the highest shares of
children not vaccinated because it never had that issue so it was never mandated. In comparison,
look at Singapore. It has been vaccinating for tuberculosis and this has been an issue in South
East Asia anyways and since it is a developed country in South East Asia, it has been doing so.
Pakistan clearly needs it. I have been getting reports that there are now problems with the
supply chain issues which is why most kids in Pakistan do not get it.
Another thing – with typhoid, I’ve heard rumors from sketchy sources regarding immunity.
One of it is that it is because of all the smog we inhale that has built up our immune systems
and I’m not too keen on that particular example, but I will say that there is something to do
with our difference in lifestyles. Again, whatever I’m about to say does not take away or
absolve any of the countries in Asia, and Pakistan in particular, from improving its testing
capability. None of this takes away the fact that we are also testing much lesser people. If we
bring our testing up to par with how they are doing it in the developed countries, we may be
able to shed more light on this.

III. Note: on Supply-Chains and Vaccinations
The supply-chain bit is a whole separate discussion. But to give a brief overview: Wuhan was
actually the center; still is for the PPE supply, distribution and manufacture. It was the hub.
When it was hit by COVID-19, it really disrupted the global value chains completely.
Especially since some of the countries were relying on them. In the very beginning, you saw
there was a shortage of PPEs – said shortage still exists, but now the supply is improving since
Wuhan is getting back on it slowly.
The second issue; the reason why they have decided to test all 11 million people is due to the
fear that there will be a second wave. In past Pandemics, there has always been a second wave,
and whenever there is a second wave, it’s much deadlier than the first one. Same happened in
the Spanish Flu and there was a similar situation in the Asian flu in 1957 and the Hong Kong
flu in 1967. So we have had second waves previously.
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For countries that end up lifting their restrictions too soon, they also have to face that situation.
One of the primary examples is San Francisco. During the Spanish Flu, it was one of the cities
that took very strict lockdown measures to deal with the outbreak and within a span of 8 to 12
weeks, they were able to bring down the rate of positive cases. The government became quite
comfortable with that and they started to reopen the markets and whatnot. Within a few weeks,
they were hit by the second wave. By the time the second wave hit, it proved itself to be so
deadly that it had one of the highest death rates in all of the cities in the US and it did not give
them time for a proper lockdown. I mean, they did extend the lockdown but by then there were
so many people who were already infected that they just had to deal with the number of deaths.
The same case you see in Italy. Italy did enforce a lockdown, but by the time that happened
there were already enough people infected, especially the aging population. A lot of people
died because of that.
That’s one way to look at it; there could be a second wave and they’re all worried about that.
Korea is very worried about that, actually. South Korea recently opened everything but now
again they have gone in lockdown. They are trying to track people, like there is this one person
who went to a club and inevitably infected a lot of people. So the government has been trying
to track these people down.
Singapore had the same situation. In the beginning it was doing very well but then the cases
started going up. So these countries are suffering a second wave and I hope that won’t happen
in Pakistan. The number of cases are going up but to say that it is the same rate as we see in
European countries would be false. At least from the data we have.
Naturally, that means more testing. Testing is the best way to go about it.
Now with regards to lifestyles and vaccines; it is a very tricky question to answer. When we
look at past Pandemics, you know, look at the black plague in the 13th century, Europe has
always been hit the hardest. Maybe it has to do with the weather conditions, or there could be
some other reasons, but it has always been hit very hard. Same happened with the Spanish Flu.
Then there is another way to look at it, as discussed earlier. We have data for those countries,
we do not have data for the subcontinent. I mean, a lot of people died in the subcontinent during
the Spanish Flu also, but we don’t have any data on it. We have data on the US and Europe
though so we can talk about it. When we don’t have data, we are simply assuming that we did
not have as many deaths. We don’t know for sure, and I think it is very hard to say.
It is true that insurance companies in the US encourage you to get flu shots in order to boost
immunity so you do not get the flu during the winter months. In Pakistan, there is no such
concept. While I was in the US, I found it weird because we, as Pakistanis, do not consider the
flu a big deal. We do not even go to the doctor for the most part. If it is a flu, the most you have
to worry about is a runny nose.
That is not the case in the US though. People go to the doctor, and there will be OPD visits.
Insurance companies exist to save the costs on that because they encourage Flu vaccines. There
has been this debate that they do not allow the system, such as like in Pakistan to fight, develop
immunity or antibodies on its own but that’s a very risky thing to say. Sweden took that
approach with the herd immunity and we saw what happened; their death rate is about 15%
plus right now, one of the highest in the world. So I really can’t comment; it is all about what
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we see in the data, based on discussions and opinions but that is really about it. We do not have
enough information.

Advice for Pakistan
That is a very difficult question to answer. Let’s consider a case study first. When you are in a
country like Vietnam, and you consider the western perspective you hear them talk about how
the country has had authoritarian government or regimes, but in reality that is unfair.
Now I’m not encouraging that. All I’m saying is that SOPs are not usually followed unless
people are disciplined. I understand that when people stay home, the economy takes a hit while
those who suffer continue to do so and eventually you have a state where there are high chances
of people dying from starvation than COVID-19. That’s the argument that’s being put forward;
but then there is another.
Health is what drives the economy. When you do not have a good health infrastructure, you
are not going to have a good economy. When you have a lot more people dying and it becomes
a burden on the health system, it is going to break down anyways.
So if you only try to save the economy by allowing people to go out, by allowing people to
resume the lifestyle they had before the Pandemic struck, it would be counterproductive. To be
fair, the government has said that it will allow it with SOPs and people can follow social
distancing guidelines. But we have to be realistic. People are not going to follow that. It is
nearly impossible; even if you want to do it yourself – walk into a store and the person next to
you won’t maintain the same distance. So what do you do? You can’t argue with someone, nor
fight with them. You can stay at a distance yourself but there’s no guarantee where others are
concerned.
If it were up to me, I would say that certain sectors could be opened – the essential ones. The
rest should not be opened. For example, I was reading in the news recently that malls have been
told to stay open and that’s fine, considering the economic point of view. But at the same time,
when you think about it, everything can be done online. Those in the rural areas might face
difficulties but we have to look at the cost which would be incurred that might outweigh the
economic benefits from reopening the economy when the cases are still on the rise.

Conclusion
It is a very tough call. As an economist, I think it is not okay to have a political view on the
current scenario, or any scenario. It’s a very difficult decision; whether to close sectors or open
them. Our country has turned this into a dilemma of epic proportions but if you look at it, the
answer is pretty clear. I mean I am not a fan of linear things in economics but this is very linear.
If you have a healthy economy, you can work and earn. But if you don’t have a healthy
economy – and Pakistan has suffered on accounts of this in the past as well. Our labour
productivity is low and has always been low, historically. Primarily because our people are
malnourished. The sooner we realize and tackle the issue, the sooner we can fix things.
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In our agriculture sector, one very big reason there is unemployment and all that is because our
worked is malnourished. We treat it by saying that whoever is over ten years old should be
counted as an employee. You know, we will try and find a way around the figures like this. It
does not solve the crux issue.
See, this is a problem. When you look at a country that has malnourished populations, a country
that has yet to eradicate polio, and that we still have to get BCG vaccines, and I’m a big fan of
vaccines but that’s not the point. The point is that when you compare this with other countries
who have moved past these health issues and concerns, and have a healthier economy, it’s
alarming to note that Pakistan has not been able to do that. Even for things like Polio, as an
economist, that’s what scares me. There is this institutional path dependence which has put us
on a trajectory when it comes to health.
I think it is very important to keep the COVID-19 front and center. I think it’s very important
to improve our testing capabilities. We need to increase our testing abilities likewise. We need
to work on the cost of the testing as well and I think no matter how you look at it, the economy
is comprised of people. If your people are unhealthy or at risk of contracting a virus, then you
need to reconsider opening up because our SOPs are not being abided by the general public.
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