MALAYSIA – PAKISTAN ECONOMIC COOPERATION
ISHRAT HUSAIN 

I am delighted to be here at the First Malaysia – Pakistan Business Forum to share my thoughts with this august gathering of distinguished businessmen from both the countries.

I am a great admirer of Malaysia and have watched its successful transition from a poor country to a middle income country in only three decades with great pride and satisfaction. Malaysia has demonstrated that it can manage this transition and create a harmonious society, a thriving economy and alleviate poverty all within one generation. This is a remarkable achievement. We have to emulate Malaysia’s example and have a lot to learn from this experience. I have also some very pleasant first hand experiences working with Malaysia.

When President Musharraf asked me to become the Governor of Pakistan’s Central Bank I looked around for a role model among the Central Banks in developing world against which I could benchmark Pakistan. I found Bank Negara Malaysia (BNM) to be such a role model and entered into a twining arrangement with BNM for capacity building of the State Bank of Pakistan. I am very grateful to Governor Zeti Akhtar Aziz and her colleagues at BNM for their full support and assistance in this effort. This partnership has produced results and with grace of Allah, State Bank of Pakistan is today counted among one of the most progressive and modern banks in the region.

Pakistan and Malaysia are also among the founding members of the Islamic Financial Services Board (IFSB). We were keen to develop a global and regional center for Islamic finance and when the question of locating the headquarters of IFSB came up Pakistan supported Kuala-Lumpur as the Venue. I am so pleased at this decision as the Malaysian Government and BNM have played a pioneering role in promoting Islamic finance and have been leaders in introducing new instruments. I am quite confident about the future of Islamic finance and Kuala Lumpur as the centre for financial innovation in this field.


As Islamic financial services industry began expanding rapidly we came across a serious constraint in form of human resources available for Islamic finance. Again it was
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 the commendable initiative taken by BNM and Governor Zeti that led to the establishment of International Centre for Education in Islamic finance (INCEIF) at Kuala-Lumpur. INCEIF has started its operations and is conducting courses for certification in Islamic finance. As a member of its governing council I am quite satisfied with the progress that has been made so far.

I also had the good fortune of coming to Kuala Lumpur as part of the road show for the first Sovereign Islamic Sukuk floated by the Government of Pakistan in 2005. I can tell you that the response from the Malaysia financial institutions was overwhelming and the support provided by BNM was exceptional.


I have narrated these examples of real cooperation between the two countries to demonstrate to you that it is not simply the usual diplomatic talk but solid actions that have underpinned the close relations between our two countries. The two governments have also agreed to enter into a Free Trade Agreement (FTA) that will give a big boost to the trading relations between the two countries.

Building on this mutual trust, self respect and feelings of good will let me offer a four point agenda for the consideration by the business communities and the governments of the two countries. 

First, Pakistan is still an emerging economy with per capita income of about $ 1000 but it has a large expanding middle class of about 20-30 million who have discretionary incomes in purchasing power parity terms of $ 10,000 - $ 15,000. The consumer landscape in Pakistan is changing significantly fuelled both by ICT revolution that is creating awareness and demand about global goods and services and by rising incomes. This huge appetite of goods and services of all kinds expressed by a population larger than the entire population of Malaysia can be translated into market opportunities for Malaysian businessmen. Malaysia has large capital base, excess liquidity and experienced managers looking for profitable ventures but it has a limited market for further expansion of mass goods. Pakistan has a huge market for these goods and provides averages return of 25 percent on equity in US dollar terms to the investors. Entering into this symbiotic relationship will result in a win-a-win situation for both the countries. After all, the legal, bureaucratic set up in the two countries and educational and technical standards are almost similar as these are inherited from the common colonial master. Language is also not a barrier because English is widely spoken and understood in both Malaysia and Pakistan.

Second, Malaysia suffers from labor shortages at the lower end of the labor market spectrum and these shortages may risk the future accelerated growth of the economy. Pakistan has surplus labor with low wages, a whole range of unskilled and semiskilled manpower that can adequately meet these shortages. Emigration and absorption of this labor mediated through the private sector but guided by the two governments can provide an orderly solution to this problem. If left to themselves, the private sector in two countries may not be able to clear the market due to information asymmetries. Pakistani labor can also help Malaysian Companies in obtaining competitive contracts for construction projects in the Middle East.

Third, Pakistan has large infrastructure needs in form of roads and highways, gas and oil pipelines and terminals, port development, shipping, airports, aviation, railways, logistics management, energy and power. There is also unsatisfied and ever expanding demand for office space, apartments, shopping malls, recreational facilities. Malaysia has an impressive record of expertise, experience in construction, infrastructure and real estate sectors. Their infrastructure network today is world class. Joint ventures, Private – Public partnerships between Malaysian and Pakistani Companies backed by liquidity available under Islamic finance are the way forward in which both countries and some Middle Eastern investors will all be able to get ahead of others. Islamic Sukuk are ideal instruments that can be issued for long term financing of these projects. Government linked companies in Malaysia and Khazanah have done extremely well and they should look at these opportunities carefully as part of their future strategy of business expansion.

Fourth, the Islamic Ummah has been left way behind in the fields of higher education, Science and Technology. In this globalized economy where knowledge is going to be the critical factor for competitive advantage of the nations we will be left behind or marginalized if we do not move quickly to acquire in-house expertise and competence in the existing and emerging fields of scientific knowledge. Malaysia, Pakistan, Indonesia, Turkey and Egypt have some quality scientific manpower but the numbers are small for a critical world class research and development center. They do not have the laboratories, equipment, libraries and also do not pay the compensation at which researchers of high caliber can be attracted, retained and motivated to produce their best. These countries should therefore pool their scare and fragmented scientific resources and establish a consortium or network of world class scientific and research institutes in selected fields located in each of these five countries. These institutes will not only house our best brains but also invite visiting scholars and researchers from the advanced countries for collaborative work and for training our young scientists in the latest techniques and knowledge in these fields.

I have made these suggestions but they will need to be further examined in detail, scrutinized, refined or modified by the governments and private businessmen of the two countries. Instead of meeting, talking and dispersing it is time that we follow up these talks with concrete actions.


Economic liberalization, technological advances, Capital market developments and demographic shifts are inducing massive realignment of economic activity. Within the next two decades Asia’s share in the world GDP will equal that of Europe. Asean countries and China are well poised to take advantage of this realignment. India has begun its journey 15 years ago and is also beginning to catch up. We in Pakistan started our own journey about the same time as India did but our stop-go movements have not allowed us in covering a lot of distance. Therefore, we have to redouble our efforts to make up for the lost time and at least reach the destination without being left much behind. In this respect, economic, trade, and scientific cooperation with Malaysia can be of immense value. I wish the participants of this forum all success.
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