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GROWTH AND POVERTY REDUCTION IN PAKISTAN 

WAJIHA SAEED AND STEPHEN DAVIES 

Introduction 

Over the last two decades, Pakistan has made significant progress in reducing all measures of poverty. The 

consumption-based poverty headcount decreased from 57.9% in 1998-99 to 29.5% in 2013-14, while the incidence of 

multidimensional poverty has declined from 55.2% in 2004-05 to 38.8% in 2014-15. However, as noted by the World 

Bank and the 2015-16 Economic Survey from the Ministry of Finance, much of the population remains in poverty or 

could fall into poverty if economic conditions worsened1. Simultaneously, measures of inequality have risen. In 

comparison to 1987-88, the richest 20% now consume seven times more than the poorest 20%, and, while 

multidimensional poverty is less than 10% in major cities, it is more than 90% in some districts. Furthermore, Pakistan 

has experienced structural changes such that the share of services in total GDP has grown considerably. Agriculture’s 

contribution to GDP declined from 22.9% to 18.9%2 over the period 2003-04 to 2017-18. Yet, the labor force is still 

employed in agriculture, as its share in total employment has only seen a marginal decline, from 43.1% in 2003-04 to 

42.3%3.  

The World Bank’s country strategy for Pakistan in 2014 indicated that economic growth reduces poverty, and a growth 

rate of 4.3% (lower than the values seen recently) could reduce extreme poverty to 3%.  However, the discussions 

above suggest that growth has skewed effects and its composition matters.  The World Bank’s estimate also seems 

high in light of recent experience. Growth has exceeded 4.3%, but food insecurity and malnutrition have remained 

high and even increased in some areas. 

We posit that while economic growth in general reduces poverty and generates employment, these effects will vary 

with the sectoral composition of growth. This is because the various sectors have different production linkages and 

employ a range of factors of production, and their products are consumed by different segments of the population. 

Growth that is led by sectors with strong linkages to the rest of the economy will have larger multiplier effects, and 

hence should yield large poverty and employment effects. To affect poverty, growth must be driven by those sectors 

that raise purchasing power of the poor, as this remains an important poverty reduction channel. Hence, economic 

growth should raise incomes in an inclusive manner and reduce prices to raise the affordability of basic and nutritious 

food items.       

                                                             
1Additionally, a cost of diet survey by WFP indicated that a balanced diet was out of reach of 68% of the population, given their 
current food expenditures. The expenditures were high even in the fourth highest income quintile, who spent more than half of 
their total expenditures on food.  Thus overall, despite increased growth, food insecurity remains high.  
2 Projected, Pakistan Economic Survey, 2017-18 
3 As reported in Pakistan Labor Force Survey 2014-15. Labor Force Survey has not been conducted for the last two years (2015-
16 and 2016-17) due to the Population Census 
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To determine the variation in poverty and employment impacts of different sectors, we employ poverty-growth and 

employment-growth elasticities, taking into account all multiplier effects. These are derived from simulations in a 

dynamic Computable General Equilibrium (CGE) model, based on a 2013-14 Social Accounting Matrix (SAM) , and  

paired with a poverty microsimulation module4. CGE models are economy-wide and allow us to simulate changes to 

the economy. We can assess the impact of these changes by considering all direct and indirect effects, all backward 

and forward linkages, and the entire structure of the economy including households and resource limits. The 

microsimulation module uses household-level survey data to assess how macro-level changes will affect households 

at the micro-level. In contrast to strictly survey-based approaches (that assume that changes in household 

consumption are a proxy for GDP growth), the CGE approach can distinguish between the two, accounting for 

government spending, investment, taxes and net exports5.  

Poverty-Growth Elasticities 

For our analysis, a base scenario is first established where all sectors in the economy experience a 2% annual 

productivity growth over the period 2014-2020. Because the base year for the SAM is 2013-14, beginning the 

simulations with the base year is appropriate.  We then simulate eight different scenarios, wherein productivity in one 

of eight sectors/subsectors is accelerated to produce a 2.5% increase in total GDP by 2020 relative to the 2020 base.  

Table 1: Poverty Growth Elasticities 

Lead sectors/simulations:- 
Simulated TFP 

growth (per 
year)1/ 

Share in GDP in 
Base/2014 

Increase in own 
GDP 2014-2020 

Poverty-growth 
elasticity2/ 

1. All Sectors 2.4% 100% 26.7% 0.7 

2. Agriculture and agro-processing 3.1% 30% 19.7% 0.8 

3. Non-agriculture 2.6% 70% 27.4% 0.7 

4. Mining, Utilities, and Construction 8.6% 7% 21.0% 0.6 

5. Manufacturing excl. agro-processing 5.8% 10% 16.3% 0.7 

6. Trade, transport & communications 3.3% 30% 19.9% 0.6 

7. Finance and business services 9.2% 6% 5.5% 0.7 

8. All other services3/ 6.5% 17% 22.4% 0.9 

Source: CGE simulations.  
1/ The base scenario has an annual TFP growth of 2% across all sectors. In each simulation, TFP growth in the target sector is 
accelerated to the level needed to achieve to a 2.5% increase in total GDP in 2020 relative to the base. TFP growth in all other 
sectors remains at 2% when they are not chosen as a target. 
2/ Percent change in poverty due to a 1% increase in GDP. Poverty is measured using the official poverty line of Rs. 3,030 per 
month per adult equivalent  
3/ Includes public administration, health, education, real estate and ownership of dwellings, and all other personal and domestic 
services. 

We find that agriculture (Simulation 2 in Table 1) is able to achieve the 2.5% target with a 3.1% annual growth in its 

productivity. In contrast, productivity in manufacturing, for example, would have to grow by 5.8% to achieve the same 

target. This is in large part due to the relative sizes of the sectors. Agriculture (combined with agricultural processing) 

                                                             
4 We use the IFPRI Standard CGE model, paired with the 2013-14 for Pakistan. The 2013-14 Household Income and Expenditure 
Survey for Pakistan underpins the SAM and the poverty microsimulation module. 
5Poverty-growth elasticities derived using CGE models are described in greater detail in Dorosh and Thurlow (2016).  
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makes up 30% of GDP in the base year (2014), while manufacturing (excluding agricultural processing) makes up a 

smaller share (10%) of GDP. Thus, by setting a target for overall GDP and varying TFP growth in each sector, we can 

compare poverty effects while controlling for the differences in the sectors’ sizes. 

The results show that growth led by agriculture leads to larger reduction poverty effects. Simulation 2 shows that with 

agriculture-led growth, the poverty-growth elasticity is 0.8, so a one percent increase in agricultural growth reduces 

the poverty headcount by 0.8%. This is higher by about 14 percent than when growth is led by all sectors (0.7), non-

agriculture (0.7), as well as manufacturing (0.7). The only sector with a larger poverty reduction elasticity, which is 0.9 

is “All other services,” of which about 50% is health and education. These results are significantly driven by the 

proportions of different types of labor used by a given sector.  The small farm laborers, non-farm rural workers and the 

urban low skilled laborers are most likely to be poor, so sectors that raise their demand (and wages) should be the 

most effective in reducing poverty.  The agricultural sector employs 75% of its labor from these low-income wage 

earners, while manufacturing uses 50% and services just 37%.   

This is not the only factor at work, because Other Services take just 38% of its workers from these less skilled groups 

and yet it has the biggest impact on poverty reduction.  Thus, a wide range of factors on both the supply and demand 

sides lead to these outcomes.   

Employment-Growth Elasticities 

We then look further within agriculture’s subsectors at their employment-generating potential. With a similar base 

scenario as before, we perform eight simulations, where each simulation represents a shift in favor of one of 

agriculture’s subsectors. However, in this case, each of the targeted sector’s productivity growth is increased to 2.5% 

per year (regardless of the sector’s size), whereas all other sectors continue to grow at the base rate of 2%. This 

mimics a policy or program shift favoring the target subsector within agriculture. We then assess the resulting 

changes in total GDP and employment in the broader economy.6 As before, the effects change due to varying 

consumption and production linkages of each sector, and in this case each sector’s relative size, will also play a role.   

We find that the largest magnitudes of changes in GDP and employment (relative to the base) occur from TFP growth 

in livestock, agricultural processing, and horticulture when combined with agricultural processing. These are seen in 

simulations 6 through 8 in Table 3, where changes in GDP-employment elasticity range from 1% to as high as 4% for 

livestock, where the latter has by far the largest effects in the sector. In contrast, Simulations 1 through 3 show the 

effects of TFP growth in groups of major crops and in each case GDP and employment effects are significantly 

smaller at less than 1%. 

We then derive employment-growth elasticities based on these changes. We find that employment elasticity (the 

percentage change in employment due to a 1% increase in GDP) is highest when the GDP increase is driven by the 

horticulture and agro-processing sectors combined (Simulation 8 in Table 3). In this case, a 1% increase in GDP 

driven by these sectors yields a 1.18% increase in total employment in the economy.  The livestock sector (Simulation 

6) also has a comparably high employment elasticity of 1.21%.  In comparison, if instead a 1% increase in GDP is 

achieved through acceleration in the “major” crops (Simulations 1 to 3) this yields smaller employment-growth 

elasticities of between 0.8% and 0.9% (per 1% growth in GDP). In fact, the major staples, wheat and rice (combined 

with maize and oilseeds) have the lowest elasticities of all agricultural sectors (0.82% and 0.83%).  

                                                             
6 For the purposes of this analysis, the model’s closures are set to assume a perfectly elastic supply of labor and capital.  
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As before, there are both supply (and demand factors at work, where supply is affected mainly by productivity growth, 

which is assumed to be the same in each targeted sector, and the amounts of labor used in production, which vary by 

production.  On the demand side, the systematically higher employment elasticities for meat, dairy and Other Crops 

are likely affected by the much higher expenditure elasticities, which permit greater growth and employment for a 

given improvement in productivity.    

 
Table 2:  Employment Growth Elasticities 

Target Sector/Simulation 
Est. GDP in 

2014 (Billion 
Rs.) 

Est. 
Employment 

(Millions -
2014) 

Simulated 
TFP 

growth1/ 

Change relative to base2/:- 

GDP (%) 
Employ-
ment (%) 

Employ-
ment 

Elasticity 

1. Wheat 776.5 5.38 2.5 0.88 0.73 0.82 

2. Rice, maize, oilseeds 399.6 1.69 2.5 0.43 0.36 0.83 

3. Cotton, sugarcane 647.2 3.08 2.5 0.92 0.83 0.90 

4. Horticulture  352.8 1.26 2.5 0.37 0.32 0.88 

5. Other crops (bajra, jowar, pulses etc.) 513.1 2.59 2.5 0.60 0.60 1.00 

6. Livestock (poultry, cattle, eggs, raw milk) 3,299.7 10.27 2.5 3.70 4.47 1.21 

7. Ag Processing (including meat, dairy) 1,253.9 na 2.5 1.71 1.77 1.03 

8. Horticulture + Ag Processing 1,606.7 na 2.5 1.05 1.24 1.18 

Source: CGE simulations 
1/ The base scenario has an annual TFP growth of 2% across all sectors. In the simulations, TFP growth in the target sector is 
accelerated, while all other sectors' TFP growth remains at 2%. 
2/ Change relative to base represent the additional GDP and employment that is created over the period 2014-2020 relative to 
base due to the accelerated TFP growth in target sectors. 

Conclusion  

In summary, we find that among the major sectors, agriculture in general is important to poverty-reduction strategies 

not only from the perspective of improving food supplies and nutrition, but also due to a higher poverty- reduction 

elasticities than most other major sectors. The only sector found to have a higher poverty-growth elasticity is ‘All Other 

Services,’ comprised in large part of health and education services.   

Within the agriculture sector, we find that the high-value and nutritionally important livestock and horticulture sectors 

have the largest employment-growth elasticities of around 1.2. In contrast, the major crops (wheat, rice, cotton, 

sugarcane), which tend to receive the highest policy priority, have employment elasticities ranging between 0.8 and 

0.9. It needs to be stressed that these gains only come from productivity-enhancing growth, while agricultural 

spending in Pakistan has typically been on expensive subsidies that generally benefit large farmers or do not enhance 

productivity, and often focus only on wheat or other major crops. Part of the effect of livestock and horticulture comes 

from greater expenditure elasticities that are present as incomes grow. 
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