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Preface

Since the end of the Second World War, and more particularly
since the 1980s, two regions of Asia — East Asia (China, Taiwan and
South Korea) and South-East Asia (Indonesia, Malaysia, Thailand and
Vietnam) — have experienced rapid economic growth with impressive
advances in health and education. Today, South Korea and Taiwan
have standards of living equal to those of the developed economies,
while Malaysia and Thailand have reached middle-income status, and
Indonesia and Vietnam are well on the way to achieving that status
in a decade or so. In popular parlance, these economies are described
as ‘tiger economies’ and development experts including international
agencies, such as the World Bank, have produced extensive literature
to understand the reasons for their success. The economies of South
Asia (India, Pakistan, Sri Lanka and Bangladesh), on the other hand,
have lagged behind, and India - even after a period of rapid growth in
the 1990s and since — remains behind Indonesia and even Vietnam
in terms of per capita income. It is an intellectual puzzle why the
three regions of Asia, starting with fairly similar initial conditions in
the 1950s and 1960s, have diverged so widely in their development
experience over the last three decades.

It can be argued that in both East and South-EFast Asia success has
not been accidental. They began their development journey by tack-
ling the problem of rural poverty. These regions carried out land
reforms, invested in public goods and then pursued industrial devel-
opment via a combination of State support and market incentives
strongly linked to a growing export economy. In doing all this, the
State was very much in the driving seat not only in articulating a
long-term vision and a supporting policy framework but in gener-
ating and deploying public and private resources according to this
vision. Problems did arise in the late 1990s (in Indonesia, South
Korea, Malaysia and Thailand), but the institutional resilience of
the two regions and a certain amount of good fortune that allowed
exports to bounce back enabled them to overcome their difficul-
ties quickly. In contrast, the economies of South Asia generally and

xi



xii Preface

Pakistan specifically have never seriously confronted the problem
of rural poverty and their subsequent efforts at development,
notwithstanding periodic bursts, have tended to flounder especially
in the areas of education, health and infrastructure.

It will also be argued that, in part reflecting the failure to under-
take rural reforms, the political economy of Pakistan has meant
domination by the feudal class and its urban allies. This has now
transmogrified into patronage and rent-seeking on an industrial scale
as Pakistan finds it increasingly difficult to compete in international
markets. This process has been facilitated in Pakistan by the financial
sector and manifests itself in the country’s love affair with bankers
who have exercised damaging influence on the country’s develop-
ment partly by facilitating rent-seeking and partly through their
penchant for short-term gimmickry. Today, Pakistan’s economy has
become locked in a vicious cycle of slow growth, low generation of
public resources, weak or misdirected private sector investment, poor
provision of public goods and infrastructure and low productivity in
agriculture and industry, with growing informalization in both sec-
tors. Since the early 1990s, the country’s ruling elite have eagerly
embraced neoliberal ideas embodied in the Washington Consensus
as these have provided intellectual justification for their behaviour.
However, in Pakistan the neoliberal ideal of a ‘small’ State has turned
out to be the reality of a weak or soft State, and much policy space in
the economy has been ceded to the private sector, in stark contrast
to East and South-East Asia.

The overall conclusion is that despite occasional straws in the
wind, such as the elections of 2013, no lasting change in Pakistan'’s
fortunes is likely without a fundamental change in the attitudes of
the governing elite and the implementation of a radical reform pro-
gramme, in both urban and rural areas, based on equity and social
justice that concentrates substantial new resources on the poor. For
the time being, the post-2013 scenario remains one of rhetoric. There
is little new thinking about how to break out of the current skewed
pattern of development, how to improve decision-making so that
resources can be deployed to better effect and, above all, how to
increase the quantum of resources. It can be justifiably argued that
Pakistan’s development problems are problems primarily of its polit-
ical economy and not those of wayward policymaking per se or of
institutional failure or of outside interference as is often alleged.
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The book argues that after three decades of neoliberal ideology,
development practice has come full circle back to being a State-
private sector partnership with the State again in a leadership role
and not one that has been captured by a rent-seeking private sector.
Contrary to what neoliberal ideas have claimed, the experience of
East and South-East Asia indicates that the private sector alone can-
not deliver inclusive development. It might be able to deliver jobs
but mainly in the informal economy and jobs alone cannot pro-
duce public goods. Without the latter, development will be neither
inclusive nor sustainable. South Asia in general and Pakistan in par-
ticular remain seduced by the illusion of trickle down, but Pakistan’s
experience should be a salutary corrective to that belief. In several
universities in Britain and the United States today, Economics courses
are being modified to align theory and policymaking more closely
with the real world; hopefully this book should be a contribution to
the process in the area of development economics. There is hope, too,
that the ideas expressed in this book will go beyond the teaching of
Economics and evoke in Pakistan’s elite genuine soul-searching and
self-examination about the country’s failure to match its neighbours
in East and South-East Asia and to initiate a genuine programme of
reform for the years ahead.
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Introduction

The book seeks to shed light on the journey of Pakistan’s develop-
ment over the last six decades. It is a journey that began with promise
and hope but has become mired in disappointment and despondency
when compared with the dynamic economies of East Asia (China,
South Korea and Taiwan) and South-East Asia (Indonesia, Malaysia,
Thailand and Vietnam), all of which were at roughly the same level
in terms of per capita income in the early 1950s. Indeed, India, of
which Pakistan was a part until 1947, was considered to have the
best prospects of any major economy in Asia at the time (see tables in
Appendix). Pakistan began the journey reasonably well, and although
the country had its share of twists and turns, a mood of mild opti-
mism remained intact up to the 1970s. Thereafter, Pakistan’s ruling
elite! - politicians, senior civil servants, military leadership and busi-
nessmen — seem to have steadily lost their bearings and, instead of
concentrating on development as the core objective, began an obses-
sive preoccupation with security and national identity issues based
upon an exclusively religious narrative about Pakistan’s separation
from India.

Almost no one would argue today that improved security or a
deeper and more widely shared national identity is the need of the
time. On the contrary, Pakistan is racked by internal conflict and
division far greater than any rationally conceivable outside threat to
its territorial integrity, and there are multifarious competing sectar-
ian and ethnic identities involved in an orgy of bloodletting. The
Pakistan State looks on at the daily killings either helplessly or with
a cavalier lack of concern. Meanwhile, the economy is wholly unable
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to meet the expectations of the population in jobs, housing, edu-
cation and access to basic health services, not to forget the energy
quagmire that has brought ordinary life close to breakdown over
much of the country. The consequence has been discord, frustration
and widespread social alienation in the country. Not so far away,
the economies of East and South-East Asia have raced ahead with
South Korea and Taiwan having already reached a standard of living
of developed societies, all within the space of a single generation.

Being outshone in an increasingly globalized world is bad
enough. But, in Pakistan, as economic performance has deteriorated,
widespread rent-seeking behaviour (defined in Chapter 2)> by the
elite has emerged to compound already serious issues of low pro-
ductivity, low growth and a lack of international competitiveness
of the economy. Badly thought out reforms, inspired by the neolib-
eral Washington Consensus beginning in the mid-1980s, to make the
economy more productive have, on the contrary, merely entrenched
rent-seeking further, so the country continues to perform poorly,
and social problems fester. Pakistan’s social sectors, the recipients of
continuing and systemic neglect for many years, both in terms of
resources and as a policy priority, have relegated Pakistan to semi-
permanent membership of countries with low human development
(UNDP Human Development Reports), a source that should be no
longer one of mere embarrassment but of shame given the pompous
self-regard and pretensions of the country’s leaders and media pun-
dits. Very few of Pakistan’s elite are aware, and fewer still probably
care, that schoolchildren in East Asia now regularly outperform their
cohorts in Europe and North America at the age of 15. Pakistani
schoolchildren, in contrast, are still functionally illiterate by this age
while a large minority does not even have schools to go to.

Thus, after more than six decades of independence Pakistan
can be described as a country in a state of arrested development
with abysmally poor governance, ramshackle infrastructure, minimal
social cohesion and low aspirations. Unless a radical reform effort
to counter the palpable sense of drift can be launched, the future is
bleak. Against this rather dismal background, the book hopes to be a
modest contribution to improve understanding of how and why soci-
eties lose a sense of themselves and are captured by narrow coteries
who, upon finding competition with the outside world increasingly
difficult, take the easy route of merely sharing out the spoils between
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themselves. For the majority and, for that matter, all those whose
relationship with the wider governing elite is tenuous, Pakistan can
sadly offer little, if any, hope on any realistic time scale.?

This is therefore a journey that needs to be described as much for
the people in Pakistan as for those outside who are still puzzled by
what has happened in that country. The story of the journey is not
aimed at development economists per se, although much of what is
said is derived from a development economics context. It is aimed,
first of all, at Pakistanis in the age group 16-39 for it is only they
who can be the harbingers of change that Pakistan so desperately
needs. It is also aimed at mid-level public servants in Pakistan without
whose unqualified support no attempt at reform has any chance of
success, and, finally, it is aimed at students and practitioners of social
science everywhere and all those interested in development, who can
understand and accept the need for injecting a clear moral purpose
in their disciplines and enquiries.*

The first half of the book is devoted to understanding the trade-
off between economic growth and social justice and the limits of
public policy in a country like Pakistan. These important themes are
considered against the backdrop of Pakistan’s ‘way of doing things’,
that is, its political economy, of its poor TFP (total factor produc-
tivity) and of its blundering incompetence even at matching its
tactics — the exchange rate, tariff structure, domestic taxes and so on —
with a long-term strategy of promoting economic growth and social
development. Contrasts are drawn with the very different approach
adopted by East and South-Fast Asia to tackle the same problems.
The second half of the book seeks to understand the relationship
between the State, private enterprise and development; how market
failures occur and are addressed in developing countries; and the false
trade-off between growth and equity created by the Washington Con-
sensus with its supposed emphasis on efficiency that Pakistan must
now address. The second half of the book also looks at what East and
South-East Asia can teach Pakistan about the value of effective gov-
ernance embodied within a robust, egalitarian social contract. The
concluding chapter examines what is needed and is realistically pos-
sible, say, over the next 10 years and beyond in the country given
Pakistan's recent history and its socio-cultural dynamics. An epilogue
assesses what impact, if any, the elections of 2013 might have on
Pakistan’s politics and economics in the years ahead.
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Following the end of the Second World War, the colonial empires
in Asia became independent nations in the 1950s, and their govern-
ments had to grapple with the problems of what was then known as
‘underdevelopment’ or even plain ‘backwardness’ in predominantly
rural-driven economies. By underdevelopment was meant low per
capita incomes, high levels of poverty — both absolute and relative —
low levels of literacy and high levels of population growth. With
the paucity of resources available to most governments, the objective
of development bordered on the impossible. Would faster economic
growth alone do the trick or was the job more complex than had been
initially imagined by glib or naive national leaders? It was certainly
possible that economic growth could deliver jobs and prosperity for
some, but how would this reduce the all-pervasive poverty in the
country and how would governments find resources to invest in the
roads, dams, power stations, ports, factories, hospitals and schools
that an escape from backwardness required.

In dealing with these very difficult issues, Pakistan’s record up to
1975 was satisfactory but not spectacular. Indeed, it had to contend
with the aftermath of partition, the economic tension between its
two geographic wings — East and West Pakistan — the break-up of
the country into present-day Pakistan and Bangladesh, a high rate of
population growth and the major oil shock of 1973/74. But roughly
from the early 1980s, under a succession of military and political gov-
ernments development lost its momentum, particularly in the social
sectors, and a sense of drift took over. Overlaid on the second oil
shock of 1979/80 an exploding population made the problem daunt-
ing in the extreme. In fact, in comparison to East and South-East Asia,
both regions began with the same initial conditions after the Sec-
ond World War, Pakistan'’s record is lamentable. The book postulates
that this has been the result of Pakistan’s own poor decisions, the
decisions made by its own ruling elite and is not due to the malign
intervention of any external powers, agencies or events.

Understanding why societies react to challenges in particular ways
makes it necessary to trace, albeit in passing, the evolution of the
problem of development since the Second World War. We know now
that economic growth alone is a necessary but not a sufficient con-
dition for development. The wider notion of development includes
not just a reduction in absolute poverty which will happen when
a growing economy generates new and better-paying jobs but will
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require demonstrable improvements in access to decent housing,
public transport, schools, health facilities, sanitation and clean water
for the poorest. The latter should not only address the problems of
non-income poverty but, as we know, make an economy more pro-
ductive. Without such publicly funded investments, a country risked
being trapped in endemic inequality for a long time. Thus was born
the relatively modern idea of inclusive development, that is, that
governments would have to ensure that the fruits of growth were
equitably shared between, say, the top decile and bottom quintile of
the population. It is implicitly based on the precept that societies
as a whole, not particular segments or groups within them, create
sustainable value and wealth, and the growth of economy and social
justice are two sides of the same coin.

How would the goal of inclusive development be achieved by
countries suffering from a resource-constraint and weak administra-
tive capacity? In the 1950s and 1960s, development was seen very
much as a partnership between the State and the private sector, the
former providing the physical and institutional infrastructure and
often the finance needed for productive investment, the coordina-
tion between its various responsibilities and the public goods, while
the latter would provide the actual goods and services. In the late
1970s, as growth faltered across the world, global macroeconomic
instability created new challenges for the developing countries. With
poverty remaining high, particularly in South Asia, the role of the
State and the rationale of a mixed economy began to be questioned.
By the early 1980s, an alternative view that the private sector and
a privatized public sector, driven by signals from the market, would
deliver both growth and development in a globalized world of free
trade and unrestricted movements of capital rapidly acquired the sta-
tus of received wisdom. The role of the State would henceforth be
limited to that of an enabler.

This approach came to be known as the Washington Consen-
sus. But, some 30 years later the Washington Consensus, too, has
had its day. Growth has not accelerated; income, wealth and social
inequalities have reached grotesque levels nearly everywhere; a
grossly inflated financial sector has become the hand-maiden of rent-
seeking; and vast movements of international capital have delivered
few benefits but many costs to developing countries in the form
of macroeconomic and financial sector instability.® Moreover, the
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neoliberal ideal of a small State has become the reality of a weak State
unable to play the role of an effective umpire between competing
interests in society. The countries that have managed to avoid the
pitfalls of the Washington Consensus are those that have persisted
with the State—private sector partnership and have nurtured strong
State and private sector institutions within an equitable framework
which is able to exploit the opportunities of free trade and of access
to international capital. Critically all have been willing and able to
discipline the recipients of State support. These countries are primar-
ily the economies of East and South-East Asia (and some now in Latin
America). Indeed, such is the resilience of the East and South-East
Asian economies that the Asian financial crisis of 1997 is now remem-
bered primarily for its brevity and for its minimal long-term impact
on these economies.

Looking at Asian development experience through the prism of
the last 30 years, we get a mixed picture. East and South-East Asia,
for instance, are the clear success stories, while South Asia’s progress
has been slower and more fitful. In social development that embod-
ies the quality of life, South Asia languishes in the bottom quintile
of countries on a global basis. Why has this happened? By and large,
the South Asian State (with one or two important exceptions) has
wilfully neglected the social sectors over the last three decades. The
provision of essential public goods like primary education, primary
health care, sanitation and clean water has been hopelessly inade-
quate, and Pakistan is a prime example of this extraordinary neglect.
The neglect shows up most strikingly, over the last 20 years, in the
lack of progress in dealing with urgent social problems like high
female illiteracy, excessive child mortality, child malnutrition and
poor sanitation. For most governing elites, it is uncomfortable to
accept that these phenomena are not blind forces of nature; they are
the result of deliberate choices made by them and their wilful neglect
has produced dire consequences. Pakistan is left today with a com-
plete lack of social cohesion and without any meaningful notion of
responsible citizenship in the country.

There is no doubt, of course, that from the very beginning Pakistan
faced the unrelenting pressure of inadequate resources, both natural
and financial. It was, and still remains, a low-saving and generally
tax-avoiding country and possesses few natural resources.® In the
beginning, Pakistan’s answer to this problem led to a significant
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dependence on external assistance for funding its development; that
dependence lasts to this day, especially if IMF (International Mone-
tary Fund) stabilization programmes are included. The expectation
was that through external assistance, primarily official, the richer
countries would assist Pakistan with capital and technical help and
thus a virtuous circle of economic growth and development would
begin. But, at some point, Pakistan would need to graduate to a more
self-sustaining path led by buoyant domestic and external markets,
more indigenous investment and the ability to absorb and develop
higher technological inputs. In other words, it would make a tran-
sition under its own steam to generate higher savings and more tax
revenues to invest in infrastructure and modern industry and achieve
progressively greater international competitiveness to pay its way in
the world, replicating the broad pattern of development in East and
South-East Asia since the early 1960s. However, Pakistan seems to be
moving, if anything, in the opposite direction even 50 years later.
Investment levels — both public and private — remain paltry, and pub-
lic resources can barely cover current spending on administration,
defence and debt servicing. Why has this happened?

It needs to be stressed that the political and cultural values of
society and of the elite do not appear out of the thin air. They are
the outcome of decades of evolution and change, reaction to chal-
lenges such as real or imagined foreign interference, interaction with
other cultures, the influence of the prevailing system of beliefs and
attempts, if any, to develop a more productive society. In Pakistan’s
case, this would have meant giving priority to the rural economy,
having an equitable land tenure system and a commitment to equity
and social justice. Needless to say, the elites of some countries, while
obviously motivated primarily by self-interest, sometimes voluntar-
ily share their power and resources with the rest of society, partly out
of altruism but often out of enlightened self-interest. The latter set
of motivations can come about for many reasons: moral pressure, an
urge to create an image in the international community, the success
achieved by exploiting opportunities in expanding export markets
and even, perhaps, a sense of guilt on their part.” Many societies,
however, are not governed by enlightened elites. They are governed
by elites motivated primarily by a desire to preserve the status quo
and their own entitlements and privileges, and Pakistan appears to
be governed by such an elite. They thus end up with systems akin
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to old-fashioned feudalism which, as much of Indian history during
the colonial period shows, have rarely resisted bullying and interfer-
ence by major foreign powers; have not made any serious attempt
to make the economy more productive; and have usually obstructed
the development of a more sustainable political economy and soci-
ety in the country built on social justice. The truth of the matter
is, as Pakistan’s history shows, that preserving the current status
quo cannot be made compatible with social justice; it cannot be
made compatible with any notion neither of a representative govern-
ment nor of a merit-based society. That is the political and economic
cul-de-sac in which Pakistan has become trapped today in terms of
its social and political evolution. In Pakistan, the notion of equity
exists — if it does — most volubly in the realm of feigned political
rhetoric. Real social dynamics, in reality, are apartheid in all but name
and neither military nor political governments have been able to alter
the social dynamics of a feudal culture in a meaningful way.

From a sociological perspective, however, the truly remarkable
aspect of South Asian development is the ease with which the polit-
ical power of the feudal class, especially in Pakistan, under both
military and political governments, has remained intact with little
or no resistance in the country. Indeed, it has successfully thwarted
even the few half-hearted attempts at land reform. Since 1970, there
have been outward trappings of government by consent in the form
of periodic elections, but power continues to rest unabashedly with
the elite and feudalism continues, though not formally but certainly
in the values, habits and aspirations of the governing elite. In fact, the
absence of genuine reform of the rural economy can explain many of
Pakistan’s economic failings today. Pakistan’s cultural setting explains
not only why rent-seeking and patronage thrive in the economy but
also the chronic nature of rural poverty, the continuing lack of invest-
ment in public goods and the easy acceptance of a tax-avoiding and
tax-evading culture in society. Even military governments have been
helpless against the entrenched power of the feudal class. Against
this, the history of East and South-East Asia can be summed up in
land reform and an equitable land tenure system. Not only was land
reform instrumental in overcoming rural poverty and in breaking the
political hold of the feudal class, it also helped creating a far more
egalitarian social and economic culture than in South Asia. Indeed,
without this underlying egalitarianism their spectacular development
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since the 1980s would not have been possible. Significantly, the
one laggard in South-East Asia is the Philippines whose land tenure
system resembles that of South Asia (Studwell 2013).

A peculiar feature of Pakistan’s development experience is that
despite the poor performance of the economy during the last two
decades, most development experts and much of the intelligentsia in
the country remain fully wedded to neoliberal nostrums. They are
unconvinced and probably unaware that a viable model of devel-
opment still implies a strong partnership between the State and
the private sector. Such is the allure of the Washington Consen-
sus in Pakistan that even in 2014 there is widespread and uncritical
acceptance in the country - in the media, the universities and bureau-
cracy — that market signals will allocate resources in a socially optimal
manner and that continuing privatization and deregulation hold the
key to greater competitive efficiency in the economy. The truth is
that, whether in Pakistan or elsewhere, the reliance on markets has
produced neither any sustained acceleration in the pace of economic
growth nor any improvement in resource allocation. If anything,
growth has slowed and critical goods remain under-provided across
a wide swath of developing countries including Pakistan. Moreover,
many key sectors of the economy are examples of rigged markets and
cartelization.® The fiasco in the energy sector in Pakistan is a case
in point, as are other cases of market failure, such as the chronic
inadequacy of low-cost housing in the economy and the mushroom-
ing growth of pricey higher education. In Pakistan, privatization has
literally failed to deliver the goods. Research by the Asian Develop-
ment Bank and others indicates that only a fifth of privatizations up
to the year 2000 had done better under their private owners (Asian
Development Bank 1998), while a largely privatized financial sec-
tor operates as a cartel camouflaging its internal failings by charging
massive spreads on its cost of funds to remain profitable.

In a world where social and financial stability is a critical pre-
requisite of development, the primary lesson of success stories is that
the relationship between the State and the private sector must sat-
isfy two conditions: legitimacy and long-term sustainability. The first
condition indicates that for any system to enjoy long-term prosper-
ity and stability it must manifestly satisfy the needs and expectations
of the majority and not just of the elite and their allies. The second
condition indicates that the system must not become preoccupied
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with short-term gimmickry, such as daily pronouncements of vast
new projects initiated (usually no more than memorandums of
understanding), buoyant stock markets and other stray bits of man-
ufactured ‘good’ news. Any partnership between the State and the
private sector should instead seek to build a stream of steady long-
term economic and social benefits, say, over a time span of 15-20
years, far longer than the ‘get rich quick’ schemes that the private
sector is strongly partial to, most notably in property and stock mar-
ket speculation. It is worth noting here that China’s huge investment
in infrastructure or in social health insurance over the last decade
would never have been made by the private sector or even by a
public—private partnership. But this State spending will ultimately
deliver a steady stream of benefits, in the form of higher TFP, for
China decades ahead (the Communist Party of China calls its eco-
nomic model socialist market economy). Lack of public resources makes
such a course of action difficult for Pakistan, but relying on the pri-
vate sector to make the economy more productive means living just
in hope.

Just as Pakistan in particular and South Asia generally are examples
of poor governance and economic priorities that are highly skewed
in favour of the ruling elite, East and South-East Asia are examples
of far more effective governance, especially in the delivery of public
services, and of more egalitarian political cultures at the grass-root
level with significant State resources expended on public goods as
a result. This has happened under both military and political gov-
ernments in East and South-East Asia. The questions that arise then
are what should be the nature of the relationship between democ-
racy, or representative government, and development, and what do
the contrasting histories of South Asia, East Asia and South-East
Asia teach us. Conventional wisdom suggests that democracy, in the
sense of entrusting the affairs of society to a State or government
that is broadly representative of society, is a necessary pre-requisite
for bringing about change in that society. The evidence of history,
however, does not bear this out and South Asia figures prominently
in this.

It has to be accepted that democracy and development are not
cause and effect and are, in fact, very weakly correlated. Nineteenth-
century Europe and America experienced economic growth and some
social progress, such as the provision of free schooling, without
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democratic governance in its latter-day sense. The establishment of
modern social institutions in the early to mid-twentieth century, like
old-age pensions, public health systems and unemployment insur-
ance can be attributed more to the impact of climacteric events like
the two world wars than to democracy as such. In fact, the exam-
ples of East and South-East Asia tend to suggest that democracy, or
representative government even in its autocratic East Asian variant,
have had very little to do with their success in development. As their
respective histories indicate, their success has been due, first, to the
ending of feudalism, second, to the carrying out of land reforms and,
third, to the provision of effective governance in the implementation
of robust industrial policies and in the delivery of public services. All
three agents of change are products essentially of the cultural evolu-
tion of East and South-East Asia, not of democracy per se. According
to the eminent economist-philosopher Amartya Sen, the question of
whether democracy encourages or retards development is based on
a false dichotomy. Looked at from a long-term perspective, say, of
around a generation, the experience of East and South-East Asia sug-
gests that, like human development, democracy is more a by-product
of development than its driver. This was true of Japan in the early part
of the twentieth century, of Taiwan and South Korea in the 1980s and
of South-East Asia more recently.’

The spectacular rise of China is unique in that representative gov-
ernment in the Western sense, especially elections between parties
with markedly different ideologies and approaches, does not figure
in the country. However, its rapid development has been driven by a
remarkable grass-root-level participation over many years, through
regular debate and consultation, in the country’s decision-making
process of bodies such as the National People’s Congress. The rul-
ing Communist Party itself, which has an extraordinary 75 million
members, provides channels of communication extending from the
smallest street and village committees in the remotest corner of the
country to its own Central Committee, Political Bureau and ulti-
mately to the State Council. It needs to be stressed that the uncom-
fortable fact for outside observers lies in the high degree of confidence
that the Chinese people continue to have in these arrangements com-
pared, say, to the notionally more democratic forms of government
that exist in South Asia. Only an obdurate cynic would decry this
achievement.?
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In South Asia, in contrast, although feudalism does not now exist
in a blatantly obvious form, especially, for example, in India, it
continues to dominate social intercourse and politics in the subcon-
tinent, especially in Pakistan. Visible serfdom has ended but the land
tenure system of South Asia is one in which the rural population,
even if it owns and farms its own (usually small) parcels of land,
is only a step away from serfdom, or its modern variant of bonded
labour, given its poverty, its low productivity, low earnings and high
levels of indebtedness. Both the official bureaucracy and judiciary are
powerless to tackle this vulnerability of the rural poor to abuse by
the powerful. Moreover, high population growth has simply skewed
the land-labour ratio in favour of the former so that rural workers,
including those tilling their own land, can rarely rise above subsis-
tence level. In fact, as the rural poor migrate to the cities, they make
the problem of poverty effectively unsolvable. No pro-poor implicit
social contract exists, and the idea of providing decent public ser-
vices to the poor as a cultural norm or moral duty is completely
foreign within the value system in Pakistan. In truth, public ser-
vices exist only in name for the vast majority of the population,
avenues of formal employment are as scarce as gold dust and the
rural poor who drift into urban areas, usually squatter colonies, end
up as ‘vote banks’ for politicians on the basis of whatever narrow,
atomized social identity they can muster. And, it is that narrow social
identity which provides them with the occasional job and a sense of
physical security in the cities.

There remains the question of the rule of law in the concrete.
The conventional belief is that the rule of law embodied in property
rights and the enforceability of contracts is critical to development,
especially development within a mixed economy framework. The
governing elites of developing countries have become enthusiastic
proponents of this belief, as is the case in Pakistan. Yet, across Asia
the rule of law remains a very nebulous concept, as indeed are prop-
erty rights and contractual obligations. On paper, all the institutions
of the rule of law exist in all countries irrespective of their level of
development, and the legal profession flourishes in most countries;
in practice, judicial redress or judicial protection remains a far cry
from its equivalent, say, in twentieth-century Europe. As in other
matters, Asia operates its judicial systems also within the bounds
of its implicit social contract. The legal framework is ultimately a
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product of the prevailing political and social culture, and decisions
within it are the outcomes of a complex web of ethnic, class, caste
and sectarian considerations.

The objective of a purely merit-based judicial system remains an
ideal even in most developed societies; in Asia it exists only in the
realm of fantasy. In this respect, South Asia, East Asia and South-East
Asia are not dissimilar. Where the latter two are different is perhaps
in the level of general trust that exists in society that can be relied
upon by its members in their daily life without recourse to third-party
intervention. South Asian societies have generally very weak levels of
trust which is why they have become progressively atomized over the
last two decades. This trait undoubtedly adds to the difficulties that
individuals and groups face in their daily lives, as well as to the cost
of doing business and makes South Asian societies very risk-averse,
at least with their own resources. Like representative democracy, the
rule of law is clearly a product of development - in the sense that it
reduces transaction costs in the economy and could be described as
a public good - it is not a precondition for successful development.
To this end, the anchor of a functioning social contract has far more
significance as far as development and equity are concerned.

Finally, given the enormous difficulties that Pakistan has accumu-
lated through its own choices and neglect over the last 20-25 years,
what might be a realistic agenda for the future? First and foremost
is the need to put the economy on a higher growth path that is
sustainable for the next 10 years. For this, investment levels have
to be raised dramatically from their current paltry levels of 12-13
per cent so that GDP (gross domestic product) growth can be raised
to above 7 per cent a year. This will take the edge off poverty not
only by generating jobs but through the resulting tax buoyancy,
and without the need to raise the tax-GDP ratio immediately or
significantly, and provide the State with additional resources to fill
the massive gaps in infrastructure, for instance, in the energy sec-
tor. Reform of the financial sector will be essential for achieving
this. Second, improved governance, especially where public service
delivery is concerned, is a critical need. Some of it can be achieved
by increasing mid-level civil service salaries so that better qualified
and better motivated public servants can be involved both in the
design and implementation of policies, especially in the rural areas
and smaller towns. But, there is need also for a gradual devolution of



14 Rentier Capitalism

responsibilities, including budgets and spending, to the lowest levels
of administration in the country. In the past, it has to be admit-
ted, experiments with decentralization have not been resounding
successes in Pakistan. However, across the developing world decen-
tralization combined with more grass-root empowerment and the
deliberate nurturing of a more public service ethos are seen by most
as the best way forward, and it is happening in South-East Asia.
Pakistan, too, needs to find a practical way of delivering better gov-
ernance to the people and thereby loosening the stranglehold of the
local bigwig and the arthi and patwari on the lives of the rural poor.
Building a civil society that is independent from the ruling elite and
has the means to discipline it will be a fundamental component of
this process. The urban poor are marginally more enfranchised, but
ethnic, tribal and beradari loyalties make it difficult for them to hold
their elected representatives to account. In any case, grossly under-
funded public services run by underpaid functionaries have little
relevance in their lives.

It is over the long term that sustaining development is likely to
prove far more challenging for Pakistan. If ‘development’ means a
reduction and eventual elimination of poverty and some notion of
social justice then the problem has to be tackled at its roots, that is,
in the rural areas. Poverty has two elements: income and non-income
poverty. A growing economy should, over time, be able to gener-
ate more secure jobs and provide a means of escape for (some of)
the poor from the income side of poverty. But non-income poverty,
such as lack of sanitation, lack of access to safe drinking water, lack
of schools, lack of access to primary health care, has to be tack-
led by the State. No private sector agency can do it on the scale
required. The Pakistan State has significantly failed to address the
non-income side of poverty in six decades or more. Indeed, the elite
have been quite happy to see more and more public services pri-
vatized and outsourced to non-governmental organizations (NGOs)
and philanthropists.!! Such practices might assuage the guilt feel-
ings of the elite; in reality, they are mere drops in the ocean when
considered against the magnitude of the problems confronting the
country. Unsurprisingly, expensive and generally poor-quality higher
education serves no useful long-term development purpose. And the
prevailing temptation of elites, especially political elites, is to make
grand gestures devoid of substance and use an acquiescent media to
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enhance their public standing simply on that basis. A genuine change
of mindset is, hence, needed on the part of the elite. In fact, the elite
should do exactly the opposite: use the media to explain to the people
the gravity of the problems they face and set about creating a more
explicit pro-poor and pro-public service ethos in the country. Take
polio, for example. Five years ago, India accounted for nearly half
the world’s infections. Now it has been declared polio-free. Surely,
Pakistan can and must do the same. Likewise malnutrition, especially
amongst the under-fives, is virtually unknown in East and South-East
Asia as a result of a more productive rural economy and decent public
services across the country. It will not be easy, but Pakistan should be
able to match this, given the requisite political commitment.

The ultimate long-term challenge, however, is to build, or create
anew, a strong implicit social contract in the country based on a gen-
uine sense of inclusion and fairness in society as a whole. Without
this, sustainable development will remain a forlorn hope. Building
such a social contract cannot be achieved in a few years, but neither
does it require decades of effort. If the examples of East and South-
East Asia can be adduced, a decade should be enough to make visible
the sustainable improvements. Clearly, this huge challenge has to be
met within the limits of a poor society governed by a State whose
authority and capacity has diminished dramatically over the last two
decades. That narrows the options, but it should not make the task
impossible. For instance, agricultural experts in East Asia say that the
world is at the doorstep of a second green revolution that is expected
to significantly boost rice yields and thus have a major impact on
the lives of the rural poor. However, the interesting aspect of the
new varieties of rice is that they are the result not of the creation
of a miraculous new seed but of a series of small improvements in
different varieties of rice grown in different soils over a number of
years. Pakistan’s approach to its problems should be the same: strive
for and achieve incremental change by scaling up its own successful
programmes, say, in education and health.

In trying to obtain release from its current arrested, if not comatose,
state of development, the elite of Pakistan should concede that they
have neglected the poor, especially during the last 20-25 years, but
are now ready to make amends. The change of heart must, how-
ever, be authentic and not get drowned in meaningless posturing
and slogan-mongering. A genuine reform of the rural economy which
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boosts the productivity of small and medium-sized farmers is a neces-
sary first step. This would have to be followed by and combined with
the implementation of a realistic industrial policy and the reigning
in of rampant rent-seeking in the financial sector. Once that process
starts, Pakistan’s economic future could begin to change for the better
and, hopefully, be transformed over the next two decades.



1

Development, Social Justice and
the Limits of Public Policy

Historical background

Pakistan’s development experience of recent years can be best under-
stood by briefly retracing events that followed in the immediate
aftermath of the Second World War. In 1945, as the war ended, large
parts of Europe lay in ruins, the task ahead was primarily one of
reconstruction. However, the idea of development was already in the
minds of the political leaders, civil servants and academics who began
sketching out the post-war settlement at Bretton Woods in 1944.
Hence the name International Bank for Reconstruction and Devel-
opment (IBRD or the World Bank) was chosen for the institution that
would seek to embody the collective will of the then global commu-
nity. Its aim would be to benefit not only those areas of the world
that had been devastated by the conflict but also those that had been
characterized by their chronic backwardness. The idea of a global
compact in which rich countries helped the poor in their quest for
development was thus born, formalized with the creation of a series
of regional economic commissions and extended through the 1960s
with the United Nations Decade of Development that also made
it morally incumbent on the rich countries to provide the equiva-
lent of 0.7 per cent of their GDPs to the poor countries as Official
Development Assistance (ODA).

It should be remembered that taking the world as a whole, the
impact of the war had varied substantially. Africa (except Libya and
Egypt), Australia and Latin America had seen little by way of military
action. Even in Asia only Japan, during the war itself; China, from
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the time it had been invaded by Japan in 1937; and the Philippines
had witnessed the kind of destruction that Europe had suffered dur-
ing the war, whereas Burma, Thailand, Malaya, Indonesia and French
Indo-China had been occupied by the Japanese. The South Asian sub-
continent (India, Pakistan, Bangladesh and Sri Lanka) escaped the
physical detritus that war brings, but it suffered from the war-related
disruption in trade and investment between 1939 and 1945 and from
the mobilization and subsequent demobilization of several million
soldiers who had fought on the side of the allied powers. Indeed,
all significant economic activity involving international trade and
payments had been effectively suspended during these years, and
virtually all public and private resources and agencies, even in non-
combatant countries, had been adversely affected by the conflict not
just in Asia but across the world.

It was consequently self-evident that, whether in Asia or elsewhere,
restarting meaningful economic activity after 1945 was going to be a
tall order. Moreover, this would have to take place against the gath-
ering momentum of political development and independence from
colonial rule. The South Asian subcontinent and the whole of South-
East Asia, consisting of Thailand, Malaya, French Indo-China, the
Philippines and Indonesia, had yet to emerge from colonial con-
trol in 1945 as, indeed, much of Africa. Latin America, nominally
independent at that time, did not figure prominently in the popular
imagination. The struggle for real political independence from colo-
nial control was thus considered to be the foremost expression of a
desire in these countries to be able to take decisions that would lead
to an improvement in the living conditions of their people. It took
precedence over everything else.

Second, as the struggle for political independence took primacy,
the idea of economic development as an overarching strategic objec-
tive had yet to acquire a measure of concreteness or urgency. Eco-
nomics itself was still grappling with pre-war issues related to the
balance of payments and the trade cycle, and the theory of eco-
nomic growth was in its infancy. Development economics, as we
know it today, was also in its infancy. In India, for instance, most
nationalist leaders in the 1920s and 1930s had spoken of improving
literacy as the route to remove impoverishment; others had spoken
of the need for self-sufficient villages; some saw industrialization
as an essential prerequisite of progress; freedom from hunger was
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another post-colonial objective while nationalist movements gener-
ally alluded to a nebulous desire for their people to take their ‘rightful
place’ in the community of nations. An overriding compulsion to
attack poverty in society was largely absent from the political dis-
course in the colonies although the Colonial Act passed in the late
1930s had marked a shift in that direction. In fact, for a number of
years after independence most nations took only somewhat inchoate
steps towards economic development in its more modern sense. Nev-
ertheless, there was fairly wide agreement that the State and central
planning would be the harbingers of progress in the newly indepen-
dent countries and a blind faith in market forces had been profoundly
shaken by the events of the 1930s.

Against this background, rather strikingly, the South Asian subcon-
tinent, though poor, was ahead by some distance in a number of
vital areas even in the late 1940s compared to its counterparts in
East and South-East Asia. With a population of around 350 million
it amounted to a huge, essentially integrated, single entity con-
nected up through one of the largest railway networks in the world.
Some modern manufacturing, including steel industries, had been
established and the Second World War had given a major boost. Agri-
culture, though not particularly efficient, that is, either in terms of
per capita or per acre productivity, nonetheless could feed the major-
ity of the population, provide important raw materials for industry,
contribute to exports but, above all, provide a livelihood for roughly
two-thirds of the population. There was, too, a competent adminis-
trative bureaucracy recruited through competitive examinations by
the State, an embryonic merchant class and a nascent corporate sec-
tor. Underpinning all this or, more accurately, performing in tandem,
a fledgling group of intellectuals produced by the country’s universi-
ties was participating in and, indeed, setting the terms of a vigorous
debate on the core issues of economic progress, albeit mostly in a for-
eign language, English. Such auspicious conditions for initiating the
process of development were not available everywhere in Asia.

In both India and Pakistan, the real big questions were those of the
resource constraint and of priorities. Given the level of domestic sav-
ings, how was the development effort going to be financed?' In this
a degree of wishful thinking could be discerned in both the Indian
and Pakistani nationalist movements — as in many former colonies —
as if the mere transition to independence would by itself release the
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required resources. Other pertinent questions were either not asked
or, more generally, ignored: for instance, what should be the share of
education and health in public spending vis-a-vis other sectors of the
economy? When India and Pakistan separated in 1947, many of the
advantages listed above for South Asia accrued disproportionately to
India. What is now Pakistan began with a population of 33 million,
inherited a useful part of the Indian railway system and an exten-
sive irrigation network in the Punjab but little by way of industry or
a modern corporate sector. The economy was overwhelmingly agri-
cultural and backward. In fact, three out of the four provinces that
currently constitute Pakistan were especially undeveloped even by
the standards of undivided India.

Development and poverty alleviation

More than half a century later, the questions of the resource con-
straint and priorities, along with others, have become the core
elements of a radical debate on development not only at the aca-
demic level in research institutes and universities but at the global
level in the United Nations, the World Bank and in other forums.
After a somewhat slow and hesitant start, the wider question of
human development and of poverty has taken centre stage over the
last two or three decades through the Human Development Index
(UN HDI), the Millennium Development Goals (MDGs) and at a
more anodyne level in the World Bank’s Poverty Reduction Strat-
egy Papers (PRSPs). How the required resources are going to be raised
fall under the rubric of another UN-led initiative called Financing
for Development. But both these initiatives reflect an uneasy feeling
that after relatively steady progress in the 1950s and 1960s in terms
of GDP growth per capita (Gunnar Myrdal had incidentally alluded
in 1968 to the intractable nature of South Asian poverty in his sem-
inal work: Asian Drama: An Inquiry into the Poverty of Nations), the
pace of improvement has visibly slackened from the 1990s onwards.
Expectations that the private sector would deliver proved optimistic.
For most reasonable observers, it has become self-evident that devel-
opment and poverty alleviation are intertwined, and judging by the
experience of the more successful developing countries no country
can claim to have succeeded in the former without visible progress in
the latter.
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Over the last three decades or so, much of the visible success with
respect to development has occurred in East and South-East Asia (and
to a lesser extent in Latin America). South Asia, too, has made some
progress but at a markedly slower pace and primarily in GDP growth
per capita. Progress in the social sectors has been very poor. And as
the pace of economic growth has decelerated since the beginning
of the millennium in Pakistan, most social indicators have stopped
improving in both Pakistan and India. In addition, everywhere in
the world, including South Asia, there has been a marked increase in
inequality over the last 15 years. Moreover, while the absolute num-
bers living in absolute poverty (i.e. on less than $1.20 a day) have
declined, indicators relevant to the quality of life such as literacy,
access to health care, maternal and child health and sanitation sug-
gest that the record is one of acute disappointment if not of outright
failure for the majority of the population in South Asia. The majority
of the population remains acutely vulnerable to the vagaries of both
the global economy and natural disasters.

In other words, the development effort of 1950-1980 appears to
have run out of steam in South Asia. As such, it is now creating
new social issues and is in urgent need of reappraisal and renewal.
Even where it has had a temporary, positive impact in boosting jobs
and incomes, as, for instance, in India in the first few years of the
millennium, the poorest quintile of the population appears to have
been bypassed.? In the 1960s, the ‘green revolution’ had boosted food
production and rural incomes over the whole of South Asia and,
more recently, India has had considerable success in its IT sector.
Bangladesh has become the second biggest exporter of clothing in
the world after China. But, impressive as these achievements are, a
decisive breakthrough in reducing poverty and improving the quality
of life for the poorest, that is, raising incomes and improving social
outcomes has proved elusive. As a result, governments have either
stopped talking about social issues or are content to leave it to GDP
growth as the way of tackling poverty and its many consequences for
society. As a result, social justice as an integral component of devel-
opment and requiring concerted State intervention has been quietly
pushed into the background or forgotten altogether. In Pakistan,
everything ostensibly rests on boosting the GDP growth rate and
hoping that ‘trickle down’ economics will take care of the poor.?
The power of the elite in setting such an agenda for development
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is reflected in the fact that this has happened without serious debate
in the media or, indeed, elsewhere.

Given that much of the developing world started with broadly the
same initial conditions in the early 1950s (most developing countries
had per capita incomes within a range of $150-$200 per capita) the
question why some parts of the world have done significantly bet-
ter than others in terms of outcomes is thus a fundamental part of
the debate on development now, some 60 years or two generations
later. Two major oil shocks in 1973/74 and 1979/80 were obviously
major setbacks but some countries were able to absorb them far bet-
ter than others and South Asia escaped the debt crises that afflicted
Latin America. The questions that arise are: Is poorer performance of
the last two decades merely down to poor policies and weak admin-
istrative ability or is it because the idea of development as a shared
national endeavour has lost its appeal partly because progress has
become so difficult on the poverty front? More particularly, why has
social justice been abandoned in the development effort in Pakistan
in all but name. This can be seen not just in the increase in inequal-
ity in the country so that there is now something resembling a
system of quasi-apartheid in the country but in most social indica-
tors, like maternal and child health, primary school enrolment and
subsequent drop-out rates, access to clean drinking water and san-
itation where Pakistan appears to be either making no progress or
moving in the wrong direction. Such phenomena cannot be wished
away with facile explanations or simply ignored by commentators on
development but that is the case in Pakistan.

As mentioned earlier in the chapter, one part of the explanation lies
in the revival of neoliberalism in the 1980s and 1990s. As a result, a
degree of revisionism has crept into the debate on development and
the revisionism comes from the way Economics is taught in universi-
ties across the world and the type of empirical research that is funded
by think tanks. In the developed countries the ‘small state’ is now
widely assumed to be more conducive to growth and even interna-
tional organizations like the World Bank, IMF etc. have promoted
such views in advice to the developing countries. Likewise, in coun-
tries like Pakistan the official rationale questions why development
with its emphasis on social indicators should be given extra impor-
tance and why it should take precedence over a simple measure like
GDP growth per capita in terms of policy attention? After all, it is
GDP growth that generates the jobs and incomes that improve the
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lives of people. In this largely one-sided process the public sector, as
a countervailing force, has been wound down and many public ser-
vices outsourced, privatized or simply abandoned. There appears to
be near-unanimity that it is GDP growth that will deliver the needed
social sector improvements. If such a contention is justified where
does it leave the State?

The examples of East and South-East Asia tell us that improvement
in the social indicators is not an automatic outcome of getting prices
right; it is a necessary element of inclusive development as GDP
growth alone will not prove sustainable in the long run if its rewards
are not widely and fairly shared. The private sector on its own cannot
tackle rural and urban poverty and provide essential health services
such as vaccinations and low-cost or free education for the poor.
Moreover, the incidence of large-scale poverty in any society is not
just unacceptable itself but from a pragmatic point of view is likely to
undermine social cohesion and morale and make such a society far
less stable and less productive over the long run. Hence, some form
of State-directed deployment of public expenditure towards the poor
is an essential policy goal and not an act of generosity on the part of
the well-off. In Pakistan, the presumption is that this redistribution
cannot be done via taxing the well-off but by out-sourcing as much of
it as possible to NGOs and philanthropists. It is abundantly clear that
such solutions would not only be mere drops in the ocean but beg a
series of questions about how priorities are to be set. What will be the
drivers of success and how would success itself be measured? Such
questions are only parenthetically posed. In Pakistan, too, a combi-
nation of ideology and narrow self-interest have conspired to present
neoliberal ideas as being value free social science. Countries are in
pursuit of growth and efficiency; equity is therefore regarded as a
luxury. At a fundamental level, such a belief system excuses the rich
from any responsibility for what happens to the poor in the coun-
try. More specifically, to take one important example, tax avoidance
can be justified on the grounds that the rich are not users of public
services and governments often waste taxes although it still does not
address the free rider issue.

Clearly the issues that have arisen over the last few years are the
bread and butter of professional development economists, but, it
must be admitted, development economics does not have all the
answers. The answers can only be found by reference to a value
system. The purpose of this chapter is to explain why inclusive
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development should be accepted as a critical goal for developing
countries, why it must be firmly anchored by social justice and to
understand why it has succeeded in some countries and failed in
others. The issues that arise need to be tackled from two different
perspectives and not from an exclusively development economist’s
point of view. One, from a generic, common sense point of view
in which some elementary political philosophy issues come in and,
second, from the narrower standpoint of Pakistan’s experience in
South Asia. The overall perspective is important as some voices have
begun to ask why should not other indicators, such as general well-
being, override conventional development indicators. Additionally,
why should notions of social justice be the responsibility of the State
at all? It should be conceded here that the more novel elements of
the debate, for example, measures of happiness and well-being, are
still in a nebulous state; hence, not much can be said about them
for the time being.* But other doubts need to be tackled and for this
we need to turn to a mix of sociology, anthropology and history to
help us understand the nature of the beast that is called economic
and social ‘progress’ and to understand how GDP growth and social
justice are ultimately two sides of the same coin.

As far as Pakistan is concerned, answers to the questions are of
interest because of all the countries in South Asia its early experience
with development was propitious. Although it was a country that was
not very richly endowed with resources it became the recipient of
significant external help for at least the first three decades after inde-
pendence (in part an unintended consequence of the cold war and
its security aberrations). Its subsequent failure to reach the ranks of
middle-income countries, such as those of East and South-East Asia,
needs to be candidly analysed and understood. Has it simply been
crass political failure at the highest level or a case of massive corrup-
tion in government and society, poor and wayward decision-making
and a failure of domestic governance, as many are plausibly prone to
allege? Or, have other, more intractable and more sinister causes been
responsible?

The State and the origins of social justice: A digression

Sociologists and historians tell us that of the countries that have
sought to modernize and develop many have been held back not so
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much by a lack of resources but by the absence of an implicit social
contract, the latter defined as the multitude of informal arrange-
ments and unwritten rules on whose basis any society functions on
a day-to-day basis. It is the extant implicit social contract which ulti-
mately determines a society’s priorities and the manner in which
the resources required for development may be raised and deployed.
The concept of the social contract was the brainchild of the French
philosopher Rousseau. His ideas of liberty, equality and fraternity
not only inspired the French revolution but constituted the core of
the challenge to the prevailing feudal system of political and social
organization in the second half of the nineteenth century.

The social contract has its own system of incentives and penalties
and society responds to them better than, say, to the grand-standing
of individual political leaders or the changing priorities of the State
which reflect the preferences of the ruling elite. With a working social
contract resources can be deployed in a broadly agreed dispensation
to further the aims of society. Sometimes State policies can upset or
overturn the social contract, for instance, when a particular ethnic,
social group or institution captures the lion’s share of resources in the
country. At other times, countries have been able to progress rapidly
as the social contract has been more in tune with the preferences of
the elite and of society and the latter have responded positively to
the incentives and penalties that the State has put in place. East and
South-East Asia fall in the latter category. Pakistan probably falls in
the former category. Just as analysts and observers seek to understand
the drivers of success there is an equal, if not greater need, to under-
stand how and why failure results (Landes 1998; Easterly 2001a).

Before getting to grips with the full gamut of issues in which devel-
opment and social justice become conjoined as national objectives it
may be worthwhile to ask what are their philosophical and concep-
tual underpinnings vis-a-vis the functions of State in a developing
country? The State has been traditionally seen as an amalgam of
institutions where bargaining between different groups and policy
trade-offs are negotiated. In carrying out this role does the State also
have to foster economic growth and development directly or can it
restrict itself to being a passive, coordinating enabler? At one level,
an argument propounded by the more extreme neoliberals in recent
years is that other than providing a rule of law, ensuring the sanctity
of private property rights and the enforceability of contracts the State,
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strictly speaking, should have no further responsibilities (Friedman
1980).

At the next level, this minimalist argument is extended by prag-
matists to include the provision of public goods, protecting the
environment and protecting the health and safety of the population
from the negligence, wilful or otherwise, of third parties (Williamson
1985). Within the matrix of both these arguments the concept of
social justice, as currently understood, is considered by many to be
a luxury. It is widely deemed not only to be unaffordable in most
developing countries but likely to deflect the attention of the State
from investing in growth, like promoting investment in production
and jobs — far better routes to development, as many neoliberals
tend to argue. In fact, according to this view, opportunity costs alone
would be enough to relegate social justice to the background. In other
words, the fashionable view is that if the State attempts to promote
growth and ensure social justice it will succeed in neither; hence, it
must choose one or the other to focus its efforts and resources. How-
ever, choices of this nature are far from being clear cut. As we livein a
moral universe giving primacy to the criterion of economic gain has
to be counter-balanced against notions of fairness and equity.

From the earliest musings of primitive man we can safely postulate
today that mere survival was never considered enough as Homo sapi-
ens organized themselves in primitive societies. During the transition
from the hunter-gatherer stage to that of a more settled existence
in which agriculture became the predominant activity, the produc-
tion of a surplus over and above immediate needs motivated many
of the earliest societies to divide the time available to them between
satisfying immediate needs and investing for the future. Several mil-
lennia later, the idea of steady physical improvement in our lives
has evolved into a datum and falls under the all-embracing idea
of ‘progress’. In fact, the idea of progress forms the backbone of
virtually every society and culture across the world today. Indeed,
post-enlightenment Europe has added a variety of non-physical mea-
sures of progress: freedom from oppression, equality before the law;
equality of opportunity, universal literacy and since the end of the
Second World War, perhaps controversially, access to publicly funded,
social protection systems.

But while these goals or ideals are straightforward enough the
means to their attainment raise complex questions. The means often
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require centralized decision-making with regard to priorities and for
raising the substantial resources required for making progress. Doing
so adds a series of new and difficult questions about the role of free-
dom and democracy in meeting the goals. But, whatever the means
or the organization adopted for travelling on the road to progress
there is no doubt that the notion of ‘fairness’ is both a justification
and a compass for that journey. If the underlying culture gives fair-
ness a high weighting the State with its monopoly of coercive power
will be needed in a variety of ways to ensure that progress comes with
fairness.

A generation ago the philosopher John Rawls in his work A The-
ory of Justice asked his students to visualize a society unaware of its
own past, that is, that its members had erased any notion of their
own familial or social origins. He called this the ‘veil of ignorance’
and he asked what kind of society would they then create. More
recently, Amartya Sen, the eminent Indian economist/philosopher,
has revisited Rawls in his book The Idea of Justice. Sen states that there
is almost certainly never going to be universal agreement on what
constitutes absolute fairness or a perfectly just society but what soci-
eties can realistically aim for is to journey in the direction of greater
fairness. In other words, all members of society should be entitled
to the same rights and opportunities as other members of society ab
initio and not as the result of favours or concessions made by their
leaders or by other social groups. They should not be subject to extra-
neous and arbitrary considerations such as the colour of their skin,
their gender or their adherence to a creed; they should be judged
solely by their abilities and the effort that they put into achieving
not just their own goals but the goals of society as well. Sen goes on
to create the idea of the ‘impartial spectator’ for making these judg-
ments. The impartial spectator would judge how much liberty that
society enjoys, are its members free from want, that is, do they have
adequate access to food and shelter, and what opportunities does this
society provide to its members to enhance their capabilities in order
to lead full and satisfying lives. Based on these criteria, the impartial
spectator would be able to tell us whether a society is moving closer,
or drawing further away, from the goal of fairness.

There is little doubt that progress in the advancement of fairness, in
Sen’s terms, presupposes a great deal of give and take in the deploy-
ment of society’s resources, not only between individuals but also
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between groups. For this purpose, democracy, defined, say, as regu-
lar tests at the ballot box of people’s preferences, thus becomes one
vehicle, amongst others, to fructify the process. Society continuously
defines and redefines its objectives — its social preference function -
through an iterative process, for instance, through periodic elections
or through a more gradual evolution of its attitudes along a collective
indifference curve, as it were. But underlying the social preference
function is the implicit social contract that gives social preferences
their flesh and bones.

Within the framework of Sen’s ideas all societies, and consequently
States, can claim some degree of uniqueness and hence a measure
of autonomy in what their individual practical approach is going to
be. But the touchstone of fairness ultimately has universal applica-
tion, rather like members of the United Nations signing up to its
charter that includes the Universal Declaration of Human Rights.
Irritating as it might be, the universality enshrined in the concept
of fairness does permit others to pronounce if particular societies or
States are falling short of what they have signed up to. The impartial
spectator can legitimately ask if they are seriously addressing glar-
ing shortcomings such as chronic malnourishment, premature child
and maternal mortality, uneven access to education and health and
preventing evils like bonded and child labour and the oppression of
women? Fairness, like so much else, is not an absolute measure; it is
at heart based on comparative judgments and one country, or one
society, will inevitably be judged against another. Indeed, one can
safely deduce from the foregoing that the concept of fairness can be
encapsulated in the term ‘social justice’ and individual countries will
almost certainly be judged against international benchmarks or peer
group achievements. Thus, viewed from any reasonable standpoint,
progress and the idea of social justice become integral components of
development. Indeed, without one it is difficult to imagine the other.

The State and development: Limits of public policy

Given all this, what then is the role of the State in development?
In all societies the State has the responsibility to raise resources in
order to promote development in its widest meaning. For this, it has
to tax the people that come under its jurisdiction and levy other
fees and charges. In the pursuit of development, it has to provide
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internal and external security; invest in physical and social infras-
tructure; coordinate the activities of the public and private realms;
establish a rule-based environment for savers, investors and workers;
create effective institutions to carry out its responsibilities; devise a
strategic framework of policies to realize its aims; and ensure that the
notions of value addition and its ensuing rewards are in balance, in
particular that the benefits of development are equitably shared in
society.

The weaker the State the less can it carry out its responsibilities.
States can be weak or strong depending upon their historical evolu-
tion. The ruling elite of a State might deliberately wish to keep the
latter weak as it then gives it a freer hand to advance its own interests
more or less unchecked. At other times, it might seek to strengthen
the State to suppress competing interests, for instance, in a fascist
State. The only uncertainty arises when rival groups within the rul-
ing elite vie for power and, when in power, pursue their own narrow
interests, including vendettas against their rivals. In such cases, States
get irredeemably weakened in the process and can no longer dis-
charge any of their functions in a meaningful way. Pakistan probably
falls in that category.

Historically, especially following the demise of colonialism and
despite lurches into despotism from time to time, the typical post-
colonial State has remained a weak or ‘soft’ State (Myrdal 1970). A soft
State is one that is characterized by a fixation with form rather than
substance. Form is portrayed in the over-elaborate way that institu-
tions are fixated on status, and the trappings of power and softness
is manifested in deficiencies in law observance, officials using public
service for personal gain, the toleration of widespread social indisci-
pline and influence peddling by powerful individuals and groups to
bend circumstances for their personal gain in contestable situations.
In its latter-day manifestation — although such phenomena are hardly
new - soft States are prisoners to a combination of rent-seeking by
narrow elites on the one side and the distribution of patronage by
the State on the other. While most developing countries could be
described as being ‘soft’ to some extent, South Asia displays these
traits with particular vigour, and Pakistan is no exception. Indeed, it
is a soft State par excellence.

A central feature of softness in a developing country is a chronic
resource constraint. Few people feel obliged to pay taxes and tax-GDP
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ratios are low and stagnant, often no more than 10-12 per cent of
GDP compared to 20 per cent in the more successful developing
countries and 40-45 per cent in the developed countries. Budgetary
and balance of payments deficits are unsustainably high, typically
ranging from 6 to 8 per cent and 4 to 5 per cent of GDP respectively,
as such countries also tend to live well beyond their fiscal means.
The resource constraint sharply circumscribes their capacity to under-
take any meaningful development activities, such as investment in
infrastructure and public goods, or even to carry out its minimal
functions in providing security to its citizens. In addition, high lev-
els of domestic and foreign indebtedness built up over the years
leave such States dangerously vulnerable to inflation and external
shocks, whether from rising energy and commodity prices or from
the vagaries of international finance that can cause severe difficul-
ties in raising external resources. Often, the States fall into a debt
trap in which debt-servicing eats up the lion’s share of their own
resources. Debts are periodically written down and/or rescheduled,
but these are never more than temporary respites. Over time, gen-
uine reforms become too difficult and powerful interests not only
‘capture’ the State for their ends but create subsidiary power centres,
such as tribes, castes and a plethora of interest and pressure groups.
In most soft States, the rich elite also hedge their bets by keeping a
substantial portion of their assets abroad. As for the majority of the
citizens, they are always only a step or two from destitution, such is
the level of dysfunction in these States. Both development and social
justice are obvious casualties of the soft State.

Against this background it would be difficult to imagine what
useful value-adding role the soft State could play in development.
It is worthy of note that some half a century after the ending of
colonialism its legacy remains mixed. On the one side, colonial-
ism continues to haunt the post-colonial world and the soft State
is part of that legacy. This happened as the imposition of an out-
wardly benign colonial administration aimed almost exclusively at
extracting economic rent in the colonies, maximizing revenue col-
lection and maintaining law and order came up against the realities
of traditional cultures dominated by tribal and feudal mores. This
contact resulted in a breakdown of the extant system of rights, obli-
gations and rules, conventions and procedures. Pakistan (as part of
pre-colonial India) was no exception. While the traditional culture
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was by no means development-friendly, it did have the merits of
familiarity and predictability for the people. It is true that peo-
ple already accustomed to being ordered about in the pre-colonial
tribal/feudal system often found their new colonial masters more,
rather than less, amenable in their dealings. But most people also
kept a residue of loyalty for and identity with their pre-colonial mas-
ters. The upshot of this divided system was that for both individuals
and groups self-preservation took precedence over all else. Indeed,
there is wide agreement amongst social experts and behavioural psy-
chologists that in Pakistan today self-preservation is the motive force
that drives people, not grand notions of national goals. Most people
across the social spectrum have learnt how to get away with doing
as little as they can, especially where collective goals are concerned.
There is a sense of resignation not only to official diktat but also to
a pattern of subtle disobedience, and these sentiments have contin-
ued broadly unchanged more than half a century after independence.
As a result, Pakistan functions today without a discernible work ethic
and, whether in the tribal areas, the quasi-feudal rural areas or in
towns and cities, society functions as best as it can on the basis of
a kaleidoscope of constantly shifting alliances, loyalties and identi-
ties. Instead of making themselves more productive, much energy is
wasted by members of the elite in strengthening their position and
bargaining power in these shifting alliances in Pakistan.’

This is not to say that the Pakistani State has never sought to
confront its dysfunctional nature. Both military dictatorships and
elected governments have made attempts to remove at least some
of the impediments that stand in the way of development. But the
critical need to make governance more effective has been lost in
a plethora of largely symbolic initiatives, often clothed in rhetori-
cal language. In order to acquire a veneer of success, the State has
resorted to inducements of various sorts: whether exhortations to
ethnicity, tribe, caste and religious identity; or subsidies, like cheap
electricity for some, loans that are more like grants-in-aid; or a general
freedom to flout laws to some groups, the latter opening up substan-
tial new vistas for maladministration, corruption and straining what
are already weak administrations to begin with. It is hardly surpris-
ing that given the type of social stratification with diffused power
and authority that exists in Pakistan subsidies invariably end up with
the better off. It is striking to note here, for instance, that despite
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frequent attempts to introduce and empower local self-government
in Pakistan stretching back to the 1960s, actual power, that is the abil-
ity to deploy significant resources to meet particular needs, remains
in the hands of narrow elites whether at the centre, in provincial capi-
tals or in districts. It is for this reason that most attempts at reforms to
improve the functioning of the economy that have been carried out
in Pakistan, including land reforms, have been adornments without
any practical significance. Other than breeding cynicism, they have
resulted in no change in the condition of ordinary men and women,
whether intended nominally in the reform attempts or simply pre-
tended to have been accomplished as, in the last few years, Pakistan
has sought to improve its international standing.

Over the years, ordinary people, the supposed beneficiaries of these
reforms, have lapsed into a resigned indifference. This phenomenon
has created a sharp contrast between the interests of the ruling elite
and the continuing inequities in society. As Gunnar Myrdal once
commented about South Asia, the officials who operate the admin-
istration have a vested interest in its preservation, family and social
connections mean so much, collusion between business and official-
dom becomes a natural tendency and the corrupt get a vested interest
in the system (Myrdal 1970) In Pakistan, the State has thus para-
doxically become a major part of the problem of how to push the
objectives of development forward. Far from being a vigorous leader
of the development effort as in East and South-East Asia, the weak
or soft Pakistani State can only provide feeble public services, poorly
designed policies and, increasingly, an idiosyncratic implementation
of its own policy agenda. Indeed, an abiding characteristic of societies
with weak States is that they do not create environments in which
predictable, arm’s length rules can incentivize people to undertake
economic activity beyond that of subsistence or low-level survival.
It is for this reason that Pakistan’s development momentum petered
out some time ago. Rent-seeking has become the only way that the
richer sections of society can protect their interests, and patronage
has become the modus operandi of the State.®

So, what can the State realistically hope to accomplish in a country
like Pakistan? Fundamentally, very little can be hoped under current
arrangements as the Pakistani State has to become an unequivocal
‘developmental’ State like those in East Asia; it is the ruling elite that
have to make that choice. Once the choice is made, the answer lies



Development, Social Justice and the Limits of Public Policy 33

in curbing rent-seeking and returning to the old ‘development from
below’ approach whereby the informal institutions of extended fam-
ily, beradri (network of families) and tribal networks that underpin
the implicit social contract in Pakistan are brought into play and nur-
tured to pursue a collective developmental end. The State has also to
consciously divide its obligations between those that can be centrally
delivered, like raising the required resources and making investments
in large infrastructure projects, and those that can be decentralized
and delivered closer to their recipients, such as education and health.
The real test would have to be the standard of delivery and not bud-
getary allocations. If some leakage of funds through corruption has to
be tolerated in the process then so be it. The process is, incidentally,
both time-intensive and effort-intensive.

In this overall scenario, the critical need and perhaps the only way
is to build on the existing social capital of the country. Social capital
is merely the package of norms, associations and networks that are
based on mutual trust and workability achieved over periods of time.
The poor often rely on their networks to share tasks and minimize
risks. It is these networks that will ultimately improve governance
in a country like Pakistan and introduce a measure of accountability,
not the formal system of civil administration which merely dispenses
patronage. Grandiose schemes of reforms will never succeed until
the people operating them develop a degree of self-interest in their
success. Moreover, given the long residue of disappointments such
success will not come instantly; it will at best be a gradual process,
extending probably over decades, providing incremental improve-
ments until a critical mass of efficacy can be achieved. Learning from
ones mistakes and patience would be at a premium in following
the development from below approach. The real question is whether
Pakistani society and the Pakistani State are willing to undertake such
a task and see it to its end, to discipline the penchant of the elite for
rent-extraction and, instead, increase investment in public goods.

Pakistan’s recent approach to development

As we have seen from the foregoing, the objective of sustainable
development raises many contentious issues that involve trade-offs
between economic growth and social justice (not to ignore more
modern problems concerning the environment) and to what extent
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public policy can, or cannot, realistically attempt to resolve them.
Within the latter, the exact demarcation between the roles of the
public and private sectors becomes another source of contention
especially with the neoliberal preference for a ‘small’ State. These
trade-offs are far from easy, and much rests on how society tends to
view the choices involved. In addition, the process of development
is not linear in nature, and possessing ample natural and financial
resources alone, for example, by being an oil or gas producer, can-
not automatically ‘buy’ development. Experience from outside Asia,
for example, some countries in parts of West Asia, Africa and Latin
America, suggests that possessing an abundance of financial or nat-
ural resources can mitigate the pain of failure in critical areas of
development, for example, failing to invest in human capital through
education; they cannot ensure success. Nigeria is a case in point.
Success in development in recent years, as achieved by the so-
called tiger economies of East and South-East Asia, has been the
outcome of strong policy interventions by the State that have com-
bined the pursuit of economic growth with social justice, the latter
driven by a wide, non-discriminatory provision of public goods by
State authorities, directly through investment in good-quality educa-
tion and infrastructure and indirectly through primary health care,
sanitation and improved maternal and child nutrition. In the eyes
of most students of development, East and South-East Asia are now
portrayed as models for others to follow in combining sustained
development and social justice (whereas countries in Latin America
even when they have achieved high rates of economic growth remain
prey to endemic social instability). Financial resources can make soci-
ety more productive through sensible policies. However, poor policies
and their wayward implementation can result in things going drasti-
cally wrong and instead of making progress societies are faced with
stagnation, demoralization, discontent, violence and even regression.
The recent developments in the Middle East are testimony to this.
Till the early 1980s, Pakistan approach to development, too, had
followed the mixed economy model very similar to the approach
adopted in East and South-East Asia, although the overall work ethic
was almost certainly weaker in Pakistan (as in the rest of South Asia).
Its record of development was satisfactory with successes on the eco-
nomic growth front but remained inadequate elsewhere. From the
1980s, Pakistan, under IME, ADB and World Bank tutelage, accepted
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neoliberal nostrums and prescriptions rather uncritically, and not
only the social sectors but urgent investments in infrastructure were
pushed into the background, leaving the latter to the allegedly mag-
ical capabilities of liberalized, efficient markets driven by private
investors.

One major reason why this happened was that Pakistan’s own
implicit social contract exerted little pressure on the State as a coun-
tervailing force to the private sector in the economy. In East and
South-East Asia in contrast, the implicit social contract enabled the
State to pursue economic growth and provide public goods to the
population. In Pakistan, on the other hand, the lack of a function-
ing, implicit social contract effectively paralysed the State and society
from pursuing a more broad-based model of development especially
over the last two decades or more. In fact, it has enabled a narrow
section of the population to engage in virtually unchecked rent-
seeking, defined as capturing, in whole or in part, the value addition
of others. Influence peddling, deal-making, acquiring access to scarce
assets on the basis of connections are classic examples of rent-seeking,
as are rigged markets, and in the financial sector, exploiting moral
hazard in the economy whereby gains are privatized and losses social-
ized or, indeed, in the running of what are effectively quasi-Ponzi
schemes in banking. It needs to be said that Pakistan is hardly alone
in this, but the growing hold of rent-seeking has created a powerful
self-perpetuating comprador class with a stranglehold on the coun-
try’s meagre resources that is perhaps unique in the developing world.
Moreover, it has created a strong culture of systemic tax evasion and
avoidance leaving the State bereft of the resources needed even for
the minimal provision of public goods.’

In writings on development, Pakistan presents an intriguing if not
baffling case study. Most authors, including foreigners, still tend to
stress the positives by looking, say, at stock market performance or
the successes of individual companies. From that narrow perspective,
even the United Nations and international aid-giving bodies have
been muted in their criticisms of the country’s development record.
However, such views tend to ignore the parlous nature of its inter-
national competitiveness and deteriorating social indicators. A more
balanced view should therefore compel us to look at its manifest
weaknesses and shortcomings. And these have become so serious
now that there remain few grounds for optimism unless a radical
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transformation occurs in the behaviour of the elite. In any case, opti-
mism must be subjected to the harsh light of realism, if not to become
a millstone of perennially dashed hopes and expectations.

There is ample evidence that since the mid-1970s Pakistani soci-
ety has become more atomized, identities narrower, governance has
deteriorated, and violence has become endemic across the country.
During this time, the State has become steadily more disorganized
and very few of its institutions or policy programmes to do with
development can be said to be performing adequately. Instead of
going up, the investment-GDP ratio has remained low by any con-
temporary development standard, and public expenditure on the
social sectors has been despairingly inadequate. In fact, such is the
waywardness of both societal preferences and State policies that
hardly anybody would suggest that Pakistan can be said to be operat-
ing on the basis of a forward-looking, robust socio-political culture
that values and promotes the collective well-being of the people.
Indeed, the country can be described as sitting today on a knife’s edge
with rising levels of violence and a growing inability to tackle long-
term issues such as population growth, rural poverty, enlarging the
tax base, energy shortages, low agricultural yields, soil degradation
and water conservation.

Today, in critical areas of the economy, decision-making has been
captured by tiny coteries of self-interested groups within the elite.
In the process, scarce resources have become prisoners of ever more
extravagant consumption patterns and of massive capital flight by
a tiny minority of the population instead of being used for produc-
tive investment in the economy.® Any idea of the long-term national
interest in the national psyche appears to be either bogus or of purely
rhetorical significance. From the State, financial and administrative
resources are being wilfully wasted on grandiose vanity schemes, such
as six-lane motorways, that make little economic sense for a poor
country like Pakistan. Indeed, it can be argued that Pakistan’s failure
over the last decade or more cannot be attributed to poor governance
or corruption as is customarily alleged by Pakistanis and foreign-
ers alike. It is almost certainly the case that as the implicit social
contract with which it managed its affairs in the first two decades
after independence has withered, the governing elite of Pakistan have
become self-seeking and the economy has become mired in chronic
underachievement.
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The Millennium Development Goals and development
policy options

As stated earlier, during the 1990s it came to be the conventional
wisdom that the mixed economy model of the 1950s and 1960s
in most developing countries was not working well. While most
States were groping in the dark for a new modus operandi, neoliberal
maxims and the globalization mantra of the Washington Consen-
sus created further challenges for the State and for its development
effort. Indeed, for the poorest, conditions became worse as the mar-
ket produced little, if any, trickle-down effect. There were virtually
no new jobs in the private sector or in the privatized public sector.
For those in work, real incomes for the majority were squeezed as the
cost of privatized services went up much faster than incomes, and
job insecurity became widespread. The rich elite meanwhile were able
to convert their privileged access to resources into marketable assets
through the less regulated financial sector, especially the stock mar-
kets. The incidence of inequality increased enormously and polar-
ization between social groups led to a virtual breakdown of law and
order with kidnappings for ransom an everyday phenomenon in the
larger cities.

When the new millennium dawned, there was a somewhat sur-
prising consensus in the global community that the world needed
to wake up to the urgent challenges of poverty and deprivation. The
neglect and growing immiserization of the poor could not last ad
infinitum. For this, countries had to be brought within a framework
of measurable goals and objectives to make development more visi-
ble and capable of being measured beyond the annual comparisons
of GDP growth rates done by various global and regional bodies (the
UNDP Human Development Report being the exception). The United
Nations General Assembly unanimously agreed in 2000 that all coun-
tries, developed and developing, would henceforth work towards the
MDGs (see Table A8 in Appendix). Alongside this commitment, the
United Nations also provided a set of mechanisms that would enable
the global community to find the means to achieve the MDGs. This
was the Conference on Financing for Development in Monterrey,
Mexico, in early 2002 whose aims were reiterated at the World Sum-
mit on Sustainable Development in Johannesburg, South Africa, in
the later part of 2002.
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Today, MDGs and Financing for Development are still works in
progress. The 2015 objectives are likely to have been missed by
many countries, and formalizing the complex development process
into a series of goals and measures is obviously fraught with risks.
At one level, it reduces development to an oversimplified quantitative
exercise whereas Sen's test of enabling people to enhance their capa-
bilities is a richer, more qualitative notion. However, without some
form of quantitative assessment the MDGs get reduced to a largely
pointless exercise in hope, capable of manipulation by those who
might not wish to commit themselves to achieving them in a serious
way. Quantitative benchmarks, however flawed in conception, also
enable progress to be measured at different points in time, allow cor-
rective actions to be put in train, if needed, for laggard countries to
be named and shamed. For once, the Millennium Declaration setting
up the MDGs, put countries like Pakistan on notice. Individual coun-
tries will not only be judged on their own achievements but against
their peers too, in how they have fared in meeting the twin goals of
development and social justice.

It is self-evident that achieving the MDGs needs both financial
resources and higher level of administrative competence, which are
in short supply in the developing countries. Already, the evidence
suggests that Pakistan will fall well short of achieving the initial set
of MDGs by 2015. The reasons are many: shortage of finance is a cru-
cial part of the equation, and deploying it to best effect is another.
However, countries are realizing that the second part of the equation
should be seen both as a running cost and as a capital investment.
For an initial period of years, say 10-15, the resources that will be
needed for reducing poverty and hunger in a substantial way and
delivering significant improvements in the social indicators will cost.
Raising the finance will depend largely, though not exclusively, on
MDG 8 which envisages the development of a global partnership
for development in the form of increased ODA for poverty allevia-
tion, technology transfer and debt relief. But over the medium term
the initial costs incurred will become an investment, not only lifting
millions out of poverty but by so doing making the whole of society
more productive. More market-driven capital flows might then sus-
tain the development effort thereafter as has happened in East and
South-East Asia.
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Notwithstanding the need for a global partnership in the context
of MDG 8, the primary responsibility in this area — and, indeed, in
other areas — nevertheless rests with individual developing countries.
Ideally, they should develop their own strategies tailored to their
own conditions and capabilities and formulate their own policies
for the MDGs. But countries like Pakistan can also learn from others
that have attained middle-income status. As already indicated, many
countries, especially the poorest, simply do not have the resources
to ensure that MDG-related expenditures can be adequately funded.
Such countries will remain dependent on the global community for
generating the required resources for many years. With the global
community passing through fiscally straitened circumstances and
financial resources being fungible how can the world ensure that
external resources are responsibly used and do not end up substitut-
ing for the country’s own efforts. Pakistan does not quite fall in this
category. It needs external help only because its own efforts at taxing
the better off are so abysmal.

The UN Financing for Development offers a useful framework for
countries like Pakistan to follow. As far as domestic resources are
concerned, the ability of most governments to significantly raise
taxes and/or borrowing is severely restricted in the short term. How-
ever, countries like Pakistan need to make a commitment to reform
their taxation systems to (a) prevent outright tax evasion; (b) min-
imize tax avoidance by closing loopholes; and (c) alter the balance
between direct and indirect taxes in favour of the former. Indirect
taxes are regressive in nature, and an overdependence on them could
effectively negate poverty reduction efforts in the country. Using
bank finance as an anti-poverty device is now de rigueur in the
form of microfinance and that, too, should be brought into play.
However, such efforts are likely to have only a marginal impact on
either development or social justice. Indeed, beyond the provision
of employment opportunities which can be done by the private
sector, MDGs are essentially public goods with large positive exter-
nalities, and they should therefore remain the prime responsibility
of the State. Against this broad background, in succeeding chapters
we embark on a quest to understand Pakistan’s historical and cultural
legacy and where it stands on the journey that one day could bring
development with social justice for its people.
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Why Has Pakistan’s Economy
Underperformed?

Performance and issues in the early years

Notwithstanding poor outcomes in the social sectors, what else does
Pakistan’s economic history tell us and what does it tell us in terms
of the reasons for its underperformance? First, let’s go through some
numbers. Taking a long-term view of Pakistan’s economic history
from 1950 to 2010, a period of 60 years, long enough for any bumps
in the road to have been evened out, GDP growth has been around
4 per cent a year and population growth around 2 per cent a year
(between 1990 and 2010 the average growth rate is closer to 3 per
cent). In other words, per capita GDP has roughly trebled from about
$450 in 1950 (at 2010 prices) to about $1350 ($3000 at purchasing
power parity (PPP)) in 2010, while India’s per capita has reached
$1700 ($4200 at PPP) over the same period (Pakistan and India were
one country until 1947) and Sri Lanka’s per capita has reached $3000
($6500 at PPP). Given Pakistan’s initial difficulties, this could be
described as a respectable performance and, indeed, many develop-
ing countries have done worse than this. However, compared to East
and South-East Asia Pakistan’s performance is distinctly unimpres-
sive. Starting at approximately the same level in 1950, Indonesia’s
per capita income had reached $3700 ($5200 at PPP) and Thailand’s
had reached $5800 ($10,000 at PPP), while South Korea’s per capita
income had grown to an extraordinary $24,000 ($33,000 at PPP) over
the same period, the level of a developed economy (see Appendix
for more information on Pakistan’s comparative performance in key
areas).

40
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The immediate and straightforward conclusion one can draw from
these figures is that Pakistan’s economy has merely sputtered along,
especially since the 1990s, without really confronting the underly-
ing challenges of making a durable improvement in the lives of the
people, especially the poorest. Pakistan’s ruling elite appear to have
spent much of their time wasting opportunities in squabbles and
grandstanding, an almost pathological preoccupation with security
and identity issues and never really making development their high-
est priority except during brief interludes in the 1960s and the early
years of the millennium. Within the elite, the country’s decision-
making class, that is, senior bureaucrats and politicians, has never
been able to project an inclusive vision for the country 20 or 25 years
ahead to which the nation as a whole might subscribe. There have
been five-year plans galore, numerous ambitious statements of intent
and brief periods of economic growth in the 1960s, 1980s and in the
early years of the millennium, but neither the plans nor the state-
ments not, indeed, the periods of growth have been able to provide
a secure platform for long-term development, let alone the wider
social improvements that include human development and a dis-
cernible improvement in the quality of life of the poorest people.
Thus, in addition to the persistent neglect of the social sectors there
is little evidence of a concerted or serious effort to make the econ-
omy more productive and more internationally competitive on the
part of successive governments, both political and military. In fact,
with the advent of globalization in the 1990s, the country’s economic
weaknesses have been shown up particularly starkly. It is in such an
atmosphere that rent-seeking and patronage have become virtually
the exclusive modus operandi of the elite.!

Standard growth theory tells us that economies become richer on a
per capita basis when the three factors of production (land, labour
and capital) combine to produce a bigger output than was previ-
ously the case. In everyday parlance, this phenomenon is called
TFP or total factor productivity and the key to enhancing TFP is
investment, that is, current consumption foregone. Investment in
physical infrastructure, such as roads, bridges, energy and ports,
including their regular maintenance, is required to make land more
productive. Likewise, investment in machinery, technology, manage-
ment skills, training and social infrastructure, such as education and
health, is required to make management and labour more productive.
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Investment in institutional development, such as a rules-based eco-
nomic and social environment and a credible decision-making frame-
work that combines a realistic long-term vision with stable short-term
macroeconomic policies, is needed to make capital more productive.
In short, it is improving TFP that drives growth in economies and
generates the resources to make societies more prosperous.

It is true that not every developing country can address all these
areas simultaneously and be successful, but the more genuine and
serious the effort a country can make towards enhancing TFP the
greater are its chances of success, notwithstanding any cultural con-
straints. At a minimum, depending upon the capital-output ratio for
a developing country, an average country needs to invest about 25-30
per cent of its GDP to achieve a growth rate of about 7-8 per cent a
year or per capita growth of 5-6 per cent a year. Some growth will
occur simply by adding units of investment that a growing popula-
tion needs - for example, more food and housing — but sustained,
long-term growth will ultimately come only through improvements
in TFP. It is in this critical area that Pakistan has visibly lagged
behind the economies of East and South-East Asia especially since
1990. By and large, the investment rate in Pakistan has been barely
half the levels routinely reached in East and South-East Asia over
long periods of time, and this has been reflected in low and now
declining TFP.

In 1950, the complexity of development issues and the difficul-
ties involved in fashioning a quasi-optimal framework of policies was
only dimly perceived. It is true that low levels of literacy were rec-
ognized as being an impediment to development, but beyond this
patently self-evident realization, discussion on development issues
was effectively overwhelmed by such everyday matters as budget and
balance of payments deficits. Indeed, in the 1950s and 1960s most
developing countries — and Pakistan was no exception — were almost
wholly preoccupied with the balance of payments, that is, the foreign
exchange constraint on development.”? Not many might remember
today the elaborate restrictions that were in place for the simplest
transactions requiring foreign exchange, the vast gap that existed
between the official and the ‘market’ exchange rates of the rupee
against the US dollar and the ingenuity of Pakistan’s businessmen in
getting round such restrictions through over-invoicing exports and
under-invoicing imports (and thus finding a remarkably efficacious
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mechanism for the far more serious phenomenon of capital flight
that continues to this day). Indeed, with the benefit of hindsight it
is almost certainly the case that patronage, on the part of the gov-
ernment, and rent-seeking, on the part of the business community,
was effectively begun and thereafter facilitated by the severity of the
foreign exchange controls in operation at the time.3

For the first three decades, that is, from 1950 to 1980, by follow-
ing the mixed economy model Pakistan conformed to the pattern of
development that was in vogue over much of East and South-East
Asia (with the exception of China which until the 1978 reforms fol-
lowed a centrally planned, entirely State-directed model) at the time.
Except briefly during the 1950s, the overall approach was mainly
import-substituting. Many analysts believe today that the nation-
alizations undertaken by the Bhutto government of 1971-1977 set
Pakistan’s development back by many years. There is a superficial
allure in this view but like everything else its impact on the econ-
omy has been greatly exaggerated. In the first place, the private sector
in Pakistan had shown little inclination to go beyond the simplest
forms of value addition other than in the textile industry. Indeed,
the textile industry was left alone by the Bhutto government. It is
often forgotten that there was no private sector engineering industry
in the country to speak of and even in sectors like fertilizers, oil refin-
ing and chemicals, apart from FDI (foreign direct investment), the
private sector lacked both capital and technical capacity to invest in
higher value-added manufacturing to make it a more vibrant sector
of the economy. The presence of a strong public sector in manufac-
turing in Pakistan, as was the case in East and South-East Asia, was
hardly going to be the stuff of revolution in Pakistan.

It could be argued that the Bhutto nationalizations were in many
ways a pragmatic necessity. Indeed, had the private sector been even
half aware of the development pattern in the rest of Asia, it might
have been a useful partner for the public sector in the longer-term
growth of manufacturing in the country by creating backward and
forward linkages in more technologically demanding value chains
than spinning and weaving grey cloth. In the second place, more
relevant to long-term growth, overall levels of investment in the
economy (as a ratio of savings or GDP) did not decline; they remained
much the same or were higher in the Bhutto years. GDP growth rates
suffered marginally but tax buoyancy remained intact.
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What can be more plausibly argued, however, is that the Bhutto
government did not support the public sector with a properly
thought-out industrial policy as was being done elsewhere, most
prominently in South Korea and Taiwan (Malaysia, Indonesia and
Thailand followed later) but also in Turkey. Pakistan’s comparative
advantage obviously lay initially in the textile industry, being a cot-
ton grower. But beyond the spinning into yarn of raw cotton and
low-end manufactures like grey cloth, hosiery and simple items of
clothing, what else was the country going to do in the manufactur-
ing sector over the long term? In East and South-East Asia, not only
was there an industrial policy in place but it was being supported
with the needed subsidies, loans and protection, and the economies
were steadily moving into higher value-added sectors like electron-
ics, household durables, steel, ship-building and engineering largely
under State guidance. In addition, these countries were simultaneously
looking to exploit economies of scale, overcoming their inability to
produce capital goods and upgrade domestic manufacturing quality
by moving from low-quality import substitution to high-technology
export promotion. Pakistan has not made that transition to this day.
Indeed, even the textile industry has lost ground internationally espe-
cially in clothing.? The reasons for this failure are simple: rent-seeking
is much easier than value addition, especially when you have to com-
pete globally in the latter activity. The globalization of the world
economy of the last two decades has exposed Pakistan’s weaknesses.
What has been revealed is mediocrity and a lack of ambition on the
part of the country’s business leaders.

Most of all, successive governments and many half-hearted
attempts at reform have simply not been able to address the funda-
mental weakness of the Pakistan’s economy: its resource constraint.
At the very beginning of the development process, the dearth of
resources has to be made up through foreign loans and FDI. There-
after the country must itself generate the bulk of the resources, and
it is the job of the government to create the conditions in which this
becomes possible. On the institutional side, banks and stock mar-
kets are obvious vehicles to this end, but they need to be supported
by a stable macroeconomic and rule-based environment. In Pakistan,
the resource constraint starts with a low propensity to save which is
primarily a cultural trait but also has economic determinants. Regard-
less of how it originates, its effects have been demonstrably harmful.



Why Has Pakistan’s Economy Underperformed? 45

A high propensity to consume deprives the private sector of resources
for investment at an economically reasonable price. It also effectively
deprives the State of resources with which to build infrastructure and
provide public goods to make the economy more productive. Both
the State and the private sector are then either compelled or induced
to over-leverage, with dire consequences for the economy.

Over-leveraging by the State invariably creates a debt trap at
some stage in which debt-servicing begins to grow faster than rev-
enues, budget deficits are monetized and high inflation results.
Over-leveraging by the private sector leads to frequent defaults on
debts and loans, undermines the sanctity of contractual obligations
and results in a steady decline in business ethics as loan defaults
become the norm and the vehicle of choice for making rent-seeking
both possible and acceptable.®* Moreover, high inflation either cre-
ates the delusion of high value addition in the economy or diverts
resources into inflation hedges like property, capital flight and jew-
ellery. We now look at different sectors of the economy in greater
detail to understand how fundamental development issues in these
sectors have been left unaddressed.

Problems of the rural economy

Even by 2010 agriculture remained the backbone of Pakistan’s econ-
omy. It produced more than a fifth of the country’s GDP and provided
employment, both seasonal and non-seasonal, to between 40 and
45 per cent of the population. Approximately two-thirds of export
earnings have their origin in agriculture. Within agriculture, cotton,
sugar cane, wheat and rice account for 75 per cent of the output.
Pakistan is an internationally significant producer of these commodi-
ties being the fourth largest of cotton, fifth largest of sugar cane,
seventh largest of wheat and 14th largest of rice in the world. But in
yields per hectare Pakistan’s position is much less noteworthy: it is in
the bottom quarter of countries. In yields per man it is even worse
lying in the bottom decile of countries producing the same com-
modities. Climate and soil conditions notwithstanding, Pakistan'’s
low productivity indicates a persistent lack of investment by both the
public and private sectors in the rural economy and the absence of
modern methods of farming over much of the country. At the level
of the provincial government, as agriculture is a provincial matter,
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outdated irrigation practices and lack of maintenance of the canal
network mean that as much as 25 per cent of the water is wasted,
while the incidence of unlevelled fields adds to the problem of water
run-offs and topsoil erosion. Farmers lack the means to deal with soil
degradation which adversely impacts yields, and they have few, if
any, proper storage facilities for their crops after harvests. Perhaps a
fifth of the output of the main crops is rendered unusable for these
reasons. Research and Development is rudimentary, and there is mas-
sive rent-seeking in agricultural value chains.® Estimates of the costs
of rent-seeking in agriculture are difficult to find in Pakistan, but
the Indian equivalents of the arthi could be skimming off anything
between 6 and 14 per cent in commissions on sales (The Economist,
27 June 2015).

In addition, the government intervenes in the rural economy
through a variety of support or administered prices. On the average
they have been around 30 per cent below international prices over
the years and their main purpose has been to keep the price of food
low in the country presumably to minimize the likelihood of urban
unrest but also to keep labour costs down in manufacturing. What
this adds up to is a far higher level of rural poverty, of more than
40 per cent of the rural population, than urban poverty, of less than
20 per cent of the urban population. As already mentioned in an ear-
lier chapter, the agricultural sector is also characterized by significant
inequality. Over the country as a whole just 2 per cent of the rural
population owns 45 per cent of the land.” The 2 per cent not only
capture the best extension services but can successfully divert govern-
ment subsidies, say, for fertilizers and insecticides, to themselves and
can perpetuate their hold on access to credit markets and marketing
outlets.

The lack of policy attention to boost agricultural performance over
the years has two distinct causes: one, it indicates the conventional
urban bias that is present in decision-making in most developing
countries; two, it manifests the power over general economic man-
agement exerted by the land-owning rural elite of Pakistan. It is also
in the rural areas of the country that the neglect of the social sectors
shows up most vividly, whether it is school enrolment, access to basic
health facilities, coverage of vaccination programmes or essential san-
itation services. The rural poor in Pakistan suffer from both income
and non-income poverty. One reason for this is that the political
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power of the feudal class in the rural areas has remained essen-
tially intact over more than 60 years even if the average size of its
land-holdings has declined on account of the process of intergenera-
tional inheritance transfers during this period. Attempts at the critical
issue of land reform by different governments have been perfunctory
and half-hearted and have been easily thwarted. It is important to
understand why.

Why is land reform important and why is it so difficult to carry out?
Again, it is the development experience of East and South-East Asia
to which one must turn. Most East and South-East Asian economies
have attempted to follow the example of Japan in their approach
to development after the Second World War. Japan’s development
began in the 1870s with the Meiji Restoration of 1868 which essen-
tially broke up the feudal estates into much smaller farms and gave
the urban middle class a say in decision-making. Although the then
government dispossessed the feudal and quasi-feudal landowners it
showered them with honours, such as membership of the upper
house of parliament, and thus neutralized their opposition to land
reform. But more significantly it gave genuine ownership titles to
small farmers to the holdings that they were allocated. Over 100 mil-
lion transfers of ownership were issued in a period of three years,
an incredible bureaucratic feat, and redistributed land could now
be freely sold and mortgaged. Agricultural taxes were fixed at levels
lower than the rents hitherto charged by the feudal landowners so
that farmers were incentivized to improve their holdings and make
them more productive. The taxes, in turn, were used by the govern-
ment to improve education and the rural infrastructure like irrigation
ditches and rural roads. Even though much of Japan’s soil is vol-
canic, and only 14 per cent is cultivable, these essential changes
nevertheless improved yields steadily and by 1910 Japan had become
comfortably self-sufficient in rice. Self-sufficiency in rice released land
for the production of other crops, such as mulberry leaves, which
enabled Japan to export silk in substantial quantities. Moreover, a
great deal of previously unused land was also brought into cultiva-
tion by clearing and terracing. In just 30 years Japan’s economy was
transformed from a relatively poor agricultural one into a dynamic,
broad-based agro-industrial economy (Studwell 2013).

Similar land reforms were undertaken by China in the 1930s under
the auspices of the Communist Party and by Korea and Taiwan after
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1945. South-East Asia, too, has followed but perhaps more hesitantly
and possibly without the same enthusiasm and efficiency in break-
ing up large landholdings. Indeed, the worst-performing economy in
this region is the Philippines which has not had a land reform at all.
Thailand, on the other hand, gave transferable ownership rights to
small holders of land soon after 1945.% The purpose of the reforms
in China, Korea and Taiwan was essentially to take land from large
landowners and divide it up amongst the rural population into small,
family-run holdings of 2.5 hectares. In Thailand and Malaysia (in the
latter the largest holdings were mostly foreign-owned plantations)
the purpose of the reforms was more to provide security of tenure to
the actual tillers of the land than to break up the power of any feudal
estates that existed.

Backed by government investment in rural credit and extension
services, training and more efficient input and output markets the
results have been a dramatic increase in yields — China, the most
efficient agricultural economy in Asia, has per hectare yields that are
twice those of Pakistan and India in all the main crops (except sugar
cane). The success of the land reforms in these countries has been
nothing short of remarkable. Plots of 2 or 2.5 hectares are tended by
families of 6-7 adults, essentially in a form of labour-intensive market
gardening. What it also reveals is that, contrary to received wisdom
which emphasizes economies of scale, a labour-intensive approach
can be far more effective in improving per acre output yields and, at
one remove, per man yields as well. But without the active support
of the relevant governments in ensuring a level playing field in terms
of access to credit, inputs and markets, these improvements cannot
materialize.

The conclusion is that an egalitarian pattern of agriculture with
the State acting as a neutral arbiter and enabler can deliver remark-
able increases in productivity and higher rural incomes in quite short
periods of time. Simply announcing land reforms and then standing
back and doing nothing is worse than useless.

Countries like Pakistan inherited a pattern of landholding
bequeathed by the British. Some large holdings were simply gifts
from the Mughals to so-called tribal chieftains, a practice that the
British also continued to buy and reward loyalty from their Indian
subjects. Others were long-term tenancies also given by the British
at minimal rents when the system of canal irrigation was developed
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by them in the Punjab around 1910. With no urban middle class
to speak of, political power in provinces like the Punjab was almost
entirely in the hands of the land-owning class both old and new. It is
hardly surprising therefore that no government has been able to carry
out any meaningful land reforms in the country. Governments of all
hues have willy-nilly tended to put their faith in large landholdings.
This has served a political purpose; its economic rationale has been
an afterthought. But the results have been stagnant or even declining
productivity over the years, especially over the last decade, and it is
not difficult to understand why.

When the land-labour ratio deteriorates (the quantity of land
being fixed) large landowners can lease out land at higher rents and
make yet more money by becoming moneylenders at usurious rates
of interest. Farmers, facing rising rents and expensive loans are then
unable to invest in the land that they farm and yields and incomes
stagnate. The landholders who can invest are not incentivized to do
so as they can make more than enough money by extracting high
rents and moneylending. Indeed, the political economy of the lat-
ter function is that any farmer who defaults on his loans can then
expect to lose some of his land which he has offered as security to the
bigger landowner, thus strengthening the vicious circle of poverty,
indebtedness and deprivation. The situation that has arisen, not just
in Pakistan but in large parts of India as well, is that rent-seeking has
thrived at the expense of output maximization and, worse, effectively
kept the rural population locked in debt and poverty.” None of the
conditions of East or South-East Asian style economic transformation
have therefore been met.

Pakistan has now incidentally lifted all limits on the size of land-
holding in the belief that big commercial farms will deliver the pro-
ductivity improvements that the rural economy so urgently needs.
Fortunately not much has happened so far. For in a country with so
much rural poverty this supposedly long-term solution is likely to be
worse than the problem itself: a further increase in rural poverty and
a further drift of the poor to the cities in search of low paying jobs
or simply casual employment. What has not been sufficiently real-
ized by Pakistan’s decision makers is that a developing country with
surplus labour has to maximize production not just within its given
factor endowments but within an acceptable framework of equity,
one in which the use of labour is maximized especially in the rural
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areas. It is as important to stress per capita productivity as it is to
stress per acre productivity. Farm mechanization is important but
its benefits must be weighed against the potential displacement of
labour. Greater efficiency measured as per acre yields cannot be the
sole criterion in such situations. It might therefore be preferable to
promote a greater utilization of labour to achieve higher production
and productivity in Pakistan. This approach has been tried in East and
South-East Asia and has delivered a combination of both efficiency
and equity to an impressive degree. For countries still stuck in quasi-
feudalism the East Asian approach is thus the model to be emulated
not some far-fetched notion of commercial agriculture. But, needless
to add, it will require a radical change in the existing social contract
and a new mindset in society for it to happen.

The industrial sector: Weak and uncompetitive

For the vast majority of developing countries, manufacturing offers
the best route to modernization and an ability to become part of the
global economy. Even if they do not possess any significant natural
resources the processing of food is a natural first step to this end.
Developing new technology, global marketing chains, the develop-
ment of new products and enhanced access to international capital
have been the main elements of the development strategy followed
in East and South-East Asia. Thus far, Pakistan’s record in industrial
development is profoundly unedifying. Pakistan’s industrial sector
accounts for about a quarter (or a third including mining and quarry-
ing which is largely natural gas and some coal) of GDP. This consists
of large and small-scale manufacturing and utilities such as electricity,
gas distribution and water. Manufacturing, in which the textile sector
dominates, accounts for about a fifth of GDP. Within manufacturing,
roughly two-thirds of value added originates in the textile sector. This
sector also predominates in terms of employment (40 per cent of the
manufacturing labour force) and merchandise exports (33 per cent).
Other significant manufacturing sectors are cement, fertilizers, edi-
ble oil, sugar, tobacco, food processing, oil refining and steel. But in
virtually all sectors, value addition is minimal and international com-
petiveness close to non-existent. Small-scale manufacturing, on the
other hand, is more dynamic in fields such as sports goods and has
done well internationally with little or no help from the government.



Why Has Pakistan’s Economy Underperformed? 51

On the utilities side Pakistan has an installed capacity of around
20,000 megawatts in electricity but a combination of mismanage-
ment (specifically a hotchpotch of public and private sector respon-
sibilities in the production and delivery of energy), persistent under-
investment and the absence of a coherent energy policy have meant
chronic shortages of both electricity and gas over the past few years.
These have had an adverse effect on the performance of virtually all
sectors of the economy and compelled enterprises and the more well-
off households to invest in expensive, alternative systems of power
such as small capacity generators that in other countries are used pri-
marily as back-up facilities. No end to the energy quagmire is in sight
as of 2015.1°

Initially, the public sector played a useful, though not decisive,
role in the development of industry in the country through the
PIDC (Pakistan Industrial Development Corporation). While utili-
ties were mostly in the public sector the overwhelming bulk of
manufacturing was in the private sector but the public sector was
involved in more demanding activities like steel, heavy engineering
and machine tools. Today, both manufacturing and utilities suffer
from deep-seated structural problems. Compared to East and South-
East Asia the sector has made only a marginal contribution to the
economy in terms of modernization, innovation, the development
of more complex and higher value-added chains and export compet-
itiveness. Over the years, high rates of tariff protection without the
discipline of an industrial policy have meant that net value added
when compared to border, that is, world, prices has been miniscule
if not negative in many sectors. Added to that, the low quality of
products, lack of standardization and an absence of brand develop-
ment has caused Pakistan’s market share in global output and trade
to stagnate or decline. More perversely, it has created incentives for
the inward smuggling, and now the import, of a wide variety of
goods that has further undermined the viability of domestic manu-
facturing especially in shoes, clothing, household durables and house
wares.

Following the end of the Bhutto government in 1977 a process of
deregulation, liberalization and privatization was begun in industry.
Most of the administrative interventions were done away with, the
import regime rationalized and the rupee made largely convertible
other than on the capital account. Over the two decades from 1980
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to 2000 a total of 166 units were privatized yielding the government
around Rs 500 billion or roughly about $10 billion, equal to about
a year’s worth of tax revenues. In hindsight, neither the liberaliza-
tion of the industrial regime nor the privatization of public sector
enterprises has produced much of an impact on the performance of
the sector in terms of growth in value addition, additional exports or
investment in infrastructure. According to a study by the ADB, only
about a fifth of the privatized enterprises have performed better in
their privatized incarnation than before (ADB 1998). Many reasons
have been adduced for this — political instability following the death
of Zia-ul-Haque, a worsening of the law and order situation and, on
the technical side, an overhasty reduction in the protection given to
domestic industry and the absence of competitive forces in the econ-
omy. A weak, if not crumbling, infrastructure has merely added to
the woes of the sector.

Plausible as these reasons are two other, perhaps more fundamen-
tal, factors probably played a more important role. One, there has
been the absence of an industrial policy in the wake of the privatiza-
tion programme and two, the steady growth of a rent-seeking culture
in society. Pakistan, after 1980 in particular, shied away from fol-
lowing an industrial policy, that is, designating particular industrial
sectors for priority long-term support in the form of tariff protec-
tion, access to credit and subsidized inputs. This has been presumably
based on the neoliberal notion that the State cannot ‘pick winners’
and that the allocation of capital and other resources in industry
should be left to the autonomous decisions of private investors. Far
from picking winners, it is remarkable that neither the government
nor the private owners of the textile industry had even made ten-
tative preparations for the impact that the entry of China into the
WTO and the subsequent ending of the quota regime for the export
of textiles and apparel would have on Pakistan. Since the beginning
of the millennium Pakistan’s industry has lost ground more rapidly
than the developing countries as a whole with its global share of
exports down from 1 per cent in 2000 to 0.5 per cent in 2010 and
in textiles from 8 per cent to 3 per cent.

The insidious phenomenon of rent-seeking that began in the 1950s
had remained broadly in check until the Bhutto government. From
the late 1970s onwards as the public sector began to withdraw from
the economy the Zia-ul-Haque government saw patronage as a means
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for securing its own political survival. Many new investments in
textiles, sugar and cement were made in the 1980s by prominent
business groups who were supportive of Zia-ul-Haque but who had
little or no relevant knowledge or background in the running of such
industries and enterprises in a professional way. Combined with the
easy availability of credit from a politically pliant publicly-owned
banking sector these investments were initially deemed to be success-
ful and raised the GDP growth rate. However, within only a few years
as capacity built up and the domestic market became saturated, mill
closures and idle capacity made their inevitable appearance. Rent-
seeking in the form of loan write-offs provided an easy way out.
Exports were never pursued seriously as competing internationally
was implicitly accepted as being beyond the capacity of Pakistan’s
industrial class and deemed to be far more difficult than selling in
the domestic market.

Again, the example of East and South-East Asia provides a salu-
tary perspective in how to develop an efficient industrial sector.
At the beginning of industrial development the use of subsidies and
tariffs to protect domestic industry is an entirely justified policy
approach. But, if domestic consumers are not going to be merely
exploited in the form of high-priced shoddy goods then the subsi-
dies and tariffs must also deliver measurable technological progress
and international competitiveness in the form of quality, reliabil-
ity, prices and export penetration. Joe Studwell (2013) aptly states
that in order to thrive in the global economy governments must find
mechanisms that force manufacturing entrepreneurs to become glob-
ally competitive and make profits for themselves. Studwell calls this
mechanism ‘export discipline’. Exports, apart from overcoming the
foreign exchange constraint, provide a real test of whether domes-
tic manufacturers are internationally competitive, possess managerial
competence, are utilizing the right technology, producing the right
quality at the right price, are using capital efficiently and are not
being feather-bedded by hapless domestic consumers. Without this
test industrial development degenerates into blatant rent-seeking
with domestic enterprises thriving in rigged markets without having
to prove their worth in the international marketplace. Where export
competitiveness has been absent, domestic investors have also suc-
ceeded in misdirecting capital into property, the surest route to the
creation of asset bubbles with all their negative consequences for the
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stability of the financial sector and of the wider economy in Pakistan
as elsewhere.

This pattern of industrial development with export discipline at
its core had its origins in Japan from where it spread to Korea and
Taiwan, Japan'’s colonies and then to China. In all these economies
there was also a significant bias in favour of companies and enter-
prises owned wholly or partially by the State. However, in Japan
most of the State-owned firms were eventually transferred to private
owners but within strict performance parameters. Japan then refined
its industrial policy over the three decades starting from the mid-
1920s up to the mid-1950s in which the State accepted the need to
promote mergers and the winding up of smaller, weaker firms and
MITI (Ministry of International Trade and Industry) came into being.
MITI operated a strong pro-manufacturing bias with rigorous export
discipline. Export promotion was based upon an exemption of 80 per
cent of export revenues from taxation and the aggressive acquisition
of foreign technology. What Japan did in the 1950s and 1960s was
aped with gusto by Korea and Taiwan in the 1970s and 1980s and by
China in the 1990s."

China’s experience with industrial development, while broadly
similar to that of Japan has, however, also been different in important
respects. In 1949, after the revolution, the Communist Party nation-
alized virtually all agriculture, services and industry. But even before
1949 the Kuomintang nationalists had preferred to give a strategic
role to the public sector in the economy. Under them, industrial
policy was run by the National Resources Commission (NRC) and
even in 1945 almost three quarters of registered firms belonged to
the State, all of which were run by the NRC. After 1949, the NRC was
converted into the State Planning Commission which continued to
implement the plans of the former body. After 1978 and the begin-
ning of the Deng reforms, the Planning Commission became the
National Development and Reform Commission and effectively man-
aged the transformation of China into the economic and exporting
powerhouse that it has subsequently become.

A point worthy of note is that in the whole of East and South-East
Asia the accent on industrial development has not dogmatically fol-
lowed a particular theoretical approach determined by economists,
domestic or foreign. Instead, it has been based upon strong gover-
nance, effective implementation, constant and critical monitoring,
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high-quality decision-making expertise on the part of administra-
tors and a preference for problem-solving skills by teams of multi-
disciplinary experts. In Taiwan this role has been played by engineers
and even in China, to this day, there is an unusually strong role
assigned to bureaucrats with an engineering or science background
in the economic management of the country. In South-East Asia,
in contrast, a bigger role was given to the likes of the World Bank,
ADB and IMF and their pro-free market economic prescriptions but
a spirit of pragmatism strongly embedded in their cultures has nev-
ertheless also prevailed and free market nostrums have never been
accepted as uncritically as in South Asia, especially as in Pakistan in
the 1990s. The crucial variable has been the nature of the relation-
ship between the State and private enterprise. In South-East Asia the
State has used its authority primarily to ensure that the private sector
does what is needed to implement an effective industrial policy while
the State carries out its side of the bargain by investing in infrastruc-
ture, providing protection, access to credit, subsidized inputs where
appropriate and support for capturing foreign markets.

It must be remembered that any industrial development policy is
ultimately a political undertaking. If the State becomes the hand-
maiden of private business interests and allows rent-seeking to run
amok, as it has in Pakistan, it amounts to a failure of the State to carry
out its responsibilities as an umpire and coordinator. The private sec-
tor, especially in developing countries, is primarily incentivized to
make money — the more the better — in the easiest and quickest ways
possible. In Pakistan, esoteric notions like corporate social responsi-
bility are still in their infancy and, where they exist, must be weighed
against widespread tax avoidance and market manipulation.

In order to carry out an industrial policy the State devised a grand
bargain in East and South-East Asia whereby the private sector has
been made to deliver export competitiveness, superb products and
sufficient taxes for the State to carry out its side of the implicit social
contract. The State has consequently been enabled to invest in public
goods and infrastructure to take the process of industrial develop-
ment further and beyond anything that might have been deemed
possible, say, in 1980 or 1990. In the process, rent-seeking has been
reduced to a point where the State can develop, and keep in play,
realistic notions of the national interest without having to pander to
the demands of this or that social group or sector of the economy.
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Resources can be directed to increase the size of the cake rather than
their individual shares. Pakistan developed no such grand bargain.

The growth of financial services

Financial services are the third leg of the development tripod. Finan-
cial services provide the means to pool savings and to use them to
best effect, that is, where the returns are the highest. However, the
latter can often mean investments that do not have long-term sus-
tainability. For such investments, the firm guiding hand of the State
is required. The capital-allocation role of financial services is often
regarded as being of critical importance in promoting the efficient
use of resources in any economy, developing or developed. Tradi-
tional uses of financial services in the context of development have
been the provision of working capital and trade finance, providing
efficient payment mechanisms, both national and international and
facilitating the growth and expansion of well-run enterprises by pro-
viding them with access to public savings in the form of loans/bonds
or equity. In countries that run budget deficits public savings provide
the means to finance the deficits through the issuance and sale of
government securities. Where deficits are monetized - as they have
been in Pakistan - the financial sector recycles the additional liquidity
into the economy. While the size of the official debt market is quite
large the private debt (mudaraba) market remains limited. Other than
in leasing, private debt has not become a major source of private sec-
tor investment financing in Pakistan. Project financing was not a part
of the traditional provision of financial services and governments
set up specialized institutions for this purpose, DFIs (development
finance institutions) such as PICIC (Pakistan Industrial Credit and
Investment Corporation), IDBP (Industrial Development Bank of
Pakistan), ADBP (Agricultural Development Bank of Pakistan), NDFC
(National Development Finance Corporation), ICP (Investment Cor-
poration of Pakistan) and NIT (National Investment Trust) that pro-
vided access to a wide array of financial services to investors related
to project financing, including foreign currency loans. In Pakistan,
other than ZTBL (Zarai Taraqgiatty Bank Limited), the successor to the
ADBP, none now survive. Project financing is the responsibility of the
stock markets where both equity and debt finance is raised. The great-
est weakness of Pakistan’s banking sector has been its preference for
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relationship banking, that is, extending support to known business
groups and individuals often without adequate security and certainly
without a critical understanding of the risks involved. This weakness
has not only magnified the problems of moral hazard but made banks
willing partners in rent-seeking in the economy.

But, a modern financial services sector comes with a significant
price tag. As financial sectors right across the world function with
an implicit State guarantee, this has greatly added to the problem
of moral hazard in the sector. Indeed, in the developed countries
the temptation to merely pursue balance sheet growth, often at the
expense of the needs of the real economy, has incentivized bank
managements to create giant financial institutions that tend to spec-
ulate more in the trading of esoteric securities and instruments and
less on the nitty-gritty of corporate finance, such as short-term work-
ing capital or project finance. In the process they have become less
risk averse. In fact, the implicit guarantee from the State operates
in such a way that financial institutions have been able to priva-
tize gains and socialize losses, an arrangement that applies to no
other sector of the economy. Against this quite bizarre reality, strong
regulation and oversight is therefore needed for this sector. How-
ever, on current evidence the new internationally agreed regulatory
regime, embodied in BIS III, is likely to be significantly diluted by
the time it comes into operation in 2019. Such is the power and
influence of financial capital in today’s world. As far as stock mar-
kets are concerned, given their inherent volatility and proneness to
manipulation, their role in furthering the aims of development is
clearly subject to doubt. Pakistan’s experience bears this out. Despite
a booming stock market over the last 2-3 years, the number of IPOs
has been tiny.

In Pakistan, a fairly conservatively managed financial sector was
nationalized in 1974 by the Bhutto government. At the time this
had little, if any, economic rationale and was almost certainly driven
by political considerations (India had incidentally nationalized its
banks in 1969). Initially, the nationalized banks did provide much
needed, and useful, support to both the public and private sectors
at the longer end of the maturity spectrum. After 1979, the Zia-ul-
Haque government announced its intention to privatize not just the
commercial banks but also the DFIs. But banks provided an extraordi-
narily effective vehicle for dispensing patronage by the government;
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the process therefore did not really get under way until ten years
later, under Nawaz Sharif. In fact, the Nawaz Sharif government also
gave licenses to new banks in the private sector so that, over time,
financial services would become an essentially private sector activity.

As of today, Pakistan’s financial services (i.e. the total of finan-
cial assets, not value added) are equivalent to about 50 per cent of
GDP but account for a healthy chunk of corporate profits. This com-
pares with India at 60 per cent, where they remain largely publicly
owned, but with East and South-East Asia at over 100 per cent where
they are a mix of public and private institutions. Pakistan’s finan-
cial services/GDP ratio is broadly in line with the intermediation
needs of an economy of Pakistan’s size and development. But, even
so financial services remain suppressed and shallow to a large degree.
Suppression means that interest rates on deposits do not provide a
real return (they are below the rate of inflation) so that savers are
in effect subsidizing borrowers; also that a mere 3 per cent of the
population is classified as borrowers. In other words, the financial
system caters to a very limited section of the population with a small
range of services. Furthermore, the cost of services is quite high. This
is reflected in the high spreads between deposit and lending rates,
often in excess of 5 per cent, and as the return on total assets is only
around 2 per cent, the high spreads mean that the overall quality of
banking assets must be poor.'? It is the more creditworthy borrowers
who subsidize the more risky borrowers, the former paying more for
credit than they otherwise would have needed to in a more devel-
oped financial sector where they would have been able to issue their
own debt.

Cross-subsidization is not inherently wrong, but the manner in
which it is done in Pakistan encourages moral hazard as higher-risk
loans can be advanced with minimal scrutiny. Worse, it also encour-
ages a lax banking culture in which borrowers can over-leverage on
a massive scale with virtually no downside risks (loans are gener-
ally regularly rescheduled!® before being eventually written off for
the well-connected). Above all, it puts into question the effectiveness
of monetary policy if the standard instruments of policy implemen-
tation ultimately have such a small impact on the behaviour of
borrowers. The structure of the financial system is, moreover, highly
skewed. More than 50 per cent of banking assets are in the hands of
the five largest banks with the remainder spread over some 36 banks.
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Too many small banks means that economies of scale are difficult to
achieve, such as in the use of IT, and achieving financial deepening
in which banks can provide a wider, more sophisticated range of ser-
vices — for example, catering to the full states of nature in terms of
maturity — also becomes problematic. In fact, most small banks can,
and have, become the financial arms of major business groups thus
aggravating the problem of moral hazard.

What then has been the role of financial services in Pakistan’s
development? As a low-savings society and economy the first job
of financial services is to encourage and enable people to save. How
successful the Pakistan banking sector has been in this regard is diffi-
cult to say. In a low-savings, high-inflation economy most people are
likely to put a high premium on inflation hedges; if these have some
measure of capital gains built into them so much the better. Banks
will argue that they are not wholly independent in the matter of
offering inducements to savers as these are set by the State Bank, the
central bank. Hence, they can only play a marginal role in boosting
savings. But, banks can reduce moral hazard by improving their inter-
nal risk assessment and risk management capabilities on the asset
side of their balance sheets. This might even give them greater free-
dom to offer higher interest rates to savers and thus attract funds that
would otherwise be invested in inflation hedges. The trade-off might
well be lower profitability in the short term but greater stability and
sustainability over the long term.

On the asset side of the balance sheet banks need to do a much
better job of identifying key sectors of Pakistan’s economy that are
likely to grow in the future. As Pakistan does not have an industrial
policy, such a responsibility has not been easy to carry out. A large
part of the banking system’s balance sheet is still locked up in the
textile industry. But, investment in back office functions like for-
eign market intelligence and economic and industrial research might
give banks an ability to go beyond the relationship banking that has
been their forte in Pakistan historically and has indirectly encouraged
rent-seeking in the economy. Such an ability should also enable the
banking sector to play a more socially sensitive role — through cross-
subsidization if need be - in dealing with glaring instances of market
failure, such as the lack of financial support for SMEs and in critically
important areas like low-cost housing where there has been a signal
failure in Pakistan as elsewhere.
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Financial intermediation in a developing country like Pakistan
remains beset with a host of regulatory issues. Whatever the merits
of the BIS models of prudential regulation and of minimum capi-
tal adequacy ratios, strong and effective regulation is ultimately a
political phenomenon. In a country that has become so inured to
rent-seeking and patronage, bank balance sheets can only reflect this
underlying reality. The lack of a strategic perspective on the part of
most banks in Pakistan and somewhat hazy notions of risk man-
agement means that the ability of the banking system to play a
meaningful role in Pakistan’s development is likely to be increas-
ingly constrained in the years ahead. At around the equivalent of
$150 million in capital resources, most of Pakistan’s smaller banks
are hopelessly outgunned, compared to their East and South-East
Asian counterparts. Indeed, they are outgunned even within Pakistan
compared to their larger counterparts. How these constraints are
going to be overcome, where the additional capital resources are
going to be raised, how relationship banking is going to be sub-
sumed within an overall ‘decision-on-merit’ culture are unanswered
questions for the time being. The broad direction and contours of
the journey ahead can be discerned but a more detailed picture
needs a properly funded, ongoing research effort on the part of the
State Bank to determine how financial services can deliver a com-
petitive and relevant package of services for Pakistan’s long-term
development.

Some concluding observations

Pakistan’s underperforming economy has many causes, external and
internal, and understanding them necessitates a degree of candour.
As far as external causes are concerned, there have been adverse
events in the form of oil shocks and the fighting in, and stream
of refugees from, Afghanistan that has gone on from 1979 virtually
without a break. There have also been issues of market access into
the United States and European Union in the past and the fact that
Pakistan’s immediate neighbourhood, that is, SAARC (South Asian
Association for Regional Cooperation), has failed to develop into a
dynamic trading area similar, say, to ASEAN (Association of South-
east Asian Nations). Suffice it here to say that the oil price issue has
affected all oil importing countries and cannot be invoked as having
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had a severe impact specifically on Pakistan. With regard to market
access issues, it would be only fair to say that these have applied
to the textile industry and not to Pakistan’s exports in general, and
many other countries have been similarly affected when the quota
system was in vogue. Indeed, the performance of Pakistan’s textile
exports since the ending of the quota regime has been very poor
so that earlier complaints about market access were almost certainly
misplaced. Other countries diversified their way out of the quota
system; Pakistan did not, or could, not.

In the matter of SAARC, the establishment of free trade zones
requires political will and a willingness to compromise on the part
of all concerned as trade concessions create winners and losers ini-
tially at any rate. However, regional free trade agreements are not a
zero sum game, and Pakistan’s exporters have clearly missed out on
the dynamic benefits of freer trade within the region as SAARC has
made little, if any, progress in that direction. Pakistan cannot really
claim that SAARCs slow development is the exclusive fault of others
(these matters are more fully discussed in a later chapter). It, too, has
shown little interest in this area preferring to continue its political
rivalry with India in the economic arena.

Internally, as has been discussed in Chapter 1, development is the
result of a partnership between the State and the private sector, with
the State providing the institutional framework, incentives and pol-
icy direction and the private sector responding to incentives within
the given institutional framework of rules and policies. Clearly, the
partnership has been less than satisfactory, especially after Pakistan
fell under the spell of neoliberal nostrums in the 1980s and 1990s,
and it is important to understand why. First, take the failures on the
part of the State. The lack of a strategic long-term vision has already
been mentioned. To this might be added weaknesses at the tacti-
cal level as well. For instance, policy instruments like exchange rate
policy, monetary policy and tariffs, to name only three, need to be
consistent vis-a-vis the overriding goal of growth. Instead, Pakistan
has been governed by a succession of IMF programmes designed
always to avert an imminent default on its foreign obligations.'
And this has usually meant reduced public spending with hardly any
countervailing policy emphasis on improving the long-term perfor-
mance of the economy. In fact, IMF programmes have delivered no
structural improvements for the Pakistan’s economy; instead, they
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have progressively weakened the State vis-a-vis the private sector
through privatizations. Another consequence of the IMF programmes
has been that as Pakistan has lurched from crisis to crisis, exchange
rate policy has never explicitly had an export-promotion objective
while the whole structure of import tariffs has been essentially ad
hoc in nature, producing a mishmash of incentives and penalties
for domestic industry with no clear development or growth ratio-
nale. Even lower inflation, the avowed aim of exchange rate policy in
the IMF programmes, has not been achieved except for brief periods
of time.

With regard to a lack of State direction in development, the absence
of an industrial policy in Pakistan has already been alluded to. In the
current political climate in which markets have been made the ulti-
mate arbiters of resource-allocation decisions, industrial policy has
become unpopular, at least at the theoretical level. But, both East and
South-East Asia have used industrial policies in their development,
and over much of the developed world in the past industrial devel-
opment was protected with high tariff walls. In East and South-East
Asia (following Japan’s example) governments created a framework
of incentives (tax breaks, subsidies and preferential access to credit)
for particular industries to thrive. This was based on the notion that
a country’s long-term comparative advantage was a matter of dynam-
ics and could be manipulated over time by the State, for instance, by
mastering modern technology (through leapfrogging) and building
up a skilled workforce through high-quality education (Korea and
Taiwan are examples). The rationale is that just as manufacturers
make a judgement about the future when making new investments,
governments can do so for entire economies. Indeed, governments
can use more than one type of industrial policy and address both
emerging and declining sectors in the economy by encouraging the
former and discouraging the latter through incentives and penalties.
In East and South-East Asia, the power of the so-called invisible hand
of prices and demand has been significantly modified by the visible
hand of the government.

The lack of resources has been a major handicap for Pakistan in
development, and this has only been made worse by wasting lim-
ited resources on vanity projects like motorways and expensive urban
public transport systems leaving very little for investment in far more
important public goods like education, health and sanitation and
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rural roads. The argument is made that too much spending by the
government ‘crowds out’ the private sector, and since the former is
inherently inefficient, it drags down the growth rate. However, an
equally legitimate case can be made that high government spending,
especially on public goods and infrastructure, could have the oppo-
site effect, that is, ‘crowd in’ private investment by providing it with
the benefits of a more educated, more skilled workforce and more
efficient logistics for production and marketing.

In fact, the absence of a skilled, better rewarded workforce has cre-
ated a double jeopardy for Pakistan: (a) the country has found it
impossible to graduate to more complex, higher value-added man-
ufacturing systems that use higher technology and (b) limited the
size of the effective market for many products. Generally speaking,
wage rates in manufacturing are low, being just above the unskilled,
subsistence level, say, in the construction industry, and much of the
workforce, for example in textiles, is on daily wages.

Industry owners claim that investing in higher-level skills is point-
less on account of the low productivity and high levels of labour
turnover in the country. There is of course some truth in this. Equally,
it is the case, that foreign investors operating in Pakistan are able to
pay their workers decent wages, are able to invest in their training,
improve their productivity and reduce turnover. The critical differ-
ence is probably the level of professionalism in the management
of the two sectors of the economy with Pakistani enterprises being
mostly family-run concerns.

Finally, development requires not just a partnership between the
State and the private sector but a symbiotic relationship between the
commodity producing sectors of the economy, that is, agriculture,
industry and financial services. In China, this was called ‘walking on
two legs’ after the 1978 reforms. In Pakistan, the lack of an indus-
trial policy makes such a relationship difficult as financial services
have no clear perception of what lies ahead in terms of Pakistan’s
longer-term development. The opportunities and challenges emanat-
ing from globalization are too complex for a typical bank to grasp and
utilize in building scenarios for its operations in the future. The State
Bank of Pakistan has prepared a medium-term strategic framework,
but this is almost exclusively a financial services-centred view; it does
not take into account how Pakistan’s economy is likely to grow and
evolve, say, over the next decade. What is needed is strong leadership
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on the part of the government - through, say, the Planning Com-
mission — in articulating a vision for the long term; more regular
‘conversations’ between research institutes, the media, representa-
tives of the private sector and civil society organizations as to the
kind of society and country that lies ahead with unchanged policies;
and what needs to be done to change course. This critically impor-
tant task cannot be left to the wildly unrealistic rhetoric of politicians
alone.



3

The Social Sectors in Pakistan:
A Story of Neglect

The social reality in Pakistan

Chapters 1 and 2 have argued that economic growth alone is unlikely
to prove an adequate driver of wider economic development and that
direct investment in the social sectors is needed to make development
more sustainable and more inclusive in the long term. In this chapter,
we look at the social sectors in depth and focus on their neglect. To be
fair to Pakistan, social sector development only really became main-
stream in development in the late 1980s; prior to the 1990s, it was
assumed that growth alone would at least alleviate, if not solve, the
problems of the social sectors and of poverty through its trickle-down
effects. In the late 1970s and early1980s, as poverty issues came to
the forefront in development, the recommended policy actions were
still somewhat ad hoc, and this was true in most developing coun-
tries. Indeed, many countries were characterized by rather excessive
zeal for catchy initiatives like the ‘basic needs approach’. These ini-
tiatives, while well-meaning, were conceptually oversimplified and
impractical in their application, merely suggesting that the respon-
sibility of the State lay in topping up the meagre consumption of
the poor. The more systematic approach to poverty signified by the
MDGs lay some years ahead. Nonetheless enough was now known
about the important role of education and health in improving the
quality of life of the poor and as public goods for the wider popu-
lation to indicate that developing countries needed to both increase
public spending in these sectors and improve their delivery, especially
in the smaller towns and in the rural areas. It was already the case that
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the generation of jobs alone would be sufficient neither to improve
the quality of life of the people nor to drive the process of devel-
opment forward and make it self-sustaining, if the experience of the
more successful developing countries was anything to go by. Hence,
from the late 1980s in Pakistan, too, somewhat greater policy atten-
tion began to be directed towards the social sectors if only in a rather
fitful and perfunctory manner.

Notwithstanding the caveat above, even a casual glance reveals
that the performance of the social sectors in Pakistan under a suc-
cession of governments over the last three decades or more has been
consistently poor and is likely to remain so into the foreseeable
tuture for reasons which will be discussed and elucidated later in
this chapter. For example, Pakistan ranked 146th in the UN Human
Development Index in 2013 compared to India at 136, Indonesia at
121 and Sri Lanka at 92 out of 187 countries. It would be well to
remember that as far as Pakistan is concerned even a broad overview
will suffer from serious data problems. Budgetary allocations for the
social sectors at the federal and provincial levels are known. What is
not known if these allocations are fully utilized or whether any por-
tion of the funds has been diverted to other uses. Also, what is not
known is what happens in terms of outcomes. The lack of reliable
data, especially about outcomes, is indicative of the low priority that
the social sectors have had in Pakistan’s approach to development,
but the lack of data has almost certainly reduced public awareness of
the dire situation prevailing in the country — especially vis-a-vis com-
parator countries in South Asia and elsewhere. Finally, it has severely
limited the development of a coherent strategy for these sectors and
constrained the ability of successive governments to intervene with
effective policies. What we have had is an excess of rhetoric and
grandstanding to which the public has become resigned. It is a story
essentially of systemic neglect.

As highlighted above, historically, Pakistan has been one of the low
spenders on the social sectors. More than four decades after indepen-
dence, total social sector spending was around 2.5 per cent of GDP
compared to an average of 4.5 per cent in the developing countries
(e.g. Indonesia 9 per cent) and 15 per cent in the developed coun-
tries. Some ground was sought to be made up during the period of
the Eighth Five-Year Plan (1993-1998) in which an ambitious Social
Action Programme (SAP) was launched by the first Nawaz Sharif
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government (1990-1993) that involved total spending of some $8 bil-
lion spread over five years of which 50 per cent was to be provided
by foreign donors. However, according to most outside observers the
programme was effectively abandoned with barely 25 per cent of its
constituent programmes begun.! Its lack of success, as well as of any
subsequent spending on the social sectors, can be seen in the fact
that as of the beginning of the current decade Pakistan had one of the
lowest literacy rates in South Asia with marked differences in terms
of both gender and urban and rural areas. Female literacy rates con-
tinued to lag behind male literacy rates by a wide margin, and wide
gender disparities exist in Khyber Pakhtunkhwa and Baluchistan with
women lagging behind in every indicator. Urban areas, especially
in the provinces of the Punjab and Sind, were significantly ahead
of the rest of the country in both male and female literacy rates.
Unfortunately, the same is true for measures like the primary school
enrolment rate. Data for the proportion of pupils starting in grade
1 who go on to reach and complete grade 5 do not exist. However,
it can be safely presumed that dropout rates are very high in pri-
mary schools, especially in the smaller towns and in the rural areas
of the country. Clearly, the situation varies widely across the country
and within the provinces, but even in the best cases what has been
achieved is hardly inspiring.

According to the National Education Census of 2005, there were
roughly 300,000 educational institutions in the country across all
three levels: primary, secondary and tertiary. There were 34 mil-
lion students (64 per cent in the public sector) with 1.4 million
teaching staff of whom just over 50 per cent were in the public sec-
tor. Public sector educational institutions thus had a much worse
teacher—student ratio than those in the private sector. Even more
tellingly, perhaps, there was a massive urban bias in the distribution
of these institutions between the rural and urban areas with the lat-
ter accounting for almost three quarters of the total. Moreover, close
to 80 per cent of educational institutions in the rural areas were and
remain in the public sector, while the opposite is true of the urban
areas (little is known of the exact number of madrassas in the country
or of madrassa-like institutions in the rural areas).?

These rather harsh facts are indicative not only of the gross
imbalance between urban and rural incomes (more people living in
towns and cities can afford to send their children to private sector
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institutions, regardless of their quality, than in the rural areas) and
between rural and urban literacy rates but also of the systemic urban
bias in the disposition of public resources on education. Anyone who
has ever seen the state of physical infrastructure, not just schools,
in the rural areas will hardly be surprised at these findings. Further-
more, schools and other public facilities in the rural areas are often
far away from the nearest cluster of villages (they tend to be located
near main roads) making school attendance a real challenge for the
families living in the rural areas. Other than the distance issue, they
also lack basic facilities like drinking water, toilets and furniture as
well as an adequate number of qualified teachers. Indeed, even in the
Punjab, there are school buildings that have been expropriated by
local landowners for their private use.

Many reasons are given for the crumbling state of education in
the country. First and foremost are inadequate resources. Under the
constitution, education is (mainly) a provincial responsibility. While
provincial governments are given block grants by the federal govern-
ment on a per capita basis, provinces like Khyber Pakhtunkhwa and
Baluchistan — and indeed, all rural areas — start with a huge handi-
cap in terms of their level of development. Older urban areas in the
Punjab and Sind start with a natural advantage and are also less poor
anyway. But even within the limited resources that are committed
to education in the public sector, little attention is paid to outcomes.
For instance, monitoring systems are close to non-existent, so no gov-
ernment or, indeed, any outside observer can tell if any given school
has enough textbooks and adequate monitoring and assessment sys-
tems in place. In this critical component of education, standards of
governance vary enormously within the country. Given that public
sector schools are rightly perceived to be of poor quality, there is now
a huge and understandable demand for private schools, especially in
the urban areas where incomes are somewhat higher and teachers
are easier to recruit. However, at the lower end of the spectrum, it
is unlikely that the private sector is better than the public sector in
delivering reasonable quality at an affordable price anywhere in the
country.

The health sector is no better as the depressing observations
from the United Nations Children’s Fund (UNICEF) about Pakistan
bear out: high numbers of avoidable deaths during pregnancy and
childbirth, widespread prevalence of anaemia in pregnant women
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resulting in low birth weights of newly born children and the high
levels of malnourishment and premature deaths amongst the under-
fives (Evaluation for the Social Sectors in Pakistan, ADB 2005). The
sad reality is that in the wider South Asia only Afghanistan has a
worse record than Pakistan with respect to under-five mortality rates.?
The same embarrassing, if not shameful, underachievement can be
seen in levels of immunization and maternal mortality.

For the majority of people, public health facilities are close to non-
existent with 58 per cent consulting a private sector service provider
when faced with the need to do so. More incredibly this holds true
even in the rural areas. Over the country as a whole, some 18 per
cent never seek treatment at all when ill. World Health Organization
(WHO) data on health expenditure indicate that annual per capita
public expenditure is around $5 (roughly comparable to the rest of
South Asia) but equivalent to only about a fifth or sixth of the level in
South-East Asia. In fact, Pakistan suffers not only from the problems
emanating from a lack of development (prevalence of infectious dis-
eases and nutritional deficiencies) but will now have to face the added
burden of more middle class chronic health problems like obesity,
diabetes and heart disease, a massive burden on its already stretched
public health system.

Two of the principal determinants of health in any developing
country are water quality and sanitation. Here Pakistan claims that
over 90 per cent of the population has access to safe drinking water.
But if a narrower measure is used, that is, access to safe piped water,
the proportion falls to 53 per cent. Access to sanitation was around
54 per cent according to initial UNICEF/WHO estimates (over 90 per
cent in urban areas and 35 per cent in rural areas) but more recent
government figures suggest that coverage is much lower, perhaps
around 40 per cent of the population. Pakistan’s own data show that
there was little or no improvement in the decade prior to the year
2000 with regard to either water quality or sanitation in the coun-
try. A more alarming finding was the growing share of the far more
expensive private provision of water in urban areas. For instance,
although local governments were responsible for 94 per cent of piped
water in the country this was equivalent to only 26 per cent of total
water provision. From these figures it is clear that private water pro-
vision, in slums and other squatter settlements in the larger cities,
has been and remains a huge burden on the urban poor. With respect
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to sanitation, the share of households with no sanitation actually
increased from 37 per cent to 49 per cent between 1993 and 2005,
hardly surprising in view of the lack of investment by the govern-
ment in these services and the unchecked, mushroom-like growth
of informal housing virtually across the length and breadth of the
country.*

The neglect of the social sectors in Pakistan: An
explanation

All countries and all societies possess unique characteristics and traits,
a kind of collective DNA, that predisposes them to do certain things
in certain ways or, for that matter, not to do certain things at all.
Thus, for instance, more homogeneous societies with some degree
of agreement on what constitutes the common good will be aware
of the handicaps they need to overcome to make progress towards
that goal by making development more inclusive but will also find
the resources to do so. As stated in Chapter 1, such societies have a
functioning implicit social contract that provides the framework and
incentives for the ruling elite to act in this fashion. Other societies
riven by ethnic, religious, sectarian and caste rivalries — functioning
without an implicit social contract — will find it much more difficult
to do so.

In Pakistan’s case, failure to address fundamental development
issues appears to be down to a combination of a severe and con-
tinuing resource constraint, the almost complete lack of a common
purpose on which there is general agreement in the country, the
overwhelming presence and constant intrusion of security issues into
national priorities and the increasing ability of the tiny ruling elite,
who have commandeered the country’s decision-making, to advance
and protect their own interests. In the process they have successfully
pre-empted the country’s limited resources for themselves. According
to William Easterly the political economy of countries like Pakistan
explains the systemic underinvestment in the human capital of the
majority (Easterly 2001). This statement explains a great deal of what
has happened in Pakistan and it would be worthwhile to examine
in greater detail how this general thesis explains the ongoing neglect
that the social sectors have suffered in the country over the last two
or three decades.
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As stated in Chapter 2, during the first four decades after indepen-
dence Pakistan’s decision-making was dominated by an alliance of
landowners, serving and former civil servants and an amalgam of
businessmen and armed forces officers. They not only captured the
lion’s share of the resources but, as part of the bargain, also toler-
ated widespread rent-seeking in the economy. Making the country
more productive by investing in infrastructure and public goods was
very low in the elite’s priorities. A peculiar feature of Pakistan'’s social
evolution since independence has been that while society overall
has become increasingly polarized the country actually remains less
unequal than many other comparator countries as measured by the
Gini coefficient (UN ESCAP’s Economic and Social Survey of Asia and the
Pacific, annual, various issues). What is true, however, is that social
divisions between the rich and the poor have, if anything, become
more entrenched. Even many of the not-so-rich seem to have unmis-
takable feudal aspirations, and these attitudes have percolated down
into the lower segments of the middle class. Meanwhile the poor
are resigned to their inferior social status principally on account of
their low educational achievements. Easterly has hypothesized that
it is the skewed distribution of education that is a more important
dimension of inequality than income in Pakistan (Easterly 2001,
Ibid.).

In addition to inequality, Pakistan has suffered from chronic
provincial rivalries that defy any rational explanation. Domination
by the most populous province, the Punjab, in the affairs of the coun-
try has been a running theme of the country’s political discourse
more or less since independence. Sind, Khyber Pakhtunkhwa and
Baluchistan have all had a plethora of complaints against ‘Punjabi
domination’ that have never been properly addressed despite a suc-
cession of constitutional arrangements interspersed by military coups
(three of each). The truth of the matter is that the elite in every one
of the provinces have been happy to perpetuate the neglect of the
social sectors within their sphere of decision-making and have used
the Punjabi domination allegation as a substitute for doing nothing.
It has been argued in political economy writings on development
that elites in developing countries are likely to resist widespread
education because literate citizens, even if they are poor, can some-
times defy their superiors. The 1970 elections in Pakistan are a case
in point.® At the time, it was not education per se that allowed
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this defiance to take place but the extent of the effort made by
the educated middle class to engage with the poor in the political
process.

It has to be conceded also that at the earliest stage of development —
primitive accumulation - education does not generate high returns
and the rich have little or no incentive to tax themselves to provide
public goods for the poor. However, as development proceeds, the
need for a more skilled and healthier workforce becomes critical to
success. But, deeply ingrained attitudes that have allowed the rich to
neglect the poor with some initial justification become progressively
difficult to throw off. Rent-seeking provides the solution whereby it
becomes more important to obtain a bigger share of the existing pie
rather than to seek to increase the size of the pie. A great deal of
research on development has shown that ethnically diverse countries
underinvest in public goods - indeed, this is true even of the more
ethnically diverse cities in a developed country like the United States.
The same research reveals that ethnic diversity is also the cause of
poorly functioning public institutions and low quality government
services.

A massive handicap in highly polarized societies like Pakistan is
that the ruling elite find it difficult to agree on what constitutes a
‘public good’ and what value to put on it. In Pakistan, ethnic, lin-
guistic and sectarian rivalries within the ruling elite have effectively
prevented a consensus from emerging on education, health (bizarrely
even in children’s vaccination programmes) and population plan-
ning. Pakistan’s experience shows that polarized societies cannot put
up an effective fight against rent-seeking and in the process allow
public institutions to become dysfunctional. The increasingly dys-
functional nature of public institutions reinforces the poor quality
of public service delivery and creates a vicious circle of low achieve-
ments in the social sectors like education and health which further
entrenches the ruling elite’s power in society. The upshot is that
Pakistan’s elite from the vantage point of 2015 have squandered
the benefits of a moderately respectable GDP performance in the
country’s first four decades by wilfully neglecting the social sectors.
As Fasterly states ‘Pakistan is an interesting example that growth
alone is not enough for broader development. .. (and) helps us under-
stand that economic growth is not always reliably associated with
social and institutional progress’ (Easterly 2001, Ibid.).
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Pakistan and the Millennium Development Goals

As stated in Chapter 1 the global community agreed the Millennium
Development Goals at the United Nations in the year 2000 to make
a major dent in the problem of poverty and social deprivation in
the developing countries. A number of targets were agreed to be
reached by the year 2015 and these were broken up into eight goals
based on 48 indicators (see Table A.8). Pakistan adopted 37 of these
indicators. After some early progress Pakistan is regrettably on track
only with respect to four indicators. There are many reasons for this
extraordinary failure on the part of Pakistan to make headway on the
social sector front and it is necessary that the situation be seen in its
variegated dimensions.

First, there has undoubtedly been some improvement in the
poverty head count since the mid-1990s, from 30 per cent in 2000
to 22 per cent of the population up to 2009. But leaving aside actual
numbers — as these are nearly always subject to dispute — Pakistan’s
own estimates suggest that within the category of the poor, divided
between the transitory poor, the chronically poor and the extremely
poor, only the chronically poor appear to have declined in number.®
The other two groups of the poor have actually increased. In fact,
in terms of overall magnitudes some 40-45 per cent of the popula-
tion is still clustered round the poverty line. In other words, close
to half the population remains dangerously vulnerable to sudden
shocks. These can come in the form of a major illness in the family,
the loss of a job or higher food and transport costs. Moreover, while
the proportion of the population categorized as poor has declined,
this phenomenon has been accompanied by rising inequality in the
country. In a country where a tiny elite have established a strangle-
hold on its scarce resources this trend betokens further regression on
the social front through the conventional means of a redistribution
of public resources. Thus an already dire situation could easily worsen
in the years ahead.

Second, over the last few years the global financial crisis combined
with large increases in food and energy prices — partially reversed
of late — have exacted a massive toll in Pakistan, as in other devel-
oping countries. In 2007, inflation surged to over 25 per cent and
has remained above or near 10 per cent in subsequent years. At the
same time GDP growth has shrunk and these together have adversely
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affected between 7.5 and 10 per cent of the labour force either
through job losses or lower real incomes. Anecdotal evidence sug-
gests that private sector investment activity has remained flat or has
declined and there is little optimism that the situation will change
for the better in a sustained manner in the near future. As a result,
more children have left school to add to household incomes and
the poorest households are spending a third or more of their meagre
incomes on food. The increasingly poor security situation in the last
six or seven years has been a tremendous strain for Pakistan, affecting
the economy through lost output, low investment levels, weak rev-
enue collection and diversion of substantial resources from urgently
needed infrastructure and social sector spending to security. It has
also strengthened a growing sense of alienation within society from
a larger collective identity. A rough official estimate puts the adverse
impact on the economy alone as being of the order of $70 billion
over the ten years since the beginning of the millennium, a stagger-
ing figure for Pakistan. The costs of alienation in society could be far
more and are likely to be incurred for many years to come in the
future in the form of a fractured polity and society.

To make matters worse, Pakistan has experienced three major natu-
ral disasters over the last ten years. A devastating earthquake in 2005
caused over 70,000 deaths, 200,000 injured and 2 million homeless
with billions of dollars worth of physical damage. More recently,
in 2010 and 2011 Pakistan has been hit by huge floods in two
successive years with a colossal impact on already vulnerable com-
munities in the poorer areas of rural Sind. All three disasters have
eaten into scarce government resources and, despite the generosity
of Pakistan’s own population and the international community, have
increased Pakistan’s domestic debt burden severely. Moreover, the
disasters have stretched Pakistan’s limited administrative capacity to
breaking point thus further adding to the marginalization and alien-
ation of the poor in the country, especially in the flood-affected areas
of Sind.

While these external events have clearly had an adverse impact
on Pakistan’s ability to pursue a more coherent MDG strategy the
country’s own institutional failings have also contributed to the wors-
ening state of affairs. The overall attitude to the MDGs borders on
indifference. Thus, for instance, the MDG secretariat in the Planning
Commission has not been sufficiently empowered to lead a national
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campaign on behalf of the government for the advocacy and achieve-
ment of the MDGs. The provincial governments are worse still. The
lack of political will in this important area of policy can also be seen
in the fact that progress in achieving the Goals has not been made
either a cabinet or parliamentary subject for regular monitoring and
reporting. In addition, as discussed earlier, despite growing evidence
to the contrary, the approach of the government to social issues con-
tinues to be based on the facile assumption that growth will take care
of them.

A further setback came with the 18th amendment to the Con-
stitution in 2010. This amendment transferred responsibility for
education, health and other public services to the provinces from
the Federal government. There is little doubt that of the four
provinces the administrative resources of neither Baluchistan nor
Khyber Pakhtunkhwa are even remotely capable of taking on these
challenges. In view of this change the likelihood of achieving the
MDGs and the Sustainable Development Goals starting in 2015 in
Pakistan will almost certainly recede into the distant future. In the
eyes of outside experts, doubts have also surfaced about the quality
of the data and the seriousness of the monitoring being done with
regard to the MDGs. Other significant handicaps that have become
apparent are the lack of ownership and advocacy in the country,
whether on the part of the Federal and provincial governments or
the media, of the MDGs and of outright and perverse hostility within
certain sections of society to some of the Goals. How and when
these handicaps will be overcome must remain an open question
for Pakistan and contrasts with the commitment shown and progress
made in Bangladesh.

Taking a broad sweep of Pakistan’s history it can be seen that in the
60 years from 1950 to 2010, military and political governments have
shared power for approximately equal lengths of time, around 30
years each. Neither set emerges with much credit as far as social devel-
opment is concerned. Political governments are probably more prone
to encourage rent-seeking than military ones, the latter feigning to
rely more on a display of efficiency in decision-making to legitimize
themselves. However, in practice, military governments, too, have
not been averse to participating in rent-seeking. Their saving grace
is that for brief periods of time politicians can be excluded from the
rents being extracted and some extra resources thereby find their way
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into the social sectors. It is also the case that while each component
of the social sectors has its own unique set of issues leading to persis-
tent underachievement, it is essentially the lack of decentralization
and poor governance that make it unlikely that social sector delivery
can be improved in the near future. Devolving delivery to provincial
governments is only a first step but this might prove insufficient if
not accompanied by serious and sustained efforts to bolster gover-
nance significantly in the social sectors. These matters are more fully
discussed in the last chapters of the book.

The Millennium Development Goals and beyond: What
can be done?

At the United Nations the MDGs were adopted at the beginning
of the millennium as post-second World War development expe-
rience had showed that there was a positive correlation between
life expectancy at birth and levels of child and female nutrition
and economic growth.” In addition, the relationship between years
of schooling and labour productivity was especially clear cut. The
importance of the social sectors had thus become an essential pre-
requisite as far as economic development was concerned both at a
theoretical and at an empirical level. Furthermore, as an internation-
ally agreed development agenda the MDGs brought greater clarity
to its objectives and underlined the shared responsibilities between
governments and domestic agents in the development process. The
MDGs provided an integrated conceptual and operational framework
both for the United Nations at the multilateral level and for govern-
ments at the national level to monitor and gauge their progress in
development. Nonetheless, progress since the MDGs were adopted
has been uneven not just in the world as a whole but within Asia
as well. As of 2010, the poorest performing region in Asia with
respect to the MDGs was South and South-West Asia which includes
Pakistan. In contrast, South-East and East Asia were broadly on track
to achieve, and perhaps even to exceed, the MDGs by 2015. In fact,
they were the best-performing regions in Asia by a wide margin.
Indeed, Vietnam’s progress in South-East Asia with respect to the
MDGs has been nothing short of spectacular.

One of the principal concerns in monitoring the MDGs has been
that they are often presented in the form of national averages. It is
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important to remember that national averages for individual coun-
tries often mask wide disparities in a number of areas. For example,
differences between males and females. This is particularly true of
Pakistan. In addition, it is worth pointing out that women have a bio-
logical advantage that should enable them to live four or five years
longer than men. If the data show otherwise then there is a major
issue either in the design or the delivery of health services in the
country. That, too, is true for Pakistan. Another disparity that is often
masked within a national average is that between urban and rural
areas of the country and Pakistan again scores poorly with poverty
rates ranging from a low of around 10 per cent in urban Sind to a
high of over 40 per cent in rural Baluchistan.

Goal 8 as an international compact in the MDGs means that
progress in the achievement of the MDGs becomes a shared respon-
sibility between the individual country and the international com-
munity. Nonetheless, the primary responsibility rests with individual
countries to have their own strategies for the MDGs suited to their
own conditions, and to formulate effective policies to that end. In an
ideal world, global targets, however valid, should not be imposed on
countries independent of their specific situation and recent history.
The purpose of the MDGs remains primarily to galvanize individ-
ual countries to focus on a set of development indicators as a
way to address the more fundamental issue of poverty, particularly
non-income poverty. In the case of Pakistan and most developing
countries in Asia, the policy format that guided their approach to
development before the MDGs was the PRSPs or Poverty Reduction
Strategy Papers.?

In Pakistan, PRSPs did include some, but not all, the subsidiary
goals that became part of the MDGs. Thus, for instance, while they
covered education and health their coverage of gender issues was
quite weak. In South Asia as a whole, SAARC (South Asian Asso-
ciation for Regional Cooperation) nevertheless committed itself in
2007 to setting out ‘a comprehensive and realistic blueprint for the
next five years in the areas of poverty alleviation, education, health
and the environment...’ to achieve the MDGs by 2015. However,
a preliminary review of progress against this commitment suggests
that in Pakistan practical emphasis has remained on macroeconomic
policies, such as budget deficits and inflation. Although PRSPs were
meant to assess the impact of macroeconomic and other policies on



78 Rentier Capitalism

poverty and on social indicators this has not happened. In fact, there
has been little or no discussion on viable policy choices and trade-
offs with regard to the impact of macroeconomic policies on the poor
and on the social indicators. Other than stray voices emanating from
NGOs officialdom in Pakistan has resolutely avoided getting involved
in the nitty-gritty of the MDGs.

As has been pointed out in this and earlier chapters, the resource
constraint has been a critical handicap for a succession of gov-
ernments in Pakistan in the pursuit of development, especially in
improving the quality of growth. No developing country govern-
ment has the resources to satisfy all the needs of the people and
hard choices in deciding public spending priorities have been, and
remain, fundamentally unavoidable. In addition to their low per
capita incomes most developing countries have tax—-GDP ratios of
15-20 per cent as against 35-40 per cent in the developed coun-
tries. Pakistan currently raises a mere 10 per cent or less of its GDP in
tax. The resource constraint thus cannot be wished away; it restricts
sensible decision-making in a fundamental way. Furthermore, what
remains of the resources raised usually gets captured by the urban
middle class that is much more effective than the poor in furthering
its claims and interests. Yet, the ruling elite in Pakistan have been
successful in pretending that the resource constraint does not exist.
In fact, most people in Pakistan think that the country is rich enough
to afford almost anything.

But resources have not been the only constraint in Pakistan. What
Pakistan has consistently failed to project is a pro-poor public policy
ethos. Public awareness of the problems of poverty, and more partic-
ularly of non-income poverty, remains abysmally low. This has left
the space open for a whole range of eccentric ideas, some of them
bordering on the bizarre, to become commonplace in the country’s
development policies. Ludicrous as it may seem, not just six-lane
motorways but high speed trains can make it into the pages of serious
media outlets in the country. As part of an irrational mindset, NGOs
and philanthropy have been given excessive importance, especially
in education, thus giving the government an excuse to withdraw
from this area leaving the space open to patronage, corruption, rent-
seeking and an almost complete absence of accountability of what
happens to the funds and other resources that the NGOs raise. But the
lack of government interest in the social sectors has simultaneously
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provided justification for conspiracy theories in the minds of many
people to thrive. While NGOs are welcomed they are also treated
with suspicion especially when they are foreign funded. Many people
firmly believe that foreign donors who support the NGOs are pursu-
ing hidden agendas and that foreigners are to blame for the country’s
lamentable state of affairs.

Few would deny that Pakistan and in many other developing
countries the state of public services is profoundly unsatisfactory.
Compared to what is needed, most countries spend only a frac-
tion and without substantially more resources, enhancing delivery is
impossible. Some extra resources can be found by reducing expendi-
ture on general administration and by reducing waste but an increase
in taxation would be inevitable to fund more and better services.
Even if this involves more regressive taxation, or higher government
borrowing, the resultant benefits of improved health and education
outcomes would justify them. In addition, user charges set at afford-
able levels could reduce the financial burden on the government
and perhaps also lessen over-use of the services. But no govern-
ment in Pakistan has ever tried to understand, far less 