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1. INTRODUCTION

Pakigan has been following an agenda of economic reform encompassing a broed range of
sructurd adjustment policies (SAP) since 1987-88. These policies have an adverse impact on
the pace of economic growth and are a cause of higher povety and inequdity in the country
(see Bengdi and Ahmed (2002), Kemd (2003)). The impact of dructurd adjustment
programme on tota factor productivity is generdly ignored. While the popular beief is that
SAP reallts in low growth in factor inputs, which causes the low economic growth. This
paper argues that decline in the growth of totd fador productivity is the main cause of low
economic growth. The present paper is the firs atempt in Pekisan to edtablish the link
between dructurad adjusment policies and totd factor productivity and to quantify the impact
of these policies on totd factor productivity over thetime.

This paper compares the average growth rates in GDP, factor inputs and tota factor
productivity during prereform period 197273 to 1987-88 and the reform period 1987-88 to
20102 and summarizes the higtoricd patterns. Particular atention is given to assessing the
impact of dructurd adjusment policies on totd productivity growth directly and indirectly
through other determinants of tota factor productivity growth, such as human capitd etc.

The paper is organized in the following Sx sections after the introduction, section 2 presents
a brief review of recent research on the dements of totd factor productivity and its
determinants. Section 3 examines dternative gpproaches to messure totd factor productivity.
Section 4 highlights the sources of growth in the Pakisan's economy. Section 5 summarizes
the causes of dow growth in tota factor productivity based on econometric andyds. Section
6 offers concluding remarks.

2. REVIEW OF LITERATURE

In recent years, a growing body of research highlights the role of economic reforms in the
growth of totd factor productivity (TFP). Generdly, the term economic reform refers to
macroeconomic  dabilization and dructurd  adjusgment  policies  which  indudes trade
liberdization, and contrectionary fiscd and monetlary policies It is agued tha trade
liberdization leeds to higher competition, which is ultimaidy met through higher totd factor
productivity growth. Smilaly, reduction in government subddies, privaizaion and
deregulation aso leads to higher competition and has the same dffect. However, there are
many controverses about the direct and indirect linkages between dructurd  adjustment
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policies This section presents a brief review about the impact of dructurd adjustment
programme on tota factor productivity growth.

Edwards (1997) andyzes the robustness of the rdationship between openness and TFP
growth by usng a compaative data of 93 countries and nine dternative indices of trade
policies. He finds pogtive reaionship between openness and TFP growth. Smilarly Weihold
and Rauch (1997) tested the hypothess tha openness promotes specidization, which
trandated into higher productivity growth. Based on the dynamic pand andyss for the
manufacturing sector in 39 less developed countries, ther results show that the index of
gecidization is pogtivdy and dgnificantly corrdaed  with  manufecturing  productivity
growth.

Bjurek and Durevall (1998) andyze the contribution of the Structurd adjustment program to
the growth of tota factor productivity in Zimbabwe's manufacturing sector. To evaduae the
change in growth of TFP, the authors first estimate indices of tota factor productivity for 31
manufacturing sub-sectors for the period 1980-1995 Then they use pand data methods to test
for the effects of trade reform and other variables rdlated to SAP. The overal impresson is
that there was no growth in total factor productivity on average during the whole period of
SAP, accept, during the lag two years of reform, (1994-1995), when most sub-sectors
experienced increasesin tota factor productivity.

Smilaly, Isgut, Tello and Veiderpass (1999) messure and andyze totd factor productivity
and technicad efficiency in a lage sample of Nicaraguan manufacturing firms. Ther andyss
indicates that whereas structura reforms may be necessary conditions for the development of
developing economies, their expected podtive effects on sources of growth such as totd
fector productivity and technicd efficiency could be so dow that it may be necessay to
deveop palicy instruments for spurring economic growth in the short run.

Wobst (2001) andyzes the impact of dabilization and dructurd adjustment policies on
Tanzanids macroeconomic  peformance, inter-sectord  shifts;, and  household  wdfare
applying a CGE modd based on a 1992 SAM. The reaults indicate thet Structurd adjustment
measures have an adverse effect on the overdl performance and the sectora dructure of
Tanzanids economy. Bautista et al (2002) invedtigates the income and equity effects of
meacroeconomic policy reforms in Zimbabwe relaiing to the Economic Structura Adjustment
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Program. Ther CGE modd smulations show that trade policy reform aone increases GDP,
agricultural production, and aggregate dispossble household income. In addition, foreign
trade expands markedly (by about a quarter of the base year vaue). These aggregate effects

are even larger when trade liberdization is accompanied.

The above review of literature reveds three massages (i) government effort to reduce budget
deficit through reduction in input subsidies afected the producer and ultimatdy TFP, (i)
trade liberdization messures resulted in higher competition and specidization, which in turns
dso afected TFP, and findly, (iii) government and private expenditures on research and
development and infrastructure development increase the level of growth of TFP.

3. METHODOLOGY

There are severd gpproaches avalable to measure productivity. At the most basc levd,
productivity change is often approximated by changes in labour productivity (output per
worker or per hour worked) because the requidte informaion is usudly reedily avalable.
However, reying on labour productivity messures can produce mideading results as other
inputs such as capitd may be beng subdituted for labour. If this is happening, observed
labour productivity will be increesng rapidly but when dl inputs are taken into account,
overd| productivity will be increesing far less rapidly and, in the extreme case, may even be
dedining. To overcome this defidency, it is necessary to look a the quantity of dl outputs
produced rddive to the quantity of al inputs used. This comprehensve productivity mesasure
is known as totd factor productivity (TFP) and should idedly incdude not just labour and
capitdl inputs but dso land, naturd resource, inventory and al other inputs. Most productivity
sudies tend to concentrate on labour and cepitd inputs and some andysts recognize the
incompleteness of ther input coverage by refering to the resulting meesures as ‘multifactor’

rather than ‘totd factor’ productivity measures.

There ae two broad egpproaches used to measure totd factor productivity: Growth
Accounting Approach and Index Number Approach.

3.1  The Solow Growth Accounting Approach

A much-cited 1957 pgper by Solow provides a useful frame of reference for the man
empirical gpproaches to measuring TFP known as growth accounting approach. With this
gpproach, TFP is computed as a resdud: the contributions of specified input factors to output

IMIACROECONOMIC REFORMS AND TOTAL FACTOR PRODUCTIVITY GROWTH [N PAKISTAN: AN EMPIRICAL ANALYSIS Research ﬁeport No.55



growth is cdculated and then subtracted from the tota growth of output. The resulting

residual differenceisreferred to as‘the Solow residud’.

Solow (1957) represents the production function as:

@ Q=F(K, L 1).

In this specfication, Q is an output quantity aggregate (usudly teken to be red gross
domedtic product in the nationd accounting framework), K and L are aggregate measures for
the cgpitd and labour inputs to the production process, and t denotes time. The variable t
aopears in F ‘to dlow for technicad change’ If technicd change is neutrd, the shifts in
production leave dl margind rates of subdtitution unchanged, and the production function F

in (1) can be written as:

@ Q=AW f(K, L).

The multiplicative factor A(t) in (2) represents the cumulative effects of shifts over time after
controlling for the growth of K and L. If we differentiate equation (2) totally with respect to
time and then divide by Q we obtain

3) DQ _ DA_|_W DK +w DL
Q A K K Lo
where Wy = Alﬁ and w| = AEL
K Q L Q

Rearranging (3) leads to the following expression for productivity change:

DA DQ DK DL
(4) e
A O K L

In other words, productivity changeis equd to the rate of output growth less the rates of
growth in cagpita and labour inputs weighted by their respective GDP shares.
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3.2 Thelndex Number Approach

A productivity index is generdly defined as the ratio of an index of output growth divided by
an index of input growth, where output refers to the totd quantities of dl outputs produced by
the production sector and the inputs are the tota quantities of dl inputs utilized by the same
production sector over two accounting periods.

Most economies have a diverse range of outputs (agriculturd products, manufactures, and
savices) and an equdly diverse range of inputs (labour, capitd, land and naturd resources).
Cdculating TFP requires a means of adding together these diverse output and input quantities
into measures of totd output and totd input quantity. The TFP index can be written as:

(5) TFP = Qt /lt

4, SOURCESOF GROWTH IN PAKISTAN'SECONOMY

It emerged from the review of literature that macroeconomic reforms have dissimilar impact
on different sectors of the economy. For, ingace openness policies largely affect the
manufacturing sector. Taking this into account, this study presents a sector-wise impact
andyss of macroeconomic reforms on overdl growth performance of the economy, growth
in factor inputs and growth in TFP. As afirg step four production functions are estimated for
the agriculture, manufacturing and services sectors, and for the overdl GDP. In the second
dep, growth in factor inputs and overdl economy is caculated.

41  Estimatesof Production Function

Table 1 presents the results of the esimates of Cobb Douglas production functions for each
sector and the overdl economy. All varigbles except the dummy variables and physical stock
of economic infragtructure are taking in the logarithmic form.

The sum of coefficients of labour force and phydcd capitd in manufacturing and services
sectors is one and, in the rest of the cases, the sum of the coefficients of cropped area, labour
and physcd cepitd dock is one This indicates thet the undelying production function is
condant return to scade and neutra in technica progress. This dso implies that the overdl
growth rate of factor inputs is the weighted sum of the growth rate of inputs of land, labour
and capitd, with the weights adding up to unity.
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TABLE -1
SECTOR-WISE ESTIMATES OF PRODUCTION FUNCTION
Dependent Variables:
Real Value Added in |Re Value Addedin| peq) vajue Added | o1 o0
Agriculture Sector anutacturing in Services Sectors
Sector

Constant 4.112 -13.001 -4.246 0.438

(3.54) (-48.31) (-4.71) (0.49)
Sector-wise Real Stock of 0.048 0424 0.599 0.438
Physical Capital (14.10) (14.10) (6.59) (29.91)
Sector-Wise labour Force 0.250 0576 0.401 0.347
Cropped Area 0.702 0.215

(8.12) (6.60)
Sector-wise Stock of Physical 0.002 0.831 0.238 0.452
Economic Infrastructure (24.87) (50.21) (6.01) (14.35)
Dummy Variables 0.063 -0.154 -0.207 -0.033

(6.24) (-8.03) (-6.92) (-5.24)
Adjusted R? 0.997 0.995 0.996 0.999
Durbin-Watson 2.053 1842 1527 1.976
t-statisticsin parentheses.

4.2  Growth in Factors Inputs

Table-2 presents the sector-wise growth in three standard factor inputs (land, labour, and
cgpitd) during the prereform (1972-73 to 1987-88) and during the macroeconomic reform
(1987-88 to 2001-02) period. It clearly emerges from the congtant growth that there is no
impact of reform on cropped area. However, there is subgtantia change in the patern of
growth of capitd accumulation, which experiences the highest growth (12 percent) in the
agriculture sector, a reldively dower growth of 6 percent in the services sector and remains
dagnant in the manufacturing sector during the firsd period of andyds This trend reverts in
the second period of the andyds with highes capitd accumulation growth in the services
sctor and lowest in the agriculture sector. Interestingly, capitd accumulation in the
manufacturing sector picks the pace and shows redively higher growth (4 percent) in the
second period of andyds Ovedl, the economy experiences rdatively high growth in capitd
accumuletion in the second period of andyss.

In contrat, growth in employed labour force declines in al sectors of the economy during the
macroeconomic reform period. However, the mgor decline in gronth of employed labour
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force is reflected in the manufecturing sector, which shows amost 40 percent dedline in
annud average employed labour force during the macroeconomic reform period.

Different types of inputs Smply cannot be added, eg. it is not meaningful to add the number
of employees to the cropped area Therefore, based on neoclassca growth theory estimated
production functions for each sector are used to obtained the respective weights of input,
which are then multiplied with the index of capitd, labour and land and findly add to get the
Index of Factor Inputs.

TABLE -2
GROWTH INFACTOR INPUTS
Annual Average Growth Rate
Period All Factor Inputs Capital L abour Land
Factor I nputs Growth in Agriculture Sector
1972-73t0 1987-88 2.0 120 2.0 0.5
1987-88t0 2001-02 1.2 25 18 0.5
1972-73 t0 2001-02 1.6 7.4 1.9 0.5
Factor I nputs Growth in Manufacturing Sector
1972-73t01987-88 1.5 01 2.5 -
1987-88t0 2001-02 2.4 40 15 -
1972-73 to 2001-02 1.9 2.0 2.0 -
Factor I nputs Growth in Services Sector
1972-73t0 1987-88 5.2 6.1 39 -
1987-88 to 2001-02 5.5 6.4 3.0 -
1972-73to 2001-02 5.3 6.3 3.5 -
Factor I nputs Growth in Overall Economy
1972-73t0 1987-88 3.1 44 2.6 0.5
1987-88t0 2001-02 3.6 50 2.1 0.5
1972-73to 2001-02 3.3 4.7 2.4 0.5

Based on the edtimates of sector-wise growth rates of factor inputs presented in Teble — 2. It
can be concluded that, except for the agriculture sector, growth in factor inputs is reatively
higher during the period of reform. The increase in growth of factor inputs is noticegble in the
manufacturing sector, which experiences dmost one percentage point increese in annud
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average growth of factor inputs. However, agriculture shows a decline in growth of factor
inputs during the macroeconomic reform period.

4.2  Growth Performance of the Economy

Table-3 presents the sector-wise economic growth rates during the pre-reform period (972-73
to 1987-88) and during the reform period (1987-88 to 2001-02). Prior to macroeconomic
reform, annual average growth rates in agriculture, manufacturing and services sectors were
35, 74 and 6.9 percent respectively, which change subgantidly in the reform period to 3.9,
4.3 and 4.5 percent respectively. As a result, growth in overdl economy dows down from 5.9
percent to 4.3 percent, and the mgor contributors to the decline in growth ae the
meanufacturing and services sectors.

It is important to notice that the paitern of growth in outputs is entirdy different than the
patern of growth in inputs. For ingance, in the agriculture sector, the growth in input is high
prior to reform; however, growth in output is high during the reform period. Smilaly, the
high growth in factor inputs is not trandated into output growth in the manufacturing and
savices sectors. As a result, despite the growth in factor inputs in the economy, output
growth declines from 5.9 percent to 4.3 percent during the period. This finding indicates thet
the role of totd factor productivity play a subdantid pat to explaning the pattern of growth
in the economy.

4.3  Decomposition of Economic Growth

It is important to decompose growth in the economy into growth in factor inputs and growth
in tota factor productivity (TFP) to understand the nature economic growth. In the first step
growth rates of TFP are computed, which are amply the difference of sector wise growth
rates of the economy and growth rates of factor inputs. Table-3 dso presents the results of
this computation during the respective periods and for each sector of the economy.

THP growth shows a mixed pattern: it is highest in manufacturing sector prior to reform and
lowest in the services sector during reform.  On average, dmost hdf of the growth in the
economy prior to reform is the outcome of growth in TFP and the remaning hdf is
contributed by growth in factor inputs However, during the reform period, annud average
growth in TFP has declines from 2.8 percent to 0.7 percent. As a result, the contribution of
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TFP in overdl economic growth aso declines from 48 percent to just 16 percent, which is the

main cause of low economic growth during the reform period.

SECTOR-WISE SOURCES OFTé\RBCI)_VI%/Ta OF PAKISTAN'SECONOMY
PRE AND DURING MACROECONOMIC REFORM PERIODS
Average Annual Growth Rate
Period Agriculture Manufacturing Services GDP

Growth Performance of the Economy
1972-73t01987-88 35 74 6.9 5.9
1987-88 to 2001-02 39 4.3 45 4.3
1972-73to 2001-02 3.7 5.9 5.7 5.1
Growth in Factor Inputs
1972-73t01987-88 20 15 5.2 31
1987-88 to 2001-02 12 24 55 3.6
1972-73to 2001-02 1.6 1.9 5.3 3.3
Growth in TFP
1972-73t01987-88 15 5.9 1.7 2.8
1987-88t0 2001-02 26 19 -1.0 0.7
1972-73to 2001-02 2.0 4.0 0.4 1.8
Contribution of TFP in Economic Growth (%)
1972-73t0 1987-88 42.3 79.3 24.3 48.2
1987-88t0 2001-02 68.0 45.0 -225 16.1
1972-73to 2001-02 55.3 67.2 6.7 35.3
Sour ce: Pakistan Economic Survey Various Issues & Authors Estimate

5. IMPACT OF MACROECONOMIC REFORM ON TFP GROWTH

Pakistan has adopted an agenda of macroeconomic reforms snce 1987-88, which is bascdly
a st of dructurd adjusment policies The Structurd Adjustment Programme required the
dashing of the budget deficit and the current account deficit as wel as a range of sectord
reforms. The liberdization of the finandad sector in 1991, and the wholesde privatizaion of
date owned indudrid enterprises in 1992. However, these policies affect different sectors of
the economy with different magnitudes, as a consequence agriculture, manufacturing and
services sedors experinace dissmilar impact of reform. Therefore, the impact of

macroeconomic reform on each sector of the economy is sepratdy edimated. This estimation
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process is dso divided into two deps fird we specify a number of common explanaory
varable, which can be usad to estbdish the link between economic reforms and TFP. Second
based on the estimates of OL S equation the reditive contribution of each sector is computed.

Table —4 presents the result of OLS equations with dependent variables are the Index of totd
factor productivity sector-wise and overdl economy. There are many dternative variables are
used in egimation which link the structula adjustement and TFP and the best fit modd are
presented and used for further andyds. In aove model dl vaiables are dgnificant without
serid correlation and more than 93 percent variation.

TABLE-4
Dependent Variables:
Index of total Index of total Index of total Index of total
factor productivity | factor productivity | factor productivity | factor productivity
(Agriculture) (Manufacturing) (Services) (Aggregate)
Constant 34.183 -54.258 73.713 49.321
3.81 -1.80 14.44 11.00
Sector-wise Index of Human 0.535 0.642 0.451 0.250
Capital 7.85 2.88 11.03 11.58
Fertilizer Subsidy -0.005
-4.01
Food Subsidy 0.002
4.89
Index of Cotton Yield 0.131 0.119
4.04 2.77
Index of Real Manufactured 0.221
Exports 2.09
Share of New Investment in the 3.808 -1.985 0.741
Capital Stock 277 -6.049 2.18
Index of Development Expenditure 0.207 0.06 0.062
297 4.085 2.18
Remittancesin Real Terms 0.0002 0.0004
3.77 3.36
Dummy Variables -72.962 -13.986
-3.83 -6.79
Adjusted R? 0.982 0.954 0.938 0.963
Durbin-Watson 1.739 1.550 1.730 1.416

t-statisticsin itaics.
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5.2  Impact of Reform on TFP Growth: Agriculture Sector

Agriculture is the least dffected sector of the economy. Genedly, three sets of
macroeconomic policies affect agriculture sedor in Paksitan: (i) the policies rdated to factor
inputs subgdies, (i) decsons rdated to support prices for mgor crops, and findly (iii) tarde
liberdization polices Even though, it is difficult to trace the direct links of these policies on
agriclture sector, an atempt is made to establish direct and indirect links and their impact on
TFP growth.

The mgor input indirect subsdy is provided to the agriculture sector through subsidized rates
of ges taiff to fertilizer sector. However, this inpu subsdy as a result of macroeconomic
reform has been gadudly abolished in 1995-96. In contrast to input subddies culture of
support prices gill prevails in the economy and  even shows higher increase in support prices
during reform period specidly in sugarcane and whest, which jointly consumed the large part
of government current subsdies Findly, trade liberdization through reduction in taiff rete
reduces the cost of imported pedicde and fertilizr and through devauation provide
ingntave to export cotton and cotton based finish goods and ultimatdly postivdy dafect the

cotton grower.

There ae seved dterndive modes of determinant of TFP in agriculture sector have
edimated to compute the impact of macroeconomic reforms. Human capitd index, index of
fertilizer use per hectre and index of cotton yidd are induded in find modd as determinants
of TFP in agriculture. The choice of variabbles based on the following rationdes human
cgoitd index is induded to cgpture the impact of increese in labour quaity based on
education and experience, index of fertilizer use per hectre is used as proxy to capture the
impact of currenrt and development subddies to agriculture sector and findly, index of cotton
isincorporated to capture the impact of trade liberdization on TFP.

Table-5 presents the result of variance decompostion based on the regresson to quantify the
reldive contribution of different factors. The mog important factor in the growth in TFP is
human capitd. Prior to reform human capita formation contribute sgnificantly and the man
engine of growth in TFP. However, it is emerge that during the reform period growth of
human capitd is dedine in the country. This is largey the outcome of reduction in socid
sector expendituresin red terms.
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TABLE-5
IMPACT OF REFORM ON GROWTH OF TFP AGRICULTURE
Annual Average Growth Rate
Factors 1972-73t0 2001-02 | 1972-73 t0 1987-88 | 1987-88 to 2001-02
Human Capita 3.9 6.2 1.6
Fertilizer Subsidy 2.1 -4.8 0.6
Food Subsidy 0.1 -04 0.5
Cotton Yidd 0.8 1.6 -01
Unexplained 0.1 0.2 -0.1
Growth in TFP 2.0 14 2.6

It emerges that food and fertilizer subsidies play an important role in both prior to reform and
during reform periods in the growth of TFP in agriculture. Prior b reform government spend
big amounts on fertilizer subsdy, which increese the consumption and as a result TFP
decline. On the contrary during reform period government subsequently abolish fertilizer
subsidy and as a result of high prize of fertilizer efficiently, which leads to increase in TFP.
In contragt to fertilizer subsidy, ongoing fiscd does not afect food subsidies and these food
subsdies provide incentive to famers through support price, which in turn try to incresse
production and ultimady a cause of TFP growth. However, the only variable to capture
benefit of trade liberdization is cotton yied does not work according to expectaion and can
not contribute positively during reform period.

5.3  Impact of Reform on TFP Growth: Manufacturing Sector

The manufecturing sector is one of the two legs on which the commodity-producing edifice
of the economy stands. Prior to macroeconomic reform, this sector enjoyed a substantid rate
of effective protection through high import duties and low domedic taxes. However, as a
result of macroeconomic reform the maximum tariff rate declined from 150 percent in 1988
to 35 percent in 2001-02- about one-fifth of the 1988 smilarly, the effective import duty rate
decline from 384 percent to 13 per cent in 2001-02. Devauation Pakigani currency is
another important policy of the trade liberdization reform that affects the growth of TFP in
menufecturing sectors. Findly, the governments drategy of reduction in budget deficit
through reduction in development expenditure is also affect the TFP growth.
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Table-6 presents the edimates of contribution of different factors to growth of TFP in
manufacturing sector in both prior to reform and during the reform periods. Contrary to
generd  bdieve trade liberdization through manufactured export account lesser in TFP
growth during reform period as compae to pre reform period. Smilaly, shae of new
invesment in capitd accumulaion negatively contribute in both periods. However, the mgor
cause of low growth of TFP in reduction in development expenditures which experience
negative contribution in TFP growth during reform period.

TABLE -6
IMPACT OF REFORM ON GROWTH OF TFP MANUFACTURING
Annual Average Growth Rate
Factors 1972-73t0 2001-02 1972-73t0 1987-88 1987-88 to 2001-02
Human Capita 2.3 23 15
Manufactured Exports 15 16 0.9
Vintage of Capital 0.2 03 -01
Development Expenditures 0.6 28 -03
Unexplained 0.2 04 0.0
Growth in TFP 4.0 59 20

5.4  Impact of Reform on TFP Growth: Services Sector

Services sector in Pakistan accounted for about haf of GDP, with varied proportion between
early 1970s and 2000s. In early 1970s amogt 45 percent of GDP came from services sectors,
which increases to 57 percent of GDP in 2002-03. Despite the growing contribution of
sarvices sector in GDP, the country has a persgtent trade deficit in services sector. Moreover,
the disaggregated pettern shows that during the reform period growth in TFP declined from
1.6 percent to the negative 0.9 percent. This is largely the outcome of decline in development
expenditure and human capitd (see Table 7), which is inline with the findings of other
sectors.

TABLE-7
IMPACT OF REFORM ON GROWTH OF TFP SERVICES
Annual Average Growth Rate

Factors 1972-73t0 2001-02 1972-73t01987-83 1987-88t0 2001-02
Human Capita 0.7 0.9 0.6
Remittances 0.2 0.3 00
Vintage of Capita -1.0 -14 0.7
Development Expenditures 0.9 2.2 0.5
Unexplained -0.3 0.5 0.2
Growth in TFP 04 16 09
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5.5 Impact of Reform on TFP Growth: Overall Economy
It is important to highlight the impact of economic reform on TFP growth of the overdl

economy. The empirical result indicates that except new investment al other determinant of
TFP growth declined during the reform period. In other words, the productivity of new
invetment increses in the reform  period, however, contribution of human capitd,
remittances, development expenditures and cotton exports has declined during the reform
period. These declines are the outcome of economic reforms and stablization polices

TABLE-8

IMPACT OF REFORM ON GROWTH OF TFPIN THE ECONOMY
Annual Average Growth Rate

Factors 1972-73t0 2001-02 1972-73t0 1987-83 1987-88t0 2001-02
Human Capital 0.93 110 0.76
Remittances 0.26 047 0.03
Vintage of Capita 004 -0.06 -0.03
Development Expenditures 033 0.73 -0.09
Cotton Yield 0.26 0.50 0.01
Unexplained 0.01 0.02 0.00
Growth in TFP 176 2,77 0.68

6. CONCLUSION

The role of economic reform on growth is an area of great debate and empirica investigation.
This paper provides empirica evidences that the economic reform policies of Government of
Pakigan are the mgor contributor in the decline of totd factor productivity. Sector wise
dissggregated results indicate that agricultures sector is the mgor gainer and manufacturing
and services sectors are the losers.
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