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Pakistan is going through a difficult economic situation,
which can be attributed to multiple factors, including
but not limited to Political instabiﬁty, weak governance,
low socio-economic indicators, and low savings and
investment. This essay will focus on firm productwvity. In
the words of Paul Krugman, “Productivity is not
everything, but in the long run, it’s almost everything
Pakistan's economic ailment cannot be cured without

drastically improving firm productivity.

Productivity is defined as how efficiently a firm is able to
convert inputs into outputs. Higher productivity leads
to higher economic growth, higher emPloyment, higher
profit and growth of enterprises, higher wages for
workers, lower cost for customers, and lower levels of

POVCITY.

The real GDP per capita growth in Pakistan over the
last twenty years is around %7 percent per year, less than
half of the regional average. Although real GDP growth
over the same period is 4% percent, the high opulation
growth rate drags it down to 1.7 in terms ofp per capita
growth. The period of high growth is always coupled
with a high large current account deficit in Pakistan,
growth eﬂedg imports without a corresponding
increase in export. The exchange rate adjustment
through the market mechanism can partially make
correction in this regard but remittances and interven-
tion in foreign exchange market have kept PKR/USD
parity overvalued in the last decade. 'Fhe growth is
constrained by the balance of payments crisis, as
consumption-led approaches will always fuel imports.
As things stand, around 70 percent of aggregate
demand is consumption based.
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Low productivity of agriculture has implications for
structural transformation as more labour is locked in
agriculture with low value added. In the past two
ci%:cades, employment in agriculture has decreased by 10
Eercent. During the same period, labour share increased

y 5 percent in manufacturing, 3 percent in services, and
2 percent in non-manufacturing industries. This realloca-
tion of labour from agriculture to other sectors of the
economy has not improved the Productivity of these
sectors. The labour productivity in manufacturing and
services 1s orﬂy 30 percent and 150 percent of labour
productivity in agriculture despite the low base of
productivity in agriculture. The growth of value added

er worker in manufacturing is 0.9 percent per year and

.3 percent in the services sector over the i]ast two
decades for Pakistan. This is much lower than other
comparable countries where these growth rates are 2.5
and 1.9 percent respectively.

These numbers paint a dismal picture of productivity.
The analysis of listed firms reveals a slow decline in the
total factor productivity of these firms over the last
decade. The increase in the age of firms is normally
associated with better productivity. In the case of
Pakistan, however, firms do not seem to become more
productive as they age. A firm as old as 40 years is on
average as productive as one that is 10 years old. This
pattern suggests that due to a lack of technology
adoption, firms are aging without improving their
productivity. In the case of firm size, there is evidence
that increase in size has a positive impact on productivi-
ty through economies of scale. The di. ference in
management practices amon firms can partially explain
their productivity differential. Research by Bloom et. al
(201‘5) documents the importance ofy management
practices for better firm performance and attributes 20
p}frcent of the variation in firm-level productivity to
them.

The challenge of low productivity is multifaceted and
requires improvement on many fronts. The productivi
of a firm can substantially increase by integrating wit
the global value chain. Knowledge transfer and specialisa-
tion through international trade can facilitate the conver-
ence of productivity levels with the developed world.
%7\76 need to remove cti)i,stortions in the exchange rates and
tax policies to facilitate more trade. In the last twen
ears, ex&)ort as a percentage of GDP has fallen from
6% 1in 1999 to oniy 10% 1n 2020. This illustrates the
lack of competitiveness of local production and the
downside of protective policies. Import duties to
protect local manufacturers has actually functioned as a
tax on export. There is almost a 50 percent increase in
import diPdties on intermediates in the manufacturin
sector, which restrict technology choices and adversely
affect productivity. A firm operating in the international
market needs to be more innovative and productive in
order to stay competitive. The productivity of exporting
firms is around 20 percent higﬁer than firms focused on
the domestic market. There 1s a virtuous cycle between
export and productivity. The credit support policy for
exporting firms is primarily focused on the financing of
working capital management. The subsidised capital
should be channelled towards long-term financing of

investment and innovation that can improve productivi-
ty and export as well.

Management is the visible hand that can improve the
efficiency and productivity of the firm. The funds from
unconditional subsidies” should be reallocated to
cost-sharing management training programs to upgrade
managerial caPabi ities at firms and ultimately improve
their productivity.

Access to credit is another issue faced by firms in
Pakistan, especially for Small and Medium Enterprises.
Persistent fiscal deficit and government borrowing have
a crowding-out effect on the private sector. Firms
without access to credit cannot exploit growth and
export opportunities, The investment in product or
process innovation is also constrained by the non-avail-
ability of credit, leading to low productivity.

Firm productivity can %e irnproved by removing distor-
tions 1n resource allocation, IMProving access to credit,
and professionalising the management of firms.
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