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FOREWORD

fises are part of a nation’s hisiory. Peiods of cisis provide
leadership an opportunity to rebuild a sound social and economic ondaer
which can slgar the nation towards a process of recovery and revival;
otharwise the country risks deifing even deapar into a quagmire. It is comimaonty
parcehvad that Pakistan's economic criss is mone gerious than at any other fima
in ther past. Somo argua thal it is & direct consequence of the Ruckear blEsts and
the resulting sanctions in May 1588, Others are of the view that thene i a deep
and fasiening economic malake ciused by problems of govemance which had
to eventually culrminate in a criss, Whatover the contriting causas, Pakistan
taday nat only has severs macroeconcmic imbatances but, at the mico level,
widespread evidence of instiutionsl decay, burgesning liw and order problams.
and ethnic or sectaran strle. As a resull, theve s sedous amsion of the
country's mamentum for fulurs progress.
Pakistan has chosen the path of going back to a IMF/\Waorld Bark program
and has obisined debl rescheduling from the Pars Club, However, this i only

and decide on a stralegy to miigate tha impact ol the crisis and mprove e
quality of e lor the paople.

Social Developmen! in Pakisfan, Anmual Review 1559 deals with the subject
of Sockal Developwnant in Economie Crisiz. Chagler | traces the long-lem and
short-tenm causes of the criss. Chapler 2 analyzes the vanous strategic oplions
availabéa to the country, incheding a path of salf-reliance. 1o achiove sustained
development. Chapler 3 traces the impact of Bach oplion on somd of tha kay
social dimonsions including poverty, unemployment and the SIaIUS of wWornsn
and children,

Glven the prospect of rising poverty, the review examines the adeqiacy ol
different social salely nets in Pakistan. Chapler 4 looks at the Social Action
Pregram and concludes that the program i in jsopardy due 85 growing fscal
consfrainés and needs fo be revitalized through madical natitutionsl retarms,
Chaptar 5 ovakuates & number ol other social safety nels, both of the
govermment and NGOs, Tho analysis indicates that in most cases bath
coverage and targeting efficency ane low, primarily because of lack of financeal
and institutional suppon. The miw conchuaes that at a Bma when poverty and
unemploymant are rising, our instilulenal framewsk & inadequate 1o handls
fha problemn. Both government and chal sociaty at lange will need to lunch 8
concertiad program agamsi poverty i we are to ensure (hat the majgonty of the
pecple do not sadfer inorinately during the structural adjustment process. thiat
e v embarkod Lpon,

This review has boen proparcd as SPDC's humble cortribution to promating
an undevstanding of the links betwesn changes in the macro econemy and the
process of social davelopment. Our Rope s thal this repon will be of intarest to
govermmenl  officials, government organizations, mullitatoral and bilateral
donars and rseanhars, as wall a5 mambers of non-governmant orgamrations,
privale secior and civil society al large — indead to all thosa wiho sharo a
concem about Pakistan's prospects for social development at this difficutt time.

Mowan Qureshi Hafiz A. Posha
Chairman Marageyg Deecios
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stabieshied in 1985, the Social Policy and Development Centre

(SPDC) is & private sector reseanch organization thal serves as a

tocal point for policy-relevant research on social sector develop-
ment. Using a multidisciplinary approach, the centre assisls both public
and privale seclor institutions and non-govemmental organizations to
plan, design, finance, execute and manage social seclor programs in a
cost-elfactnve manner. The resulls of its research are made available o
policy makers, interested groups and the general public o promote
informed discussion and action on vital social secior Issues

SPDC ks independent and non-partisan and cooperales with a wide
range ol organizafions working in relaled ansas, within Pakistan and
infermationally, It delesmines its own pace-setling research agenda within
thé parameters of its mandale and objectves, and mainfains aufonomy,
flexibility and batance betwden msponsive and proactive social secior
research.  Key actnvities include research and policy analysis. social
sector governmen! database suppor: pilol projest moniloring and
evaluation; training of govermment, private sector and non-govemmantal
organizations; and |nformation dissemination through publications,
conlprancas, saminars and workshaops.

The SPDC ovohied from a lour-year process of research and {raining
unded by the Canadian Imemalicnal Developmant Agency (CIDA). The
Canadian Advisory Agency (CAA) prowsdes adviscry senvices and suppaon
to sirengihen the SPOC and help it achieve its mandate. Led by Cowater
Intermational, the CAA i5 a consorium that includes the institute on
Governance and the Univarsity of Westem Cnlario

The SPDC Board of Directors consists of eminent personalilies
selecied lor their commitment to social sector developmant and thelr
beliel that the use of analytical tools in developing pubilic policy s
necessany (0 ansure sustainable socal sector development, It incledes
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Views of a Leading

Social Sector Personality

“Governments pay lip
service lo a welfare state
but without supporting the |°
system and administration |:
needed to support a |
welfare state.” | :

— Dr. Akhtar Hameed Khan
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Views ol a Leading Social Seclor Parsonality

Sucial DEvelapmant in PEsIRIER, 1FRD

r. Akhtar Hamead Khan is a word autharily on self-refance for

social development. A keen sfudent of history, & schofar of

Persian, Arabic and Pali, and a poat in the post-Indian Muting
tradition of Hall and Azad, Dr. Khan began his career with the Indian Cial
Service, After resigning from the Service abou! 50 years ago, he
eslablished the Rural Development Academy ar Cormiia. There he
initiated the Comilla Project which has been a model of rural
development in many counlries. He was a Visiting Professor at Michigan
State University in 1973 where he was awarded an honorary LLD. In
1960 Dr. Khan became fhe director of the Orangl Pliot Praject (OPP]
whose goal was to improve the lof of the migrant Biharis who had settlied
in Orangl. Dr. Khan has been the recipient of marny awards in recogmition
of his work, the awards of the Sitara-e-Pakistan and ihe Hilal-e-Pakisian
in this counlry, and the prestigious Magsaysay Award in the Phillppines.

The low level of social development in Pakistan, Dr. Khan says, & tha
fesult of three major factors. The first is the lack of recognition wilhin
Pakistani society of the interconnections among the social seclors, and
the lack of sympathy among the rulers for the poorer segments of socity,

The total living environment is critical io social develapmant. Or. Khan
says that his work with poor people tells him thal the most important
elements of social development are housing, sanitation, haalth, hyglena,
population wellare, educalion and skill development, Unfortunataly, he
says, this view is noithar understood nor practised by some of the leading
social development poley makers in Pakistan,

The second major factor that hinders social development, Dr Khan
belleves. is that learming is not connected to the development of skils
needed for jobs. This situation is exacerbaled by the lack of new
employment opporiunities coupled with the ever-sxpanding labour force
resulting from the high population growih rate. Or. Khan points out that
this has created a disenchanted segment in the population which has
furnied o cnme.

The third facior contributing to low social development is the
detericrating guality ol governments in Pakistan. EHective and
accountable lecal government units have been replaced by a weak
central govemment, Governmenis pay lip senice 1o a wellare state but
without supporting the system and administration needed 1o suppart a
wellare stale. Moreover, governments have institutionalized cormuplion,



through the MNAMPA programs, and created a culture of tax évasion
Hhrough waak tax administration, a laissez laire affitude towards the
growth of the informal economy and excessive raliance on farsign aid.
Pakistan is faced with & "double defaull® situation, a government that
can't deliver, and a civil society in anarchy. Dr. Khan wams thal “even a
revolution. such as that by Mao and Khamaini, | laar, will not ba able to
raclify this situation, We will confinue fo see a state in anarchy,”

Histary gives us insight inio the reasons for the rse and fall of greal
empirgs and nations, Suvccessiul nations recognize the Imparance of
good governance, which implies transparency and accounability in tha
process ol development and active paricipation by the people. Dr. Khan
says that the Orangl Pilot Project and the Comilla Projoct have banefited
from those lessons from history, as have some NGOs. Mulli- and bi-
lateral donors have also lesamed from these experiments and ane trying
lo replicate the models in their own jurisdictions. Dr. Khan regrls that
successive governmends in Pakistan hava nol leamed from these
expariments in their backyard,

The OPP from tho outset advocaled the philosophy of sell-reliance
raiher than dependence on the hollow promises of politicians and
bursaucrats, Dr. Khan says. This approach was backed by research mig
developing atternative tochnodogies which communities could afford, For
example, OFP's sanitalion program offered a pit latrine a1 & substanial
SHings to housaholds. It also reduced the incidence of such diseases as
typhoid which would cost a family as rmuch as a month's salary with each
incidance. The OPP also showed that using small bore sewers 1o remaove
slagnant waler would both increase propery values and reduce
expenditure on curative health care. The OPP 1ok six monihs 1o build
the first lane sewaer, and in about four years the process of sell-reliance
becama sustainable: today there are enough OPP-traingd artisans and
ekilled workers to install the lane sewers themsolves, without OPP's
involvement.

Alter five yoars' elor, the OPPs credit program achieved simiar
success in inculcating the values of honesty and hard wark. Or Khan
says ihat the OPP Inialty faced considerable opposition because
govemments would promise “Tree lunches™ white the OPP Insisted on
baneliciary contribution. The OPP has, however, been able 1o avercame
this bamer. In fs firs! fve years, there was a loan delault ratio of about

Eerinl Dayeropmenn 18 Faiigien 1080
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_has been done in Bangladesh, by oficials of the Sindh Kalchi Abadis
Authority and by some NGOs in Pakistan. What is needed is the
‘commitment of a small group of officials backed by political will, Planning
olficials should visit the grass root levels to understand and respond to
the hopes and needs of the people, They should adopt afordable
technologies thal work in real lile. They should move away from
dependency and lake on the manile of sell relance.

Views of a Leading Socinl Sector Personality

Bacial Davelspmant in Pabisian, 1580







THE ECONOMY
IN CRISIS l

“The nation is facing a
multifaceted dilemma
Jollowing the nuclear blasts in
May 1998 and subsequent
imposition of sanctions.”




CHAPTER 1

Social Bavalapmeni in Pasisian, 1RED

Poditical instability i one
af tiwe fundamental cunses
af poor governance dnd
wvk poditicel comtserizi
i e oty

THE ECONOMY IN CRISIS

B BACKGROUND B |

crisa-s ara a common and integral component of progression in a
nation's histary. It is how that nation deals with its crises that is the
issue, s leaders can seize the chance to modify and rebuild a sound
spcial and economic order which steers the nation onlo a morg lasting
path of progress. Or they can fritter away the oppontunity and allow the
countiy 1o sink into & quagmire.

Mationalists and optimists label the current siluation in Pakistan nol a
crizis but an indicator of resilience and a demensiration of the abiity o
surmount difficulties. Pakistan's currency did not collapse, nor were them
fiots in the sireats after the imposition of sanctions in May 1998. These are
seen as sufficient prool of the country’s reslience. It is argued that the
leadars nead to exploit this resiiance for the benefit of the populace at lange.

Al the olher extreme, the conssrvatives highlight the currant sifuation
as the worst erisis since the dismemberment of the country in 1871. Thera
is agreamant that it Is. indeed. of economic nature, bul there is less
agreament on whether it is a short-1arm problem of balance of payments
liquidity o a longar-term problem of structure. Some see its roats in the
poor govemance, peliticization of the econamy and institulional decay
since the 1870s.

Political instability is one of the fundamental causes of poor
govenance and weak poliical consensus in the counlry. Mascent
democracy, dependent on coalition govemments and attendant political
manoeuvening, has encouraged rent-seeking and has bred inefficiencies
i the system. The shor-term perspective is manifest in the loss of
soversignty in economic decision making since 1986

However, recent official announcements imply that the crisis was
precipitated by the infemational sanctions in May 1898, Thesa have
disappeared now with the révival of the Enhanced Struciural Adjustment
Facllity/Extended Fund Facility (ESAF/EFF) by the IMF and the
rescheduling of debis by the Pars Club. Given the return 1o nomal
external transactions, it is argued that the economy can resume the path
to recovery and growth which was interruplad lampararity by the sanclions.

In this intreductory chapier, we outling the major structural problems
which aMect the social and economic fabric of the country. Our objective
is nol 1o ideniily scapegoats but to present an impariial perspactive of the
multidimensional nature of the ddemma thal confronts Pakistan on the ave
of tha 2131 cenlury

Politics and Governance

The quality, nature and implementation of policy decisions (economic,
social and political) in any country are an outcome of the political system




lorw and ceder problams, sirfoes ane aken aa part of ke,

ﬂm. Slrm its inception and specifically aftar 1971, Pakistan has
i paﬁoﬁu of both democratically electod governments and

zation of the economy: 1971-1977

sconomic aganda batween 1971 and 1977 was guided by the politico-
ideology of the Pakistan Peoples” Party of Mr. Z. A Bhutio,
g inequalties in distribution of income and wealth was the
t theme. This led to large-scale nationalization of private assets in
trade and finance, planting the seeds for fulure economic crises.
of confidance resulting from this policy, as well as expansion of the
ﬂhp&hmln aconomic activity, drastically alfected private
imant. Political ‘lending’ and/or political ‘appoiniments’ in
alized banking, in large cement, ferilizer, sugar and steel
lacturing establishments and In export trading corporations led to
s of profitability and efficiency in these sectors.

Law and order and constitutional crises: 1977-1888

The macroeconomic palicies during tho peried of military rule from 1877
hma werg primarily aimed afl reversing the policy af nationalization and
reducing public sector involvement in the economy. The Afghan crisis
o be a mixed blessing. In the short to medium term, 1 ensured
support — political, military and financial — for the miltary
WIWWWIEMMHNWE{ in the long run,
institutionalized connivance with feakages in the cross-border arms
supply route 1o the Mujahideen pemmanently sowed the seads of a
breakdown in law and order within the country,

CHAPTER 1

Social Develapment in Pasistan, 198



Betigl Desslapment in Pakipian, 1998

CHAPTER 1

The recinrren? erafdion af
cowtsfAuitorel erlses in
thve Iy ix paartly
arteifuntabfe to M
comrstituton]
arberadmnents intnodced
by tise oeifitary regione of
General Lierd-diag

In an alort a1 acquinng legtimacy, the miltary regime promoted a
veritable consumption boom. This was faciitated by the rapid growih of
resmittances from the Middie East and sofi fiscal and monetary polcies.
Mumarous tax breaks were given to buy the loyalty of dilferent groups. On
top of this, the regime increased defence spending to such an extent that
fiseal deficits topped 10% of the GOP. Public det ballooned, rising from
less than 40% of the GDP to over 80% duning the 1980s, The debt trap
that the country finds itself in today owes its erigin to that decade.

The recurrent erupfion of constifutional crises in the 19905 is partly
atlributable to the constitutional amendments introduced by the military
regime of General Zia-ul-Hag. Specifically the infamous Eighth
Amendment in the revived pariamentary system under the 1973
Constitution gave the President greater powers, including the power 1o
remove the Prime Minster and dissolve the National Assembly.

The decade of musical chairs: 1988 onwards
Military rule ended in 1988. The electons were won by the PPP, led by
Ms. Benazir Bhutto. Since 1988, Pakistan's decade of democracy has
been marked by four popularly elected governments (two each of PPP
and PML{M)) and three inlerim govemments. How has the decade of
demacracy contribuled to the present crisis? Did the ‘class” background of
glected ropresentatives mmpede the relorm agenda ol each elected
government? Or, on a more positive nole, has democracy helpad o
strengthan the institutions of the judiciary and a free prass?

Many consider that the shortened survival of sach of the popularly
glacied governmenis has cenlributed to the current crisis in Pakistan. In




decade, each remained in office on average between lwo and &
3 and a hall years, far short of thelr constitutionally allotied
yilrs, Thesa abbreviated periods of office affecied political
ment to long-term (institulional, social and economic) reform.
was an fl-defined and faltering agenda throughout those

A key Indicator of this is the process of institutional decay in
ian (see box 1A). Capacity for good governance has booen further
d by bouls of breakdown in law and ordaer, ethnic clashes and

ic management and institutions

siability of popularly elected governments and state caplured by
interest groups are, howevor, not tha only factors respansinle for
g5 of confidence in each successive govermment. The current
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CATORS OF INSTITUTIONAL DECAY IN PAKISTAN
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pradicament is also a reflection of the quality of economic managemant
that has provailed in the couniry in the last decade. In the medium un,
any economic analysis of factors leading fo the present situation cannal
b divarced from the design, implemantation and impact of vadous Warkd
BankAntermational Monetary Fund (WEB/AKMF) struclural and siabilization
programs emered into by tha government since 1988

A section of the inlelligentsia would argue thal aftar signing the first
ESAF in 1288, we efectivaly gave away to donors and multiatersl
agencies whalever liile sovereignty we had in economic decision
making. Therafore, tha question of quality of sconomic decision making
is ol htte relevance, while that of implementing the WEB/AMF ug&nch
becomes paramount. As our subseguent analysis indicates, the
government policy makers thrice aftempled to steer the economy away
from the dikiat of the muliilaleral agencies, The fact is that the las
decade's economic performance and management are the result both of
soversign economic decision making and tha implemantation of the
WEIMF agenda.

In assessing |he economic performance of the last decade, a
convenient staring poin? is 1988, the year of the first formal Structuml
Adjustment Lending (SAL} from the World Bank and the IMF. During this
time, most WB/IMF structural lending programs 1o vanous couniries,
including Pakistan, had two sels of economic targets. Stabilization, o
demand management largels, was ihe goal for shor fo medium feam.
Structural adjustiments wera the largets for the medium to long run.
Tables 1.1 and 1.2 ilustrate the decadadong pedormance of indicators
post- and pre-19885,

In Pakistan, the primary focus of the IMF-sponsored stabilization
pragrams has been to lower the budget and current account dehcits. In
contrast, in Latin American countries the goal of these programs in the

TABLE 1.1

PERFORMANCE OF STABILIZATION INDICATORS

Fate of Infazkan T 10.7
Budigal Dalicil (% of GDF) A 6.7
Curmart Account Deficd (% of GDP) 45 55
Tolad Revenue as % of GOP 168 174
Pubiic Expandiliss as %% of GOP M5 I 244
Export of Goods as % of GOP 1687 182
Impon ol Goods as % of GOP 1T 178
Girowth Aate in Export of Goods {USS) 15 78
Growi Rate in Impont ol Goods [LESS) ah a7
Depreciation of Romenal Exchange Rl (1] @
Oeorth Aate in Maney Supply (M2) 136 158
Hormninal Intenes! Aate on Deposits a0 6.2

* TBAR-AE T TG
Sources: Economer Sunvayi. Findesos Devmson, Oovintemasnt o Pakistas




PERFORMANCE OF STRUCTURAL INDICATORS

GOP Growth Rate 64 45
 wAgricutiur a0 16
o Masulachuning Ba 50
» Other Sectors 7.3 48
Gegath in Inchos of Agicudtsiral Protucticn 4.5 20
Gzt in Total Cropped Arsa 1.2 05
GROWTH RATE OF YIELDS PER HECTARE
® Wheat 23 20
 Fice 0.3 a0
= Sugarcans 1.5 20
» Coton 8.1 0.3
Domastc Snang (. of GOP| B.2 134
Proanta bvostmsnt (% of GOP) 7a a1
Cisernth i Fovesgn Direct Irvestment (LSS mallion) 18.1 125
Gt in Total Dokt Servicing 218 10,4
Tetal Dt Senicing ot % of GDP 4.1 7.1
Corcmimtion Raso of Expons 0 Group A Counires A 433
Concameaton At of Exponta to Group B Cournes BE 140
‘Bhare of Cotion + Cotton-based Producss In Total Exports 403 56.9
_Ghatw of Oher Expidts® in Total Expons 0.3 T8
* TS b 1SAS-EE
* Eathading Colon + Cotion based peoducts, Fice. Fist Carpats ard Leathar.
GROUP Az LISA, Jspan, U, Genmary, Italy and Frenca
GROUP B: Matrysis, b= thay P Theland, & Keroa, Singapon and Hong Kong,
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1970s and 1980s was to flight hyperinflation {see box 1B). The twin
daficits in Pakistan were to be lowered by the removal of price distortions
and by making struclural changes in almost il the sectors of e
economy, For example, the budget deficit was to be reduced by reducing
and swilching publc expanditures and broadening the tax base, Table 1.1
comparas the post-1368 decade average parormance with the pra-1984
decade. Alter 1988, Pakistan's economy podormed poordy in all the
stabilization indicators except for a nominal reduction of the budge! deficit
and a slight increase in total revenues and share of axpoarts in the GDP
In contrast, many other indicators showed delanoration. A\raraga inflation
Im the 1990s stood al close to 11% against 8% in the 1980s. Tha current
account deficit, on average, rose by a full percantage paint in the current
decade from the 1080s.

Table 1.2 compares the economy's structural performance during the
posi- and pre-1988 decades, One observes significant improvement in
the share of domestic savings in the GDP, a nominal rise in the share of
private investment in the GDP and slower growih of total debt servicing.
In agriculture, the growth rates of rice and sugarcane yields per hectare
are higher in the post-1988 decade. The rest of the indicalors show either
a nominal or significant decline. On average, GDP growth fell by
approdimately two percenlage poinls, due primarily 1o a fall in
manufacturing growth from 9% in the 19808 10 5% in tha 19905, From an
poonamic perspeclive, the explanation of the present crisis Bes in the



ce of these indicators during the 1990s. Critics argua that
ériormance of each Individual indicator (see fables 1.1 and 1.2}
~an explicit verdict on the economic management and faulty
of the WEB/IMF programs, Proponents of sound economic
e and meaningful implemeantation would argue that in the
ca of & counterfaciual scenarnio (i.e., how the indicalors would have
d in the absence of structural adjustment) the causality remains

1B
AL EXPERIENCE: LESSONS FOR PAKISTAN
medsage el deloyed implemontation 8 consieten — aned

igh ol WRIMF strictunl susiairable. in bghl of
ca ol such [HEEATE i rRich th intestfemparal
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Mt In @ closed econamy, In By thil QoVSITITESNT —
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Implementing SAL/ESAF/EFF programs: an objective assessment

Considerable literature tells us why the WBIAMF programs of the oulgoing
decade fell short of their tangets. These shortfalls can be broadly classified
iAo “Six SE":

L]

Lack of politcal consensus’ strong govemnmen! with a political
commitment 1o relorm is a basic precondition for successhul policy
reform. N must have the credibiity and ability to withstand opposition
baoth from government functionanes and vested interest groups. This
precondition generally did not exist in Pakistan, except for the present
PML government which has a sweeping mandate. Apparently in this
country, a strong govemmeant is a necessany condition but not a sufficient
one o ensura meaninglul reforms. This s demonstrated by the
reluctance ol the presont govemnment o undertake widae-ranging and
deep struclural reforms in it first two years of existence. It has not
axtended the tax net (especially the general sales fax and the
agricultural income tax) and has not downsized govemment.
fncomplete and sefechive implementation: Plecemeal and slow
imptementation of reform can infict heavy costs on the economy. For
example, in early 1997, fax rates were cul jo promole 3 supply-side
response but the lax base was nol broadened nor was the tax
adminisiration strengihened. This has led lo a haemorhaging of revenues.
Backshiging of reforms process: Relorm in the last decade in Fakistan
has moved one step forward and two steps back. Slippages abound in
the promised economic measures and nstitlutional reforms ovar ihe Last
decade, This sends confusing signals to domestic and forekgn imaesions
and IFls, serously undermining the credibility of the process.

Delective design and sequencing of reforms; Can the IMFWE be
absotved Irom huring Paksian imo 1he present crisis? The critics point
1o weak design and faulty sequencing of thelr programs, which are
mastly insensitive to the social and political realities of a country and th
capacity for implementing reforms. For example, neary 40% of the
economy is undocumantad due to corupltion and poor governance, and
the financial sector is saddied with excessive bad bans and poor lendng
practices. Sowhere is the wisdom in opaning up lonakgn capital accounis
before the budget deficls are reduced. trade is Bberakeed and healthy
foresgn exchanga reserves are achieved? This uniorunate sequencing
took a heavy toll on govemment's credibility in May 1898 when FCAs
weng frozen and capital controls had to be re<dmposed. Similarty, the
baliponing of debt servicing is partly a consequence of switchéng o
market-based interest rates and financial sector reforms in the absence
of prior fiscal deficit reduction.

Emphasis an numencal fargels verses insifulional reforms. IMFWE's
precccupation with quantitative fargets for macroeconomic stabilization
at the cost of real policy and organizational reforms is often criticized. it
ancourages govermnments to indulge in creative accounting and dvins
its attention from lackling real instiutonal reform.

Faliticized fending: In spite of a favourable assessment by tha IMF
mission in April 1998, lending under the ESAF agreamont was
discontinued following the nuclear blasis. This vindicales the cnlics’
longtime claim that loans by the mulilaterals sarve thea geopolitical
aims of the G-7 countres which can overnde the economic agenda.
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1 INTHE MAKING

Tlm.gn its economic managers, gavernment has failed to make tough
decisions either on ils own of in credible implementation of the
varous WB/MF/SAL programs over the last decade. The cosis o the
ecanomy in terms of worsening indicators have been highlighted in
iahies 1.1 and 1.2. The basic quastion is, why is Pakistan's economy so

£rss prone’?

Debt Trap or ‘Death’ Trap

In the last 20 years, Pakistan has been quietly bullding up its debl
[miernal and extemnal) liabiities to a point that now they are essentially
unsarviceabls and unsustainable. Such a rapid buildup has seriously
undermined the effectveness of monetary, fiscal and axchange rale
policy (see box 1C). Debt servicing has pre-empted a large part of slow-
gowing revenues. thoraby amesting the increase of development

WHY HAS THE PUBLIC DEBT-TO-GDP RATIO
INCREASED IN PAKISTAN?

i
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expendilure needed for long-lerm growth. In the last (hree years,
constrained by budgel deficil targets of SAL programs on one hand and
rising debt servicing expendilure on the other, policy makars had e
fiscal space even 10 increase development axpendilurés COmMEansurate
with inflatian.

Market-based inferest rates under the financial seclor reforms did not
deter the government from linancing its debl servicing obligations: throuwgh
bank and ron-bank borrowing, thus accumulating debt stock and fueling
high inferest rates. Servicing of loreign debt continues 1o &al a greatat
portion of export eamings and reduce the nel inflow of foreign assistancs.
The managed floating exchange rale policy and capital account
liberalization finally fell victim to ever-rising foreign debt servicing in May
1998 when capital controls had to be reintroduced and 8 duzal exchangs
rale regime was pul in place.

Table 1.3 presenis various dimansicns of the debl profile during pre-
1868, post-1988 periods and ihe last lour years, Growth rate in domastic
debt and its servicing obligations slowed down after 1988 compared o the
pravious decade. In confrast, the growth in exienal debl {public long-term
debl) and commercial debd in rupees (short-tesm debt borrowed in the
intermational capial markels on commercial ferms) accelerated in the
18908 compared to the pre-1888 level. As a ratio io GDP, the two external
indicators show a visible worsening while the domestic debl shows a
dramatic deterioration. In spite of slower growth during the SAL period,
tha poor ratios are more a reflection of smaller growih in GDP duning the
poet-1988 period

To achieve kong-run sustainabiity, a basic rule of thumb is that the
growth in debl senicing must be equal fo. or lower than, the growth in
GDP. In the case of Pakistan, wide divergence betwean the two rates in
the last twe decades has eventually thrown the economy into a debi irap
Dur capacity to sorvice foreign debts is swifily eroding. We are having o
rely on shor-term bomowing to close the current account gap and senvice

TABLE 1.3

PROFILE OF DEBT INDICATORS (%)

Garwihi Alabe in Domestic Debt 210 148 128
Growih Rlate in Extemal Dbt (US§) 62 63 4.8
Growih Rabe in Exiernal Debt (R} 145 185 162
Girowih At n Comemencial Debt 213 283 ma
Girowth Fate in Domestic Debd Senicng 303 242 208
Growth Aate in Foreign Debt Seracng (LSS ar BT [ ¥
Domesiic Debl as % of GOP 301 44.0 428
Forsign Dabi as % ol GOP 04 434 448
Commercinl Debt ss % of GOP 23 a = frigd
Fonsgn Debil Senvicing as " of Exports - - AT 582

Soisices: Arnuanl Hopons: S Bank of Paamtan
IEHE-aT

[l ol ichucks sensceg Of exlermal §50- e kbans
1anE-0 o 1EH-GT
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our long-term obligations. All these factors indicate that the crisis s nod
just a short-lerm liquidity crsis but one of a more strectural nature arising
from an unsustainably large current account deficit due primarily 1o a lack
ol growth in exporis. Foreign bormowing, capital confrols and rescheduling
an only provide femporary respife. For permanent enhancement in
external debl repayment capacity. oxporl growlh is of fundamental
impaance.

Side-Stepping Globalization: Limping Manufacturing
Sector Export Growth

Globalization will continue 1o present a serous challenge to the privale as
well as the public sector in Pakistan, Unforunately both entities are ill-
prepared to mesat that challenge. In dollar terms, growth in exports of
goods fell 1o T in the 1830s against 10% in the 1980s. Simiary, the
growth in manufacturing tumbled from an average of nearly &% 1o 5%.
This perdormance is in spite of a nominal increase of two percentage
paoints in the average share of overall private investment in GOP in the las!
decade. Why are the policies and magic of liberalization not working 1o
revive the economy?

Many studies, including 1he ones on Pakistan, lorewamed as early as
1843 that manulacturing, specifically large-scale activity, nunured behind
high taritts will suffor with liberalization and reduction in tants. The
siowdown of the last four years (with the exception of 1597-38) showld,
therefore, mol come as @ surprise. The private sector particularly
manufactunng, is still not prepared to adjust 1o the new markel-Dased
input and ocutput price structure. The agraran (catlon, sugar, lobacco,
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ferilizer), impor-substituting (consumer goods). and inward-looking
structure (cement, electrical equipment) of the manufacturing sector
magnifies the adverse elfects of globakzation,

Is the public sector also equally responsible for the curment slowdown
in the real economy? With globalization did it provide a pro-active base or
act as catalys! 1o facilitate the transition of the manufacturing sector from
domestic 1o intemational supphiers? Fiscal policy once again failed. On the
ona hand, it did not synchronize with the ‘spint’ of intended reforms 1o
provide cost advaniages 10 our industry early in the reform process, On
the other hand, it id not sustain a level of demand for domestically
manufactured investmenl goods through larger allocations 1o
devalopment programs.

Table 1.2 shows thal our altempls al commodity diversification o
exports did not succeed. although geographic diversification of expors
metl with partial success, Growth in expons is mired in a fluctuating
external macro envirenment, non-larilf barriers (i.e., child labour,
envirenment and salety standards by the developed word and growing
hegemany of WTO), Added to this are our own supply consiraints and
apathy 1o genuine quality control systems, Is the management of the
axchange rate pelicy o be blamed also for slow growth in expors and
consgquently the shor-run BOP liqusdity crisis? On the one hand,
exporters and believers in the efficacy of price mechanism regard the
exchange rate adjusiment in the las1 decade as untimely and inadequate.
On the other hand, instituticnalists would argue that exchange rale
adjustment was oo frequent, unwarranied and dictated by mullilateral
agencies. Our supply of exports is basically inelastic (o the exchange rale
movements. The impact was to raise the cost of inputs and thus rander
our exporis even less compelitive.

Empirically, the evidence during the post-1988 era is in favour of the
institutionalist hypothesis, The average growih rate in exports was 7% in
comparison to an average depreciation of 9% In the exchange rate (seo
table 1.1), However, rupese depreciation in fine with the average inflation
rate of 11% strengthens the obsaervation that the exchange rate policy of
‘crawling,’ per se, mainfained a fairly stable real exchange rate through
the greater parl ol this decads, allhough with lags. Since 1987,
expeciations of impending devaluations and the inability 1o service
accumulated short-term external labilities bocame a challenge for
ordarly exchange rale managemeni. This led o the springing of the dabt
frap in May 1598,

Leaking Banking Sector: Is it the Cause or the Effect of
the Crisis in the Making?

Can ong implicate the financial sector, like the industrial seclor and
exports, in this crisis? Since the release of the figure of Rs.90 billion as
the lpan default of the private seclor by the interim govemment of Mr.
Moeen Qureshi in 1893, many regard it as one of the elemeants in
moving the country toward cnsis. Naticnalized banks since the 1870s
were used lo promole ‘crony capitalism' by each successive
government in power, resulling in near insolvency of the banking sector
by the 19805, This raised the intermediation costs of 1he banking sactor
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by impesing high interest rates on advances and negative real inlerast
rales on deposits.

However, the causality is not that straightforward. In spite of financtal
secior reforms and the infroduction of prudential reguiations, the rse of
defaulted loans (As, 1 milion and above) 1o As. 146 billion by June 1998
may be the result of genuine borrowers falling victim to the market-based
intaras! rate policy, foreign currency loans ballooning because of
dapracialion and overall depressed demand conditions. Thus tha poor
parfarmance of the banking sector is parfly & fallout rather than a cause
of this crisis.

The Costs of Poor Social Development

Consensus is emerging between development thinkers and practilsoners
fhat social progress is a necessary precondition for sustamad aconamic
growth. Social development leads to higher levels of literacy, better
health standards and overall improvement in e society's living
conditions, In tact, there is a two-way relationship batween Sconomic
growih and social development (see box 1D). Econcmic growth
franslales into higher revenues for govermnment and higher per capita
income for households, motivating both to spend more on socialhuman
development. Improvemenis in social indicators feed into aver higher
economic growth through the enhanced productivity of labour and
capital. In other words, well-developed human capital makes a significant
contribution to economic growth which, in tum, offers impreved welfare
and betler living conditions.

Given this, it there is a breakdown in the chain, and economic
development i3 not transiated mlo social development, then the pace of
economic development Is eveniually bound 10 be adversely allected
Pakistan is a clear example of a couniry where the chain indeed has been
broken. Currently, the female literacy rale i 33%, being somewhat higher
for males at 56%; primary school enroliment for females is 557, lor mabes
8%, infant mortality rate is 105 oul of 1000; and only 48% of the
papulation has access to sanitation. In the most recent rankeng of countries

Crumsenious s prerging
heiniven derelifurent
hitanbers cond prroctitfeaners
twat sl pevgress is i
seveary precondition for
weeiained ooormnic

ol

CHAPTER 1

i Pakiiian

Bagdi! Dewwicgmas)

k.
N



CHAPTER 1

iR

n Fakiwian

Eorial Oespiopmand |

M fasar grane of seciaf
dlerelopeent peortially
eaplatns b even e
mnetevarte growth of the
ecanry b begun I
fose mamentg in i
LR

BOX

PAKISTAN'S RANKING IN SOCIAL DEVELOPMENT:
HAVE WE ALWAYS BEEN BACKWARD?

I ong-toem evolution backward, and its cusron tha group of 25 countries

of social devalopmant low rmnkineg & |arpely & i ghvin bebow:
frewm 19680 1o 1958 hins raflection ol pooner iniial
bean siuded by applying CONGIBONS. e y=r1a-ng
tha technigun of principal Accordng 10 the above- : —— = ’;n
COMPOnBNtS Snalyss on marlionod criteria far rons -
irlemnbenal cross- countny seheslion, than 1580 -
sactional dala on a arg 25 couniries o iha o =i
numbaer al indcadors for a sampia, five irom South e I
sample of develpng ASID, Saven From i
countrias (with par capita jparts ol Assa, four from Fatustan wiks relatngly
irsorme bakew LESS 500 Latin Armsersca mnd hina backwnrd 1 1500 willi o
and population abova 10 Irom Africa, Dovelopmant ranking ol 16. This mnking
mmilicn i 1860). rankings have beon chterniornbed further &0 18 in

In e conta af generaied jos 1960, 1870, 1970 and 1o 23 " 1980,
Pakistan, tha basic 1880, 1990 and 1965, Since han thenm has baon
qLesSen is whethar ils The indcatars nduded in SOM ImOnnamerd, wilh
poar pericmance in the i aralysis are as the ranking rising io 21 In
HOI (with the most recend toflows: imdant monality 1090 and 10 18 in 1995, It
eolniry rimkineg fals, Kl axpectancy, appaass that the Pakistani
o LANDP of 132} is Waoracy rale, prmarny e k5 one of poonss indial
BEcausE Gver lime schaol annliment raba, condibons (in 1960) whch
Pakistan has shpoed sacondany school has bean exacerbaied by a
bathind ofher pourdries or anroliment mée and GHP rodairaedy low rade ol
becauss Pakistan o stan per capita (in US S). improvement in the
off wias relatnnedy Ranking of Fakistan in RCAITE SN .

in terms of HODI, Pakistan came a dismal 132nd. Box 1E provides tha
imemational context. Pakistan not onty started with poorer nitial conditions
ol social development, but condiions have bean exacerbated due 1o a
relatively low rate of improvemant since than.

Tha poor state of social development partially axplaing why aven the
moderate growlh ol the econamy has begun to lose momeantum in the
18805, The under invastmenl in social sectors is now beginning 1o exert
sevara limits 1o growth, For example, exports have been constrained by
the poor human capital endowment of the labour lorce (average years of
schoaling pear worker of anly 2.3 years)

Il FACING UP TO SANCTIONS

he above analysis highlights the varous political and economic

elements which have historically contributed to the present
vulnerable slate of the economy, The susceptibility to crisis of the
economy was, however, unique in ong specific dimension, The rest of the
economy largely remained insulated from the recurring BOP crisis facing
the nation since the early 1990s. With the iImposition of sanctions in May
1998, the dormant, wedaspread, struciural weaknessas crystallized inlo a
tull-blown overall economic emergency epliomized by a balance of
payments Ngukdity crisis. Forelgn exchange reserves just prior to the
nuclear biasis were adequate to linance only six weeks of imporis



Alter the revival of the IMFWE program, controversy exists as to
whether the aconomy is still in a state of crisis as in the sanctions period
of has it slipped once again into an incubation slate with the prospect of

mecurrence of a crisis down the road. One view is that before the
ganchions, Pakistan was well on the path to recovery after the downium
ol earkier years. The brewing crisis prior te the sanctions is tacilly
ignored. According io this view, the recent shon-term BOR liquidity crisis
in the: country was engineered by the sanctions, Now that this licguidity
problem has been resolved by additional program assistance by IMF
and other multilateral agencies and the debl reschedulad by the
Pans/London clubs, Pakistan will get back to the path of recovary and
growth onece again. Note that after the revival of the IFIs program. this
view sidedines the dormant nature of the crisis and resultant vulnerability
of the economy to any future shocks,

This view is reinforced by the observed response of the ecanomy o
the short-lived sanctions. Unlike the olher Asian countrios, Pakisian's
currency did not tumble and the inflation rate remained single-digit. The
economy did not witness a phenomenal upsurge in  prices,
umemployment and povenly, as obsarved, lor example, in Indonesia. The
question is, what contributed to Pakistan's rasilience lowards
sanctions? Sanctions were of limited duration, Beginning at the and of
May 1998, they remained in affact 6l the end of Novembar 1998, Timely
policy actions, a lavourable external environmen! and dynamics of the
infermal economy appear to have been the major faclors responsible far
ihe resilience.

Crisis Management at Work

Although capital controls and freezing of FCAs shattered the long-term
confidence of resident and non-resident Pakisianis, they prevented a
hasmaorrhaging of the foreign exchange reserves, Moreaver, the short-
term and commerncial debt servicing obligations were prirmarily due to
public sector borrowing In contrast to the private sector cum banking
soctor default scenario i the East Asian crisis. This allewed the
fovamment to stagger exiernal payments and build up armears of dabs
1o official (government) credilors with minimal impact on the exchange
market,

The credit for resiience al the time of sanctions and the ability 1o
avoid speculative attacks on the curency are also shared by the
prudent maonetary policy in force for the last two years although al a cost
of higher interest rates. Banking sector reforms in lerms of prudential
reguiations were more or less in place at the time of sanchions which
praventad unnecassany expansion in domestic credit to luel capital flight
(a key element in the exchange erisis of Latin American countries),
Increased taxation (i.e, a 25% hike in petrel prices) and a large cut in
Public Sector Development Program (PSDP) prevented unchecked
growth In government borrowing. The fiscal measures reinforced the
tight monetary policy. The dual exchange rale regime cushioned the
impact of significant nominal devaluation on everyday prices of edibles,
POL products and pharmaceuticals, as the imponts of these items were
allowed on the lower official exchange rate.
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Favourable External Environment

Thae above @scussion relates bo tha contribution of thi manetarny, fiscal and
axchange rale policy 1o the apparent short-run reslience of Pakistan's
econamy. Faal factes in lerms of food avallabity huther added 1o the
resdienca. By historical standards, the yoar 1997-98 ended with & retatvely
gaod parfarmance in the agriculture secior with suMficient carmy-owver stocks
of wheat and sugar, Thies, shon-torm foreign exchange shorapes wera nol
maries! in food shonages mmedialaly alar the Sanchons.

Undersiandings with neighbouring ol producing countries helpad 1o
sustain pelroleum IMpons. although the resene Slocks of patrolsum
products were gepleted 1o less than a week of consumption in the kalo
penod of the sanclions. General daflation in import prces due 1o Eas!
Asian contagion prevenied any inflationary lendencies m the economy
and limited the size of the irede daficit,

Resilience of the Informal Sector

The temporany new-lound resilience has also opansd o debale whether in
tirmes of shocks, the informal or ‘invisible’ economy and its intemnal dynamics
ol employment and income genaration can be a biassing in dsguise? Wiy
was thara no visible plutge in employment and incomeas? Partly the answar
lies i the composition of extamal indebiednoss. Tha privale secior in
Pakistan is still not droctly loveraged by exiemal loens as in the case of
Thiiland and South Kodea. Within the pavate seclon the amployment-
intensive sectors, Le., consiruction and transport. ane avan less infecdinked
with foraign capital markets than kemal lunge-scale manudactuing. Labour-
intenasss, amall-scale manufaciumng and the nfermal sector &5 a whokp
fheies remalmed lan'mfylmﬂhdﬂuﬂtﬂfdlnﬂ Lamiha 1hsr oot dynamics ol
production, consumpbon and incoma genaration.

Can the above policy moasunes and eotemal environmant belone
sanctions be mestakenty inmerpreted &s strengths of the informal sector,
and itz role in the economy be elevaled 1o thal of engine of growth? This
ratses the guestions of inlertemporsl inkages and interdepandancies
botween the lormal and infermal economy in Pakistan. Il in spile of a
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hmping large-scale manufaciuring secior in the 1990s, tha informal
economy camed the common man through the shock of sanclions, is
Ihere some inharent strength in the informal economy? Can this
momentum be consolidated for reviving growth in fhe formal economy?
Empirical avidance supports a contrary view. Growth in the formal
ecanomy has always been an engine of growth for the informal economy
and this role is imeversible (See box 1F on the Indian experience).

GROWTH OF THE INFORMAL ECONOMY: THE INDIAN

EXPERIENCE
slrnation ol the sies Inems in hoemial aconomy s
and growth of the differanl inloimal actintios, relatively stagrart (as in
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Conseguently, the observed momentum ol the informal economy =
Pakistan is a lagged or a carry-lorward effect of momaentum of the formal
econamy in the 1980s. During the last lew years, this carry-forwand eftect
may be converging 10 the kow growih rates of the formal economy This s
indicaled, for example, by the large dochne i growlh rates ol the
construction and retall and wholesale frade Sectors in recent years

Theralore, concrede polcy steps aimed al sustained revival of tha
formal aconamy ane needed il momeantum in the informal econemy s alse
to be sustained. Supporing thés argument s the reasoning that ihe
informal economy will shrink in the years lo come as increated
documentation and eMective regulalony framewark ane instiluted durng
thi prooess of structural fiseal adjustment. However, the counier view thal
hati-heared and incomplete implementation as in the past will push the
farmal into informal mode also should be considansd.

Aa a consequence of crisis management, specifically on the balance ol
payments front, the impact of the sanctions on private capital inflows
was fransmitiad immediately. The second-round impacts of the sanctions
on other macro varkabies (e.g., growth, inflation and unempioymant), ware
peginning 1o be fell. Il the sanctions had continued longer what would
have been the loss in growdh momantum? Would the prices have
eventually skyrockated? How serious would be the unemployment in the
country? Would Pakistan have gone beyond a fechnical to an actual
default on its extemal obligations?

Dveiopmen! capendfum hi bt sCalid 10 8 minimas maing e Roges for willage ke




~ FEATURES OF THE SPDC ISPM MODEL
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. We usa the Infegrated Social Pobcy and Macroeconomic (ISPM) model
- developed by the Social Palicy and Developmeni Centre 1o seek answers
o some of thesa important empirical questions (see box 1G for a
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descnption of 1nhe tealures of tha modef). The model is capable of tracing
and guantiftying the impact of vanous intermal and external shocks on
economic and social indicators. as well as linking the changes in these
indicators to the short- and long-run growth polential ef the sconamy. We
compare the costs of sanclions on the economy in relation to a
countartaciual siwation or scenario of no sanclions, Le., perdormance ol
the economy i Pakistan had not underaken nuclear tests and the
gconomy had continued on the pre-blasts/sanctions path of recovery (see
box 1H).

The numbers in table 1.4 highlight the percentage differances
between the performance of macro indicators in the pre-blasts and post-
blasisisanclions sduaton in the first year.

It is apparent from he performance ol these indicalors that the
acquisition of nuclear capability and the resulling sanctions infliciod
substantial cosls on the econcmy n the shor run. All the indicators,
excepd inflation and budget deficit in the post-blasts'sanctions era, are
lower or worse than in the counterfaciual pre-blasts posstion. Tight fiscal
paolicy. specifically expenditure curailment, ardificially closed the
budgetary gap. Predictions of lower inflation n the post-blasis/sanctions
scenario reflect the onslaught of deep recessionary conditions in the
economy. The growth in real GDP and manulacturing is lower by 3% and
7% In ihe posi-blasis’sanctions scenario respectively. Manufaciunng
suMers notably due 1o a drop in capacity utilization as a consequenco of

MACROECONOMIC PROJECTIONS IN THE PRE-BLASTS

SCENARIO
R TIT,  BE irlElon, il 7%, debriasa COONOMY i non:
Aniniail PR, Bricd W " budgel deficit ta GOP davmiopment spening is
the blasts and the ralic 1o aboul 4% and Bl As such, the

imposition of infemational  some stabdization n e target af reducing the
sanciions, projcied iy CLmnn accoun calict o budgat doficit o 4% is

IMOCTOOCONONTG about X 5%, unroalistc in ta pan:
paramssecs for 1906-03 as Snoo then, two key Dlagls sCoraig
lolicrers: GOP grosdh rate,  dovolopenants hivve (en SPDC s peojectons of
% inflation rate, 8%, place, Inbpmational prices N0 MASroscononTy
bucgol dehoi, 4. 5%, wnd Fuivg fumbied, mducng ircaiparaie the mpact of
current Rocount Salice, i o on | I fonal

1.5% IMF also made prices snd mproving the duvelopmants which wire
sama projections bath for curront accourd dolict bt not foreEnen in Moy -
TESE-29 and up o 2002 impacting acheasoly on s Juno xSt yoad. Howa,
03 a5 part of tha onginad reanued. Thenslon, ihe addtional e
ESAFIEFF prog For pricpectans of o assstance due io the
1958-90, it projecied an reviriues bave nof rdvarl of i IMF packagae
tlahicn fals and cusfrent materialised and ax and reschoduing waine nol
Botount debicil & Irvee coflection perlcemanco factorod wio tha pro-bixsts
parconiagae pomts hghar Faas Dapnm Dalow simuiations.  They sne
Fhan the gowemmani's sapacinbon n 100660 similar |G ihe IMF
puoimcions, that is, 9.5% O he sxpendiies sicde, projections, excegl wo
and 4.5% roapactiveby IMare exists ittke mangn Toracast i Shoiy fowe
The freg-yoar ousiook Tow Bursner curinilman] rnte of inlalion, Al §.5%,
emasagod A slightly g [dovelcpment sxpandiue sl @ highar budget detci
BCONMTRC Gicrath rEle, Al i Al tha bt minimm of a1 % ol the GOP inthe
6.5%, moderason of ¥ of GDP, the stope dor peo-blasts sconana,




1.4

AENCES" BETWEEN POST-BLASTS/SANCTIONS AND
BLASTS SCENARIOS
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import compression and recessionary condifions. The cument account
delict is highar by 2% of GDP. This gap mainly reflects the lower level of
remitances and tho absonce of FCAS as a financing source of cufrant
Becound deficits. In the medium run this detenoralion in extemal accounts
s clearty unsusiainable.

Alihough tha shon-term resilience of the economy surprised even the
pundits of doom, the sustainabdity of the newly found resllience in the
case ol profonged sanctions 5 serously challenged by the above
counterfactual evidence. The analysis clearly puls into guestion the
existence of bullt-in long-lerm resilience, It indicates an underiying
malaise that is nod short lived and one thal requires sirong governance
-and a single-minded reform agenda. The conservatives maintain that in a
‘do nothing” scenario, e country would have eventually delaulted on its
paymenis, and the economy would have collapsed within & year of
sanchons, It was clearly laced with the option of declanng a unilateral
moraforium on s extemal payments or entening into & negoliated
sefflernerd with its inlemnational crediors in an altempt (0 rescue the
bruesed economy as quickly as possibla. In the next chapter we look at the
fconomic consequences of choosing the second oplion.
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“If the country had
chosen the path of self-
reliance, instead of the
conventional strategy,

what would the key
elements be?”
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TOWARDS A SUSTAINABLE PATH
OF DEVELOPMENT

STRATEGIC ECONOMIC OPTIONS
BEFORE THE NATION

e previous chapier highlighted the economic costs of the blasts and the

sanctions in the short run. The economic oullook for 1998-59 (see box
2A) further approximales the numercal first-year predictions of the
Integrated Social Policy and Macroeconomic (ISPM] modal for Pakistan
developed by SPDC. The naticn is facing a number of dilemmas Tollowing
the nuclear blasts in May 1998, and the subsequent impasition of sanchions
The posi-blasis/sanctions scenario  demonstraled thal  political
considerations weigh heavily in lending decisions, not only of individual
donor coundries bul also of multilaleral lending agences, Even now, the
priofity attached by the IMF to reaciivating the Enhanced Struchural
Adjustiment Facllity (ESAF) and ensuring debt rescheduling s a reflection of
Pakistan's willingness to proceed on the political road map {signing of the
Comprahensive Test Ban Treaty (CTBT), etc.) agreed with the United States.

Pakistan rsks loss of soveraignty it it relies solely on inlarnational
financial institutions (IFls) and Westem donors o close tha foragn
exchange gap. Such a risk suggesis that the naton chooso tha path 1o
self-refiance by reducing Hs dependence on external assistance as
guickly as possible. Advocates of this choice are optimistic for the longer
term, ciling the economy’s recent successiul short-term demanstrabon of
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PAKISTAN'S ECONOMIC OUTLOOK FOR 1998-99
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Feced with rising prices, woeen Iry 10 804 1o the lamily incoma by lsaming 16 cut shd sew,

resillance white tacing sanctions. From this experience, thay contand that
ECONDMIC Managers can and mus! creale a viable and enferceabla
BConomic program that leads to economic and palitical sovereignty,

However, given the high short-run polifical and economic costs of the
unilateral moralorum on its extamal dabt payments, and the consequent
fough policy actions, the Govermnmaen! ol Pakistan has opled inslead lor a
conventional strategy 1o restore the wviability of its external transactions
and revive the economy. It concluded & debt rescheduling agreement in
Janwary 1889 with the Paris Club and has agreed 1o the revival of the
October 1997 ESAF/EFF program of the IMF and the World Bark,

If the country had chosen the path of self-reliance instead of tho
cofmeentional strategy, whal would the key economic elements be? Whal
are 1he shor- and long-lerm costs of a sell-reliance path in comparison to
e conventional demand-management program designed by tha IF1s for
Fakistan? Ta answer these questions, we first look al the implications of
reviving the ESAF/EFF program and debl rescheduling. We then discuss
the structuralist approach to sell-reliance.

WFI tha conventional strategy as propared by the IFls put Pakigtan on
8 frack of sustainable growth? Chart 2.1 fllustrates the working of
the package ncluding debl reschoduling. The success ol tha stralegy
depends on Ihree anchors: a8 market-determined exchange rate with trada
liveralization (through import tarll reductions), substantial fiseal
adjustment and a two-year debt reliel.

Markel-determined exchange rate: al the macro bevel, a bght liscal and
prudent monetary policy complementad by an appropriate exchange rate
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il ks called for in the Policy Framework Paper (PFP). The FFE
“sxchange rate policy will need fo play an important rale in
g extemal competitiveness and supporting the achievement of
[ 2 targels.” This palicy will be reinforced by lowering tariff

5 | tmmﬁ'mmnt:{ﬁ% to reduce anti-export bias.

f: the main thrust of fiscal policy measures (soe box 2B)
EFF package is no different from the earlier ones that failed.
8s lor fiscal adjusiment — broadening the tax base (including
Al sales tax and agricultural income lax), improving tax

on, rationalizing public expenditures (lor example, by ekmination
dhus) and relomming the civil service — are very similar to the ones

ded repeatedly since 1988. In addition, there is an effort al

2B
CONDITIONALITIES IN THE ESAF/EFF PROGRAM
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reducing the ‘guasi-fiscal defic’ by brnging down the deficits of public
enlerprizes, especially that of the Water and Power Development Authority
(WAPDA), largedy through enhancements in tarilfs. Howewver, in view of the
cumenl recession and political difficulties, many of tha tough policy
measures ana baing pushed back to 1990-2000 1o alow time fof the
GCONGTY 10 recover from tha post-blasts shock of tho sanclions.

Debt relief: the reschaduling of dett liabilties 1o the official credions and
rultilateral agencies lor 1998-99, 1999-2000 and the first hall of 2000-01
Is predicated on meaninglul adherenca o the first two anchors. The reliel
amounts to LSS 3.3 bilkon from the Pans Club. It Is a component of the
overall extemnal financing package of US$18 billlon put together by the IMF
as part of the ESAF/EFF program for 1988-89 1o 2000-01 (see box 2C).

The theory is: sustainable growth will be achieved by this sirategy
bacausa il s axpectad that a realistic exchange rate policy combinad with
trade liberalization will improve expons and reduce préssure on the
balance of paymenis. The inllationary costs of tha exchange rate
adjustment can be cashed im as an increase in nominal revenues.
Increased revenues and lower expendilures combined with improved
pafdormance of public enferprizes will increase publc savings and thus
ease pressure on nterest rates and the curment aceount of the balance ol
payments, The two-year debi relief will permit the retirement of domeslic

EXTERNAL FINANCING IN THE ESAF/EFF PROGRAM
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debt and further dampen interest rales. Tha latter will boos! private
investment and lead 1o increased production, incomes and govermment
fevenues. In the medium term, aleng with the debt retirement, it will
mprove the debl repayment capacity of the economy by lowering the
overall public debt-10-GDP ratio,

_ In practice, it is tar more complex. Some of the impacts in the case of
Fakistan cannol be quantified, some may be weak, some ambiguous. Far
exampie, the threat of uniéateral default and speculative attacks on cumancy
& posiponed:; with the revival of struciural adjustment lending, confidence in
ihe economy is restored, domestic and foresgn direct investment is
encouraged; unification and adjesiment of the exchange rale can gradually
increase remitances and portliolio invesiments back 1o pre-blasts levels:
and in the medium run, a compeditive exchange rate policy can stabilize and
e lower the curment account deticit

Coupled with & policy of rapidly lowering the fiscal deficil {see box 20),
felie! on external debt servicing will enable domestic dabt retirement, Nel
retirement of domestic debt will have imponan! secondary effects on
imerest rates at three lovels, Reduced demand for bank borrowing wil
lower freasury bill yields in the primary bond market. Lowsr yialds and
thereby commercial banks” profitabidlity can depress the rates offered to
depositors as lending rales will have to be lowered. This will widen the gap
batwean the commercial banks” deposit rales and those offered by the
govermment Mational Saving Schemes [NSS). To prevent widespread
disinlermedsation, government may opt 10 lower NSS rates.

Ilinflation remains subdued, supply of savings in response 1o lawer
naminal inferast rates will continue to be wnaffected while a prior demand
lor savings (invesiment) will fise. in essence, debl raschaduling will dilute
fhe interes! costs of a lighl monefary policy in favour of the private soctor,
and will bring down the debl-lo-GDP ratios, The swccess of debt
rescheduling to improve the debt repayment capacity of the economy in
the future will depend on increases in production capacity via private
sector investment. The latter, of course, is mildly sonsitive 1o interast

MACROECONOMIC OBJECTIVES IN THE ESAF/EFF PROGRAM
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rales, bul the role of non-economic lactors is by Nno means ll'lﬂ'-lﬂl'lﬂh'.‘iﬂﬂl.
especially when investor confidencs is so low.

In thiz long mun, the intial pricing shock will lead o more efficiant
allocation of resourcas and distribution of consumplion axpandiurg and
investmant. However, increasing reliance on loreign capital could worsen
the external debl-to-GOP ratio, especialty in view of the deferment of debt
repayrneni, Il could creale prolonged inflationary pressures through
devaluations and expectations and render the economy vulnerable 1o
frequent political and economic pressures of donors, As highlsghted in box
2C, the exdermal financing package up to 2000-01 is fragile. The econamy
could find itsell confronted with a foreign exchange crisis even while the
debt rescheduling is taking place

We used the ISPM model to simulate the consequances of the
ESAF/EFF program. The objeciive was 1o document the direction and
magniiude of s Impact on selectied key macro indicators. Table 2.1 gives
the differential impact (in percentages) between the pre-blasts scenano
and the scenario following implementation of the ESAFIEFF program
package (including debt reschedubng). Belore the decision fo explode the
nuclear device, the economy’s perdormance was monitored under the
ESAF/EFF agreement of Ociober 1997, The program was soft in tarms of
condiions and speed required for policy reforms. The revived program
has tougher policy actions (see box 20) and Pakistan is being walched
closely by infernational agencies o ensure their timely implementation

Whal are the shorl- and long-term cosls and benefils to the econamy
ol the revived package? How will thesa impacts on the aconomy
compare with thase of the original ESAF/EFF program? In essence, the
differance babwean iha wo soBnanos represents the permanent coslts o
the economy of acquiring nuclear capability and facing up to the
sanctions These cosis can be traded off against the parcaived non-
guantifiable gains in the nation's security through davalapmant of
military detarrenca.



DIFFERENCES® BETWEEN THE
IMF + DEBT RESCHEDULING SCENARIO AND THE
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The economy suffers an immediate loss of growth momanium
equivalent 10 2% ol GOP. Over five years (or on a permanant basis) an
average of 1% annually ol GOP growth is lost, As a resull of the toughar
niw program, the manufaciuring sector sheds 5.5 poareentage points
initially but recovers to an average annual loss of 2 percentage points
over iha five-year horizon. Growlh n the agriculture sector in tha shorl-
fun remains insensitive lo price stimulus from sieeper devaluation in
the currenl package. Privale invesimant lails 10 recover fully with the
new package, as the average difference between the two scenarios
remains 1% of the GOP cver the long run. Increase in unemploymant
of half @ percentage point in the first year of the program is a spillover
frem the considerable drop in the performance of the manulacturing
seclor.

Tha impact ol the new package on the |nflation rate, external rade
and indebtedness largely hinges on the conduct of the exchange rate
policy. To compensate for the loss of inflows Into foreign currency
accounts and lower direct foreign invesiment in the shor run, the
revived program underscores the need lor substantial realignment of the
axchange rale in real terms. The model indicates an additional 9
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nominal davaluation in the first year o steer the economy oul of the
BOF crisis. In the modal, the larger impact on [nflation is primarily
transmilled through the substantial reatignment of the exchange rate. In
practice, nominal devaluation of 12% (Rs.50 from As.44 aganst the US
daollar) since the Imposition of sanctions has not visibly helped axpors,
primarily because of the depressed extarnal environment. Similary, the
currently observed pass-throsgh effects of nominal devalualion on
iriation are smakl in comparison 1o the predictions of our model. The
dual exchange rate, deflationary Irends in inlernational prices,
lavourable domestic food stocks. a stringant monelary policy and the
SCONOMIc fecession appear 10 have suppressed the inflation costs of
neminal devaluation

The inflationary cutiook for 1999-2000 may be closer 1o the predictions
of our analysis for the following reasons. First, after the impasition of the
sanctions and introducticn of the dual exchange rate in May 1998, wheat
and POL products are still imported at tha lower official exchange rate of
Rs.46, Unification of the exchange rate in med- 1938 in ling with the currant
composite rale wil raise the impored cost of these producis, The
increasa in POL prices will ripple through the economy 1o axert upward
pressure on the general price lave

Second, in view of the anticipated shortfall in this year's wheat
produchon, its import requirements are projected in the range of two 1o
thress millkon tons for the coming year, The pressure on the fragile foreign
exchangs mserves and open markel exchange rate will further fuel
inflationary expectations. Howwar, the govemment's decision fo absorh
the increase in price of imported wheal (due to unification) through a
higher subsidy may hold inflation under check. But it will be at the cost of
a higher figcal deficit and backskiding on the commitment 1o IMF 1o redises
subsidies Cosrespondingly, if the increase in the landed cost of POL
imports 5 absorbed through reduction in surcharges, NOR-1AX EVEnUes.
curmanily a substaniial contributor lo ovarall revenues, will decling.




- In the long run, the afects of initial adjustmeant in the axchange rate
away, although the average annual adjusiment over the five-year
rod is marginally higher (an extra hall percent per annum} for the
ad package. The iniial upswrge in inflation rale subsides and almost
ppears batween the two situations in the long run. Initial benefits to
arnal frade do not expand but are merely sustained. In the long run
ungmployment rale in the aconomy remains on an average ong
tage posni higher ‘with Ihe revived program, Excoptl for daeii
alors, projected five-year averages show that the losses and gains in
differences converge between the two approaches as the economy
- adjusts gradually to the instial shock.
A parmanent improvement in domestic indebledness is substifuted
-h'mﬂm exiernal indebledness, This arises from a reduction in the
bodget deficit by 2% to 3% of the GDP. Contrary fo claims by the
y t that the IMF package will lead 1o greater sel-reliance in the
I'.wrun, our analysis suggosts a higher level of extamal indebtednass.
The average difference over the five-year pericd in the axtemal debt-to-
GOP rafio between the ofd and revived IMF package widens to almost
10 percentage points. Clearly, Pakistan will emerge from the grace
peried of exlernal debt repayment more vulnerable to foreign exchange
crises unless expons, in particular, improve dramatically in the

 inlervening period,

iven the nsks associated with the ESAF/EFF program, we offer an

altemative stralegy of sell-reliance and explore its imgplications, Solf-
ralignce simply connates fiving within one's means, without bommowing,
The underhying concapt is the same 1or & person or a country, Mitleman
(1980) states, “The guiding prnciple of seff-relance 15 that thind world
countnes seeking 1o stamp oul underdevelopmen! must redress the
imbalance between production and consumplion. The objective 5 o
produce what is consumed and to consume whal is produced, subject to
the possibilities and limitations of a country.”

However, sell-reliance does not maan isolation or complate autarky.
Matleman argues, Il requires neither complete rejection of nor total
acquiescence in the world system.” Until the 15705 in Pakistan, the
principle of setf-rellance was applied 1o wheat production. In response 1o
growing foreign exchange expenditures on the impor of edible of, the
concepl of sell-sufficiency was extended to the production of edible oils in
© Ihe 1980s.

The sanctions following the nuciear blasis in May 19398 have clearly
xposed the nabion's excessive dependence on foreign assistance and
private fows. On pure economic grounds, the justificalion for sell-
reliance rests on many empinical studies assessing the impact of foreign
aid. Thesa studies hava found no evidence ol foreign assistance helping
13 clase the invasimant-savings of trade gap in Pakistan. In contrast, it
appears thal afloris to mobilize domestic resources slacken off In
penods of easy flow of foreign aid, and there is an anificially high inflow
of imports.
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A Shift in Economic Paradigm

Embarking on A self-reliance stiralegy means a basic paradigm shiff in our
economic policies. It means an allemate macroeconomac framework for
sustaining economic growth in the medium to long run, However, its
implermantation entails strong political will and commitment, akang with
sacrifice from all sections of the scciety. The crucial alamants of the sell-
reliance stralegy as they relate o aconomic polices ara as folkows:

e minimal dependence on foraign savings; in other words no foraign
borrowing for balance of payments support, commaodity aid or project
aid for developman purposes. However, foraign direct investment.
grants and aid for humanitarian nieds (social sectors) are allowed 1o
fiowr ko the couriry;

#» unilateral moratorum (ie. one fo five years) on external debi
senvicing, and repayment of principal 1o creditors including commercial
credifors. However, budgetary provisions continue to be made lor debi
servicing and repayment of principal on external debt accumutated in
the ]

- ndmmrmiw and legal controls on free outhow of capital; and

» under current account transachons, oxpon of goods and services to ba
complataly olsel by impon of goods and services.

The first three elements above suggest minimal activity in the capital
account of balance of payments.

A relevant question is that 1o achieve self-reliance, should one refy
on neg-classical price mechanisms (ie., exchange and Interesi rale
adjusiments) or sfrugturalis! ‘quantify’ adjusiments? The latier, though
administratively more difficult and time consuming, may inflict lass
severe costs to the economy in the short run in terms of nflation,
unemployment and poverty, Structuralist adjusiments may also prove
superior to neo-classical machanisms in the long run i inflation is held
in check.

Chart 2.2 oullings the fransmession mechanism of the structuralist
strategy. In Pakistan, the quantity adjusiments would restict non-
assential impons (both consumer goods and raw materials for non-
essential consumer goods). And they would promole higher exports
throwgh institutional improvements and expor subsidies. This approach
would close the current account gap in the short run. Initially, there is
some nominal devaluation which pushes the economy o & new
equilibrium, but subsequently the exchange rate ‘crawls’ fo maintain a
constant or even a somewhat over-valued rate. In°the real economy,
capacity uliization in manulacturing is the main casualty of impor
comprassion.

EHorts to recover delauted loans improva tha viability of the banking
sactor and bring down disintermediation costs. The results arae
favourabla borrowing rates which, in turn, altract private investmean!.
Elimination of exemplions and concessions, and improved tax
administration generate more revenues. Increased public savings
backed by prudent govermment spending (including the abandonmeni of
all mega projects) reinforce private savings 1o increase the supply of
irvastmant funds in the aconomy.
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Simulating the Structuralist Route

We compare fhe economic gains and costs o the economy of the two
approaches, the quaniily route and the stabilization package or pricing
route. Table 2.2 gives the first-year impact in perceniage ditferences
betwaeen tha strutluralist strategy and the revived IMF package. The rate
of inflation, depreciation of the axchange rate and external debt-to-GDP
ratio are significantly lower in the structuralist scenano. Howaver, there is
a major sacrfice in terms of the growth of the economy, which i5 lower by
1 10 2 percentage points. Except for the debt indicators, the respective
gains of the IMF package are sustained bul with diminishing margins
over the five-year horizon. The structuralist approach consolidates its
adge over the IMF program scenaric with an average reduction of 21
percentage pomnts in oxtermal debt-lo-GDP ratie. However, these gains
are lemperad with an increase of 30.5 percentage poinls in domestic
dabt-to-GDP ratio.

A somawnal lower leval equilibrivm path for the economy may be one
of 1he costs that the nation should be prepared to pay for its political and
BConomic Sovensignty.

The sell-reliance stralegy requiras strang political will to eliminate tax

DIFFERENCES® BETWEEN THE STRUCTURALIST
AND THE IMF + DEBT RESCHEDULING SCENARIO
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exemplions/concessions, check tax avasion, cut public expenditure,
Introduce import quolas, enforce bank dobt recovery and improve
efliciency ol public enterprizes. Cleary, the political costs of such a
slrateqy are high in the short run and explain why the government has
apted instead for increased dependence on donor agencies and a path of
slaggered refoms.

The parmanent economic costs and benefils of announcing nuclear
capability and facing uplo the sanctions are clear These frade-olls
emarge as a consequence of abandoning the Octaber 1997 package and
negotiating the revived package. In spite of rescheduling, the growih rales
dre lower, and investment rales remain depressed. External indetiledness
increases in relation to the pro-blasts scenans. in tha long fun, the
effectivenass of tha IMF program will hinge on its credible implementation
and consaquential response of investors. In contrast, the strucluralst sall-
reliance route implies a trade-ofl with respect to the grawth rate of the
economy in relation fo the roule adopled under the IMF progeam, I is
definitely & better strategy, however, f the primary cbjeciive is ta achiove
independance from foreign aid,
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DIMENSIONS OF
SOCIAL DEVELOPMENT:
THE FUTURE OUTLOOK

including the imposition of sanctions following the nuclear tesis by

Pakistan have had a big impact of 8 more or less parmanent natune on
the Pakistan economy. It is, therafore, imporant to know how future
changes in the course of the economy will alect the social development
of the nation. Cuestions of special inlerest are: Has the burden of
infernational sanchons fallen on the poorer peopla of Pakistan? And will
the IMF program help to alleviate the growing powverty™

For projecting the cutlook for the social development of Pakistan, we
have adopled a two-lold approach; the first is to use the SPOC Integrated
Soclal Policy and Macroeconomic (ISPM) model. As elaborated in
Appandix A-l, the ISPM model is capable of tracing the chain of magor
linkages bemwsesn the macroeconomy, public finances and social
development. It highlights the llkely changes in such key social
dimensions as poverty, employment, real wages, status of women and
children, elc., caused by macroeconomic shocks or policy changes used
o restore balance of paymenis or fiscal imbalances. The model
potentially indicales nof only The direclion of the impacts but also the
magnitude, This guantitative analysis in the Pakisltan setling s
supplemented, wherever possible. with international expernence of
struciural adjustment. We have studied a large number of countries wiich
hawe experenced economic crises in recent years and which have
adopted similar strategies to leam how social development has been
aftected and il some parallels can be drawn.
We start first with a brief description of how we have used the ISFM

: .I. I-

Ithaﬂ been demonstrated in the provious chapters that recenl events,
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mode o presant the future outbook of key social sectors, This is followed
by an analysis of the key iImpacis.

efore e nuckear 12515, e BCONoMY Was on the path of recovery, The

blasts which lad 1o tha imposition of intemational sanctions dsmupled
this process. Sanctions temminaled all new non-humanitarian lending by the
donor agencies, leading to a balance of payments crisis, The govemment
had o freaze forsign currency accounts, adopt a dual cxchange e palicy
and institute exchange controls to artificially compress the demand for
loresgn exchange (see chart 3.1). Thase measures led to a severs loss of

THE INITIAL SHOCK AND THE POLICY RESPONSE
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private sector confidence, whereby the flows of direct foreign investment
and remitiances collapsed, further exacerbating the balance of payments
crsis, Econgmic aclivity i almest all its laceis slowed down, directly
aftecting the govemnment's income (parbiculardy tax) stream, Public
expandiures, paricularly developmen! outiays, consequently had io be
cunailed 10 keap the fiscal imbalance manageable and to contain aggregite
demand 50 as to reduce pressures on the balance of payments,

What are the social impacts of the emerging economic scenano and
how do they fifter through? The ISPM model, with its rich specification, can
derive the consequences of vanous shocks. For example, research on
poverty in Pakistan indicates (see box 3A) thal the incidence of poverty
depends upen the level of per capita income, extent of unemploymant,
bevel of food prices and leved of home remittlances. The model captures the
Impact on poverty, via changes in these varables, caused by the shock.

Faor example, chart 3.2 iraces the impact mechanisms of an exchange
rale depreciation on the incidence of poverly (proportion of population
befow povery line). Exchange rale depreciation has a number of negaiive
impacts on poverty, The first i a nse in the domestic prce level which
ercdes purchasing power, pamiculary of the lower-ncome population. As
laod prices nise. the severest hit are the poorer housaholds, The second
5 a more indirect ink operating via the investment-production process,
Exchange rale dopreciation incroases the relative prce of capital goods
{which are imporied) and thereby discourages private investment in the
country, Lack of new investment affects the capital sicck and reduces the
production level, The demand for labour accordingly recedes, leading o
less employment andior a decline in wage rates. Also, lower economic
aclivity, with a given population, means a confraction in the per capita
income. On the fiscal side, the cost of extermnal debt servicing rises, which
implies & targer fiscal deficit. To the extent thal this deficit & monatized,
there is higher infiation generally and in food prices particularly.

As opposed to this, exchange rate depreciation can have a number of
favourable impacis on poverty. If expods increase, thene i batter use of
axisting industnal capacity, and private investment is also stmulated.
Similarly. as domestic prices of agricultural commodities rise, there ang

BOX A

DETERMIMANTS OF POVERTY IN PAKISTAN

ncidenca ol In the Pakistani conteat, The guantiaive impact of
poverty (measured as iha faliowing factons fach vanabls on tha
porcontage of populstion appaar 1o ba the pancpal incidence of poverly is as
bbby [t Dty e is determerands of the exienl Tolborars
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favourable supply-side effects and agriculiural oulput increases. All these
impacts lead to higher employment and incomes. In addition, the upee
valug of home remittances increases. Also, there are higher impon-based
revenues which counteract the adverse impact on the budget of the higher
costs of debt servicing, Allogether, the overall impact of exchange rate

IMPACT OF EXCHANGE RATE DEPRECIATION ON POVERTY
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depreciation on poverty is ambiguous.

This example demonsirates how the ISFM model can be used o
simulate the impact on key variables such as poverty, unemployment,
status of women and children, alc,

Tracing various key linkages, the ISPM model addresses the following
questions:

& Whal are the key social consequences of the nuclear 1ests and tha
subsaquent sanctions mposed by the intematonal community?

=« MNow that the IMF program has been negotiated along with debt
rescheduling, how will social development in the couniry improve
compared to the posi-blasts/sanctions scenario?

#» It the governmeni had followed a different course ol adjusiment
adopting a structuralist strategy, as described in chapter 2, what would
have been ihe state of social sector developmant? Would it ba batter,
comparad to the route now taken?

& Has there been a permanent change in the course of social
development in the country dus 1o the sanctions? Or doos tha IMF
program. plus dobl rescheduling, fully bring the country back to the
lavel of social development it would have achieved if there had been
no sanctions to begin with?

We examine the impact on incoma and poverly, the labour markat,
women and children under the varous scenanos. Simullaneously,
wharever possible we also highlight the intermational expenence on the
impacts of economic crises.

Il 'MPACT ON POVERTY

he policy framework agreed 1o by the Government of Pakistan with the

IMF contains a number of conditionalities, the implemantation of which
could have imporiant consequences on poverty. Chart 3.3 analyzes the
potential coninbulion of each policy measure on eiher poverty reduction o
povarnty anhancement, The CONSEqUences on poveny of some actions are
clear, such as the negative impact of a rise in the power tarfl or the
tavourable affects on the economy ol remaval ol impon resinclions, higher
foreign aid (and program assistance) plus debt rescheduling, development
of the agrcultural income fax (AIT) and general improvements n lax
administration. Other policy moves, such as exchange rale depreciation,
have ambiguous consequences on poverly, as highlighted earlier. This
includes broadening ihe base of the general sales tax, irade liberafization
{throwgh tarff reforms) and a fkely cut in development expenditure (o g
10 tha program target for thie Hscal dalicit).

Because the impact of the IMF program is 50 ambiguous, wa used tha
ISPM model to simulate the consequences of the vanous policy measures
on key lactors delermining poverty, These include the level of real per
capita (of household) Income, rate of inflation in food prices and the
unempioyment rate. This enables guantification of the resulting impact on
poverty.

The real per capita (or household) income is initially projected 1o be
about 1,5% lower in the |MF program scenario in comparison o the pre-




POTENTIAL IMPACT* OF POLICY CONDITIONALITIES IN IMF
PROGRAM ON POVERTY IN PAKISTAN
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blasts scenario. The income loss is imited by the redief on interest payments
1o external creditors, which rases net factar income from abroad, However,
beyend the pedod of debl rescheduling, real per capita income is expected
fo be lower by abowut 6%, due parly to lower growth and partly to lower
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home remittances (see chart 3.4). Short-run impact ol 1he shocks and the
IMF program on unemployment @5 small. However, in & mote medium-mn
setling, the unemployment rate may be higher by one 1o two percentage
points. Food prices ano likely fo be significanily higher (up to 6.5%) in 1998-

DIFFERENCES BETWEEN
SCENARIOS® IN

DETERMINANTS OF POVERTY

REAL PER HOUSEHOLD INCOME

898 and 1999-2000, primarily
because of fagter devaluation ol
the currency. This efect will,
hossever, diminish lalor,

Allogether, the shocks
regesiered on the economy in
1998 and the IMF program
imply higher lood prices, higher
unemployment, lower per capita
incomea and home remittancos.
Consequenily, the incidence of
poverty s likety to be hegher. In
199899, an additonal 1.5% of
the population 5 likely to fall
below tha poverty ling in the IMF
Program scenano, as compancd
o the pre-blasts scenario (ses
chart 3.5). This Implies hat
almost 2 million people will skp
betow the poverty ling, Over the
nixl five years, the IMF program
may imply & hegher incidence of
povedty of aboul 3.5% ol the
population, or aimost 5 milion
people
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TABLE 31

WHY IS THE INCIDENCE OF POVERTY HIGHER?*

Lt Rieal Per Househokl Incomms 30 45
Lerwr Huiman Cagetal Erdosrmsant 1" 18
Highes Food Prices

Lower Foal Por Capin Romittances 23 1]
Mighet Uremgiloymenl Rade 13 26
TOTAL 100 o0
Incimase in Population below Poverty Line 2.0 mrallan 5.0 milion

*“Goepaninon of A7+ Detd Rascheddng Scesang wih Pie-Basts Goonars,
Source: SUUL esbmalos

it may be pointed out that the IMF program inilally contribules to highes
poverty, even companed to the post-blasta/sanctions scenanc. This Is
primarily becausa of high food prices and lower growth in human capital
endowment, Subsequenily, however, povarty weuld have risen sharply in
the absence of the IMF program,

To be able to design the appropriate strateqgy lor social salety nets, we
need 1o estimate the quantitalive coninbution of different laciors to the
additional poverly in Pakistan, This is given in table 3.1.

The robe of lower real per household incoma is clearty mghlighted. In
ihe short run, food prices could play a significant role in contributing 1o
povarty while in the medium 1o long run, Asing unemplaoyment emenges as
& major factor.

It is of importance 1o note that the mcidence of poverty could have
bern lower, by abowt 1 million people, in the maedium run i the
struciuralist route to adpustment had insfead been adopted by i1he
govemmaeni. This would largely have been the consequance of ralativaly
low food prices

I IMPACT ON LABOUR MARKET

conamic crsis and structural adjustments have had major impacis on

the labour markets intemationally (see box 3B). In summary, there
are insfances of an increase in the unemployment rate, parficularty in
urban areas and among those with higher levels of education. Thare is
also higher underemployment, especially i infarmalization of labour lakes
place. A shifl from the lormal to the informal sector increases empdoymant
in the lattor. Thare are sectoral shifts away from the public sector because
of public sector emplayment cuts or freezes and a decling in real wages,
gspecially where the trade union movement is underdeveloped,

Acconding to the results from the ISPM model, the unemployment rale
in Pakistan will be up to two percantage points higher than it would have
been in the pre-blasts scenang (see char 3.4). This implies that in a fe-
year framework an additional 0.8 million pacpla will be unemployed in the
couniry. This is largely a consequence ol the relative slowdown of the




IMPACT OF THE ECONOMIC CRISIS AND
 STRUCTURAL ADJUSTMENT ON THE LABOUR MARKET:

INTERNATIOMAL EXPERIENCE
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fconomy, However, there does not appear fo be any immediate impact on
the employmant level in the country. Sectoral shifts are also kkely 1o occur,
as resulls suggest a mone rapid decling in the growth of emgloyment in thi
manutacturing and senvices sectors as compared o the agricultural sector.

Analysis also suggests that the incidence of unemployment (s likety 1o
be higher among educated workers. Research undertaken by SPDC in
the context of Pakistan shows that if the unemployment rate in the couniry
ncreasas by one percentage point, unemployment of the educaled
(Matriculation and above) increases by 1.1%. The highest increass n
unemploymant is in the case of posigraduates, of aboul 1.4%.

Mominal wages in the economy depend on the price levels and the
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unemployment rate, In Pakistan, the evidencs is thal there is incompets
adjustment ol wages 1o rsing prices and, thersfore, in periods of high
inflation, real wages tend 1o fall. Our results indicate that the inflation rate
is likely 1o be higher initially in the program scenanc, in relatkon to the pre-
blasts scanano, and (hen lower. The unemgloyment rate i nol alfected as
much in the shor run as in the long run. Therelore, the factor oparating
on the growlh of real wages in the shor run will be the rate of inflation
whille, in the lang run, the key determining factor is likely o be the rale of
unemployment, The ISPM model estimates thal real wages i ihe
econarmy will initially be 1% lower and, evenlually, about 2% lower in
companson 1o the projected lavel in the pre-blasts scenario,

Il 'MPACT ON WOMEN

An imgartant factor contributing fo the social development of a country
is the glimination of any differentiation betwean Qandars N ACoESS to
social or economic opportunity. An index of gender inequality has been
constructed to manitar tha trend in the refatve position of females with
respect lo males in Pakistan. Four indicators have been used: (i) Me
expeciancy, (i) teracy rate, (B school participation rate and (iv) labour
faren paricipation rate (see Appendix A-2]. The magnilude of tha
inequality index & given in table 3.2. Results sugges! thal gender

MAGNITUDE OF GENDER INEQUALITY
INDEX FOR PAKISTAN

197213 10047 14360 14053 HE ] 14262
197374 10023 14278 14067 180.00 14276
1974-75 S 1183 1377 AT 08 14275
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168550 QA 136.40 134.47 17E.28 15 B8
@01 - N | 13590 13022 174,30 135,50
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inequality is most pronounced i the labour force participation rate,
foliowed by literacy rate and school participation rale. Lile expactancy is
actually slightly higher far females than for males,

Gender inequality appears to have declined during the decade of the
15705, (see chart 3.6) with improvement, especially. in lemale school
participation rate in relation to males. The period of Islamization during
Genaral Zia-ul-Hag's military regime, however, reversed this trend
Gender inequality increased once again in the first hall of the 1980s,
gueh that the gains achieved during the 1870s were largely losl. Since

CHART

GENDER INEQUALITY IN PAKISTAN (1970-1995)
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then thare has bean some recovery in the relative position of women.
However, an international comparisen of gender inequakily ranks
Pakistan second in & group of developing countries (see box 3C),
Afghanistan ranks firsl. The conclusion (s thal there still exists substantial
gender inequality i Pakistan, especially in terms of participation rales in
ihe [abour force. A dramatic improvement will have to await big increases
in imcome levels and lundamental changes in socio-cullural forms.
Analysis of the determinants of the lovel of gander inequality in Pakistan
reveals the imporance of three types of variables (see Technical Appandi
A-2). The first redates to the macrogconamy. A rise in real per capita income
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GENDER INEQUALITY IN OTHER COUNTRIES
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5 associated with reduction in nequalty, possibly bocause of a narrowing
o tha nuiriion and education gap between males and females at the
hassehold lavel and an improvement in economic opportunibes lor women,
The second growp of dalerminants & socio-cultural in characler. In the
Pakistand setfing. ape al marriage and changes in relgious norms,
especially as they relale to the role of women outsice 1he housahold, have
&n importanl beanng on ihe e path of gender inequality. The third
calegory relates to the provision of services which aRect the patiem ol lime
alliocation of women and enable labour savings. In particular, an
improvement in the ralio of girts’ 1o boys’ schools can contribute to greater
equality in school participation. This highlights 1he role of access 1o
educabonal lacilibes as opposed to demand faciors which influence lemale
enraliment rales,

Tuming now to the fulure outlook, does the 8coONOMIC CrsE have o
bearing on gender inequality n Pakistan? I 5o, will the coming yearns witness
an incroase or a decrease in the exient of inequality? (see bex 30) In the
long run, the gender inequality index would have been higher by two
percentage ponts i the post-blasts’sanclions scenaro. However, with the

WOMEN AND CHILDREN AT RISK: DOWN THE STAIRCASE
OF POOR REPRODUCTIVE HEALTH
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whckarrcsshed ai bart, [ Tea CTONY of SETIM THRASLIPRS STULY NOL
mpiyang increasod risk of pregnancy, chihim and B mrvanlaiin ooy B e
oo mantal devslopmont She will of B EODNOITIC CriE.
and poor menunity io rawve nag help Inom a T curmeen crigls has lod
wilaction. VWhen an Irarsc mackario, Baodoen Iy BPCPRASS i g of
urdarmounshed g P 250N Dethdny gha reght  food nind Mookl
BUNSAES BN TArTHES B bl 80 doath sher ghving cooking lusls. Thaks prica
COulc) becorre nay of B Earih.  Hige e would be increases will hit poor
0, DO s W (S urvnmarcatibe Bl 1§ wil poapds handest, fesultnsg n
sach yEar B8 4 romE of immascintely lead o a much  loss nuintion lor gis and
pregrarey or ohekidh. Fighar tixk of skckmusss and PO WO, not
For & hypicasl chaath for har sirvving o A public haalh
maincunshed gl in g childien. bsdgnts e decessing:
Pakistam the jourmesy O in vy 40 womaen i well Imean, loss haan
thiough Ko can be painful In Pakistan wil dso a3 0 cang 1o pregran wosmon,
and short. Har e is bk Pl o pragnancy of el T,
‘waking dovwn o SETHRE P chictin: T fek s o ol Tha b ragull?
i A, Whint BEh S0 Ul il o Sy v Dharir it vl Ry i
[ b A 18 50 timirs highar Bhan for Pakistir wil expenence
RIS 1 e ing in an moraased rumbers of
Compansd with hes Indusinabined ursdémourshod habees,
s f¥echoni, lood, Fusaftiy Thamee STioUs reproOaciive mioters. Thes incroasod
cang and educabion. Hor haaith problems. This ‘burchon of dsnase will ba
feriagn marragn will lnd laepe burdan of deaih snd neflaciod in higher rates ol
0 sAveral pregnancsy clinase could b greaty i and death,
Exficrn hae tram reducod  undomournshed agpocally among
demicgnment i§ cormgiets wormen had jusi o lise Impovenishod girs and
Shwr vl gives lbirth bo an maore food tusing HATHEE

CHAPTER 3

TERg

Sccinl Devalopmeni I8 Faslsigs




CHAPTER 3

Beuial DeveippmEni & Fabiilan, TR0

ma and her drug-addict husband

|-11 mﬂ.ﬂlﬂwwlm.ﬂ'ﬂJ“ﬂlmmmh
Wl Pk Kkt AbvcE. Shanng the mom wisn tha five of us dre anoffer e lses
Inciuding ry aunl and mother-r s, Dur oo has gas and slectroily bul ro water, and
e utes by b Besichueec] Roh P’ il ML | WeT S 3 ChBANENG WORTUAN, EwaICEn(L IMOpg.
chih wishing afd waFing clotld. My il o 10 work with me bl i now loo ok and
ok iy cdo B0 iy e, My Fratemal uncks e kibouns and Drings in Al 2500 & manih
My hurshand no boniger enicks Fuiivifi) ElCosteh A g el

Evan thaugh ry uncli's nd iy aamings 1ol Rs. 4,500, my huchand snalches mos
ol Py’ rracnery Troem i oo oy . Hess ety fiphis i) ma, domarcing manry @nn shan
| have nene. He waits our daughians 10 o oul 10 Wik B, Bt | am aimid fo sond therm
ol a5 Ty ane innocont and imemaduie. Thre was & 0 whon my husband samed a e
amourd of money and le was good. B Pl wis i he saty yBars of our mamage As o
inmy grow, ha (bogar o nan aveiny oo woek s e W dnags. Due i his sddiclion, and
it miony ha grakes fom me, Bans i fives anough R o dally neseds. Thess in my cse
am fhe barest. The soaring irflabion his sl aleal cid my Bwoal | grv my childesn two
meals n cery, instend of The Bvoe we WSed K hava in Bonor days. Thoro aem mes when
wa g Fungry the whdla day. Once | used o dresm of sendeg My young onas i school
but e s No ouestion ol Bad now. | am lecky § 1 cen give Tem o [Dmad) every day,

i M cogng somrehons with tha Efioules af home, Bl whal it 50 ABoeR Ths mesary |
Tiacn ey S | she oulsida? Men, and boys 1o, think Fny' Gin miskshineg wih me., &s
i 1 am et eeapeciadie. a8 | pm up ion s | ask mysoll. oould ihay B o hasm thasr
women nnaied e way Ty ireal mo? | work in pooplo'n houss, Minving no o choce
ard because Fm nol educaind. Men aro supposed 1o priovidi protectean for their nmiles
Bt wiesd nm i o o wihen ey man doesnT? Some of the wiim | wor ior s e me
Faradidy. Some rotuse %0 pary me ol the end of B mondi Thee | mel s P Fouss and
look jor arolher o That can ke deyn, oven weeks, and bings hungs’ 10 the amily
When | get i new job | Thank God sinoe He alons can holg Us.

IMF package, eguality has been pamially resiored, and the index is one
parcentage point highar than the pre-blasts scenario, bul one pencanage
point iower than fhe post-blasts/sanctions scenano. 1| thus appears that the
amarging developmants will have a differentially higher impact on women in
ther country. This conclusion is in line with inflemational experence. As
indicated in box 3B, economic cnses have had mone of an iMpact on Womsdn
in tha workforce, both in terms of contrachon in employment opportunities
andiod wage rales. Also, since women are pame beneficianies of social
sanvices such as education, healih care, waler supply and sanitation,
population wetfare and nutifion programs, contraction in their pubiic
provision (discussed in the next chapber) s liketly 16 hive more of an adverse
baaring on W,

Inllmnt-unal experience reveals thal any increase in poverty andior
decling in public social sector provision is bound 1o adversely affect
children, particularty from the poorer segmeants of the population. Tha
previous sections indicate how afonomic crises, aither by increasing
unamployment, reducing wage rates or increasing prices, paniculary of
food items, can accentuate povery. These are likely fo lead o higher
school diopout rates, a decline in fhe qualty of health care (both
proventive and curalive) and increased malnuiiion amang children. On
top of this, il affordable public sector provision of basic sensces shhnks,
thie problem is compounded and tha impacts muttiply.



Sirbving had o san snough ba feed B lamily,

Qur results indicate significant difierences among the sconarics in
enrcliments of boys and girls at the primary kevel. In the shon run, BO, 000
mare chiddren will not be able o attond primary schoals, 50.000 of which
will b boys. Th discling in enroliment in the long run is projected to be in
the crcer of 0.5 million cut of which hall will be boys, This is primarty due
to lower per capha income which reduces the demand for schoaling. 1
may be moentioned here that a reduction in enralfmant implies more child
labour, especially in the case of boys.

Allah Ditta: a Child’s Plight
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The impact of malnutstion on children is likely 1o be sizeable, caused
primarily by the lower per capita income and higher food prices. Research
undertaken by SPDC on vanation in the incidence of malnutntion {as
measured by the waight-ta-age ratia) in a sample of 45 counines reveals
the presenco of three imporant deferminanis, per capita income, axtant
of female literacy and the coverage of the immunization programs. Based
on ihe projecied valwes of these delerminants in the diferent Scenancs,
wa estimate that the number ol malnounished children could increase by
almost 400,000 in the short run and by almost 500,000 in the next few
yoars. This is a first-order impact and needs to be factared ino the design
of appropriate social safety nets.

TS/SANC 0STUS? =1

£ ™ ' = -

W&arﬁ now in & position to maka a summary assessment of whal the
nuclear blasts and sanctions have cosl the people of Pakistan,
aven aler the apparent balloul by the IMF and olher maullilalenal
agencies through enhanced external assistance and debt rescheduling
Table 3.3 gives the estimates of the magnitudes of different costs. First,
the average household will lose As.400 annually (at 1980-81 prices) In
the short run which will rise to about Rs. 1600 in the next five yoars.
Almost As. 13 biflion will be lost from the GDP i tha short run and over
As. 40 billion by 2002-03

Employment opparunities are axpectad to be reduced by over hal! a
rriillicn annaally in the nexd five years, Almaost 2 million morne people could
fall below the povery bne i the short run, with the number rising rapedly
to over § millien by 2002-03, Rising food prices and lower incomes, along
with contraction in preventive health services such as immunization
programs, will exacerbate the problem of the high proporion (over 40%)

WHAT HAVE THE NUCLEAR BLASTS/SANCTIONS COST US?

» Lowar Gross Domestc Product # Lower Gross Domeste Poocuct by
by RE. 12 bllon” As_ 41 bilion®™

& Lower neal pes housobold income » Lerwid P! poT housohold Incoms
arwunily by Fs 4000 annsaily by e, 18007

# Lowee conmusmpbon oxpendriung & Lower consumglion expandiiue iy
Iy RS 17 hillon™ FAs. 43 ballasn®

# Lowes employmssnt by 80,000 » Lowar amgioyment by 740,000

& 16,000 mans aducaied unempkoyod w 200,000 moie ecucaied unemplayed

# 2,000,000 mom porsans below 5,000,000 mona peopls below the
i Pty lne poverty line

» 400,000 adabional manournshed # 480,000 adgitional malnaunished
children chalgran

“snkspd &l DONSINM prces of 1500-11
Soures: SPOC axbmates.




of mainourished children in Pakistan, Almost 400,000 additional children
could be adversely alfected m ferms of their nutritional stalus. Lower
incoma growth and a tight labour market will diminésh the prospects for a
rapid improvemeant in the status of woman.

Altogether, Pakistan will pay a significant price for the acguisition of
nuciear capability in the face of international sanctions. It will take time for
confidence and growth momentum 1o be restoned, even with the IMF
program. Of course, it can legitimately b argued that this is the minimam
price a nation = willing 1o pay for its national security and that Pakistan is
loday a sironger nafion with greater infernational recognition, It is
essential, however, 1o recognize that, imespective of the magnstude of
costs, these must be distributed aquitably. The standard of Fving of poor
pecple must decline the least, through resort t0 appropriate
macrosconomic policies and the development of social safety nots,
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THE SOCIAL
ACTION 4
PROGRAM

“SAP-II must be

radically reformed if it is to
have a significant impact on
the social indicators of
Pakistan.”
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THE SOCIAL ACTION PROGRAM

Government of Pakistan in response o the realization that

Pakistan's parormance and ranking in social development
compared unfavanably with developing countries in general, and with the
ether countries of South Asia in particular, The Program was initiatad with
substantial donor assistance in 198293 and has since been abie 1o
achieve S0ma SUscess in tarms of increased allocations, improved access
especially 1o primary health care and grealer awareness amaong
government lunctionaries and civil sociely al large regarding the
impontance of the Program. It has, however, simullanecusly laced a
number of impediments during it implementation which have bmited its
effectiveness. On the whole, proponents of the Program argue that in the
absence of the Social Action Program. access 1o basic social senices
wisuld be more limited and, therelore, the Program must be pursued with
vigor and commitmant. This chapter atbemgls to review the performance
of the Program since ils inceplicn and suggests possibie machanisms and
actions lor improveman|,

Tha Social Action Program was conceived in 1891 by tha

Ater mare than five years of experence and Rs. 145 billion of expanditure
an SAP-1," the World Bank, in its appraisal of SAP-11* has concluded that
while:

tha seclons received enhanced funding;

allocations ware largety protectad,

policy dialogue was encouragad,; and

some pralimenary steps to initiale institutional reform had been taken,

nEvarthaless,

vastad political interests al vanous levels remain strong enough o

frustrate reform;

» bureaucralic delays and political interference plague the systam from
the top down through several layers to the local leval:

® [he management of services i 100 cantralized with foo litthe community
involvament;

# Implemantation capacity remains weak; and

& uszers who oughl 1o have a stake in reforming the system remain

largaly uninvolved.

I o T e Sy a——
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The Pakistan Integrated Household Survey (PIHS). the basic
manitoring mstrument, indicales thal SAP has had only a very small
Impact on the basic soctal indicators. Table 4.1 shows that, lor exampla,
in the education seclor, the gross enrcllment rate for primary education
has actually declined, excepl in the case of gifs: and enroiment in
govermnment schools has declined even thowgh there has been a major
increase in the number of schodls. In health, however, there has been
some reduction of incidence of diarrhoea, perhaps owing to the Lady
Health Workers Program (LHWP), and the Expanded Program lor
Immunization has been successiul,

The lessons learned in SAP-I were oxpensive not only in monetary
terms, bt more imporant in terms of lost opportunilies for the rural pecple
who were meant 1o banefit but did not.

In SAP-Il there is mone at stake, as the budgel has more than trebled
to almost As. 500 billion, The two impordant questions are:

® Have we leamed anything from SAP-1 and consequently saleguarded
SAP-Il against the pittalls of SAP-17

& Will substantial improvements now be made in the quality of services
provided?

SAP-l experiences have led fo altempts to reinforce SAP-Il by
incluging the following elements.

A focus on quality and not on construction: Improved quality, however, will
nol happen until lundamenlal changes are made in delivery and
institutions. Unlortunately, government cantinues o priontize salares and
construction.

Quality enhancing improvements are the most important expenditures in
terms of sandice, bud these remain poory funded and have boen prone 1o
cbacks whenever a resource crunch is felt. Insttutional strengthening is
alsa poory funded. For example, hinds allocaled o lechnical assistance, &

crucial component of institutional strengthening, represent only 0.17% of the

SAP ACHIEVEMENTS 1881 TO 1997 (%)

Primary Gross Enroliman! Raie T -
Mal 85 =&
Femalo 58 5
Gowermment Enroliment (% of Total) B6 -8
o ar =B
Fomain 13 T
Full Immunization 25 26
Wlale 28 23
Fasmale =2 2
Incidonca of Diarrhoes -1 -1
Wik v =11
Female 25 =11
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Source: Gerebiiman! of Pakisfan, Fetdern Butasy of Siateticn Pakistan irlegrated Heussha
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SAP-1l budge! (see table 4.2). Tho total allocation for improving quality
throwgh these and other Measunes bo ensure communily Svoivement & s

than 1% of the SAP-II budget. This will not even begin 1o address the issues.
If change is 10 ba brought about, donors and government must lace this realiy,

Decentralization and a shit o communily confrol; Despite the mportanca
of this objective, io dale there has been no real decentralization &nd no
change in power structures within lino departments. Some attampls have
been made 1o hand ovor responsibilities 1o communities in such areas as
managing waler supply schemes and schools, but thare has been little or
no real devolution of autharty,

Encouragermnt of senvice provision by Non-Governmen! Organizalions
{NGOs) and the private secfor; This iniliative depends largetly on the
Participatory Development Program (PDP) by which govermimant can
develop parnerships with NGOs and support their delivery of basic social
sarvices, Unfortunately, the PDP has baen allocated less than hall of one
percent of the tatal SAP-1| budget. It administered proparly, NGOs have the
ability o manage & much larger program. The botiensck here is
govemment's inability to manage the POP.

Measurement of outcomes and impact: SAP-|l calls for much greater
emphasis on moniloring and evaluation, This s essential as line
depariments have, for many years, relied on the information gap between
the village and provincial headguarters 10 hide their poor performance.
The obvious flaw here is thal i i the government itselt that will be
collecting and analyzing he critical information. Strangthening
governmarn! capability in this area is an obvious need, but the severity of
ihe problem, the magnitude of SAP and what's at siake, all call for
stronger maasures. Independent institutions of unquestioned intermational
repute and professional calibre must be coniracted o conduct the
required monitoring and evaluation and ensure proper accountability.
The above objectives are all worthy but unattainable withoul wholesale
changes in methods, organizational struciune, incentivas and atlitudes.
Vesied inferests in the status qua ans 100 strong and will continue 1o block
atlempis al reform. )

SAP-Il EXPENDITURE SHARES

Elemantary Educaaon @2 6.0
Primary Health 96.9 T4
Flusal Waler Supgdy and Sanitation 400 A
Popudation Welfane %0 s
Sub-Tatal Programs 4841 { R ]
Particpatony Developmant Program 24 Q5
Manilorng and Evaliation 14 04
Toechrical Assistance na oz
Total 4048 100.0

Baunedc Faderal SAP Sacretaril, Goverrvmom of Palatan, Specnl Talsiaianns




The Macroeconomic Perspective

SAP-| was launched during 1992-83 in a pariod of growing fiscal translers
o provincial governments following the 1991 Mational Finance
Commission (NFC) Award. Consequently, the govermment was prepansd 1o
profect expenditures on the basic soclal services, Tolal axpenditures
during the first phase of SAP increased from 1,8% of the GDP in 199293
1o neardy 2.1% in 1996-87 at an annual growth rate of 22%. By 1997-98,
howewver, the fiscal pasition had worsened substantially and the 1897 NFC
Award reduced fransfers. Expanditures on SAP were pruned, even though
Pakistan had committed to raising them 10 2.4% of GOP in the Extended
Structural Adjustiment Facility (ESAF) program. It is astimated that in 1997-
84, the first full year of SAP-I, expandiures on the program fell almos!
0U6% 1o about 1.8% of GOP (see table 4.3), a shonfall of Rs. 17 hillion.
Based on the Integrated Social Policy and Macroeconomic (ISPM)
modal of SPDC, we project the likely SAP expenditures lrom 1998-99 to
2002-03, These projections take into consideration the reactivation of the
ESAF and Extended Fund Facility (EFF) program with the IMF and debt
reschaculing by the Paris Club. The growlh in expanditunes is linked to the

SAP EXPENDITURES, 1992-93 TO 1997-98

fa2-83 155 T2 227 .68
1paa-a4 156 Al 2ra 1.72
AR5 25 ] ¥5 1.848
0506 5 145 440 208
TEDE-67 345 122 51.1 213
THOT-08 {RE) 3a 18.1 492 1.8
* Thes Sepeoncitmw (ppeans 1 e hagh when compasss o te e ol rweml waeser ppancitune

growth in fiscal ransters 1o the  JEFTIRS 4.4
pravinces.  Accordingly, we

eéxpect SAP expenditures to ROJECTE

agoregate to Fs. 53 bilkon in ERTLIECTED QAR

EXPENDITURES
1998-99, compared to the
pragram’s  expeciation  af 1998-89 TO 2002-03

e of e 365 boon [ ]

[rod Including ru{ahgn project

assistance). Due lo  liscal 908@ 2 1%
constraints, SAP expenditures 19902000 s 17
& oxpecied bo rise by about 200001 BALD N
0.05% of the GOP annually 1o 200102 8.1 162
rach 185% in 200203 (see 200209 #4.0 185

ible 4.4). 11 ks clear that not only

will the original ESAF program e oo by SPUGS S mod
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SAP expenditure as % of GDP

met, bit that over the next e years,
exponditures will fall far shor of the
peak of 2.13% alained in SAP-|.

This blaak outlook for the remaindear
of SAP-l underscoras the need for

rationalizing the whole program and for
= _m--" rethinking the govemment's role in the
__.--"" social sectors, The events of May 1988

=% - — fhe nuclear fests and subSequen

E sanclions — causad the sxpendiuncs
i e = to dip even lower (see chart 4.1).
— “t o - One of the principal changes in the
i I incus of SAP-II from SAP-1 was on
I — - o - ; — improving quality. Howawver, quality
P i 111 2 R S S ol improvements remain  unattainable
RN E P F B BB without  fundamantal changes In
You delivary and  instilutions.  And,
[l i oot () Aesng Expinciise unfariunately, monifonng miSsions an
focusing on igsues al disbursamant
raiher than instistional raform. Indeed,
gevernment is making construction is tiest priority. Alfeady, 8 year and &
hall Inlo SAP-I, the lamiliar compiainis about salary expendiiures an
being heard, thal they are geiting highor priorty than non-salary
axpenditures (see table 4.5) oven though the allocations 1o non-salary
items are about 40% hsgher than actual spending during SAP-I, A closer
examination of the breakdown of axpenditures shows the infinitely small
proparion of expenditure on “quality enhancing npuis” — a specific
PATTERN OF SAP EXPENDITURES
1995-06, 1996-97 AND 1997-98 (%)
Shars in Totsl Eapesinrs
Fecurring Expenditure ] 850 29 BiE
Direct Costs 783 564 nz 4]
Salanos i 454 125 633
Cuality Ennancing Inpuis 08 1.3 83 34
A & M ol Fackios o1 1.8 10.4 10
e o P porivecipar! Ohwerheads 128 255 1T 130
chwinges in b focnid Ealanes a8 44 (1] 5d
AP froom SAP ooy on Goods & Bervicas 38 ar D: 43
AAM 08 1.3 o 09
:r:::?m:y Macellandons 33 04 L1 24
- Devalopment Expendiure 8.1 15.0 BT 1m5
IrrTTACELE eRALRLY
srrt il it Reres: Dopmmart ol Punjuh ot $R1F P ot Ouhiniit, O L ETEE
Suumelmenral changes in Experdiiutn), 19007 100798, 1990-9% Latwre, Karachi, Peshawar, Gusfa. Jns 1006, Jusa

aletiiery ared went il

ROOT, Juna 1608




T reducs infant mortality, mone healih cars Tunding i needed.

condition of the PFP requiring at least 10% baing alocated to this area,
Creer the last three years, the allocations have averaged only 3.4%,
ranging fram 0.8% lor primarny/slemantary education io 11.3% for primary
health care:

Prognosis

It is already apparent thal the social sectors are Talling to meet SAP-II
agreements and objectives. The most recen! assessments of progress
dre the Auditor General's Thard Party Validation [TPV) of March 1938 and
the Multi-Donor Review Mission of December 1998, Brially, thair principal
conclusions are as follows:

o Lack of adherence to criteria for site selection, stafl recruitment and
procurement is seriously consiraning the program.

» There is a lack of understanding of SAP at all ievels, probably caused
by thie rapid tumover of key staff. The Multi-Donor Review Mission was
“profoundly concemed thal the progress of SAP is being severaly
jeopardized by the weakness in instifutional capacity, tha rapid,
indigcriminate and disruplive fransfer of key managers in all SAP
dapariments.”

& Donor funds for assential activities such as mondoring, technical
assistance and the PDP are not baing used, Imprest sccounts sel up
for the purpose remain unavailabde dus 1o bureaucralic dalays and lack

of understanding.

For several years, govemment has given high peorily fo SAP but is
becorming disilusionad with the lack of progress in social seclors and the
fack of mprovemant in social indicators. In a penod of severs fscal
consirainis, confinued commitment of resources 1o SAP s becoming
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increasingly difficull, especially when the key productive sectors such as
imigation and roads ane drained of resources. Emphasis on raviving the
econcmy by imvestment in economic infrastructure ks Deginning fo acquere
higher priority,

in conclusion, SAP-Il is in jeopardy, The improvements already mace
in its design are nadequate and will not overcome the basic flaws in
implementation capacity of the line departments. Unléss substantial
changes are made in both how social services are delivered and who
delivars tham, SAP-I| may share 1he sama late as SAP-1.

Future Strategy: Preparing for the Long Term

A radically different sirategy is needed fo Improve the performance of SAP
and maximize the impact on social indicators with the resources avadable.
Such a strategy would includea the following elements:

» identihcation of the core public sandces targeted 10 the poor and
vulnerable groups such as children and women, which woubd remain
the responsibilty of government irrespective of the rescurce position;
those services would then be identified which can effectively be
handed over to the private secior o NGOs or scaled down in view of
lack of resources;

& institulional reforms of the way social services are daliverad which
would be more cost effective and have a greater impact on the social
indicators: these ralorms would be based on experience gained from
the success of mnovative programs which ara angoing In Pakistan;

e strongihening of the process of involvement of NGOs and of
mechanisms for indapendent monitonng and evaluation; and

& a redefiniion of the role of donors and changes in financing
mechanisms 1o provida incentives for implementing refonm.



Cora public services are those which:

# are basic and essential;

& provide greatest benafit al low cost

& hinve an impact on the key social indicators (literscy rate, infan
martabty, ethe.);

& langel poor people and vulnerable groups including children and woman;

® can be provided by government in a cost-effective manner; and

& cannot be provided by the private secior. NGOs or the public at large.

Based on these criteria, the core public services in sach sector are
Kentiied below. The hundamental responsibility for providing free primary
etiucation (o all children resis with the govemment, as a basic nght of all
children. Wiie the: govemment cannaot abdicate 1his respansibility it can,
under spacilic circumsiances, ancourage the private sector and NGOs 1o
Ppfovide such senicos,

Elementary Education

Fromoting the privale secfor: NGOS and the private sector have made
commendable progress in the provision of primary and secondary
education throwghout the couniry (see box 44). Since public schoals cost
more o set up and operate than do non-government schools, It would be
mode cost effective for governmant 1o provide financial assisiance o the
KE0s and the private sector and rétreal from direct provision,

THE PRIVATE SECTOR IS A MAJOR PRESENCE
IN DELIVERING SOCIAL SERVICES
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Focusing on entry-level age groups, girls and backward areas: The gross
entaliment ratio for boys ks substantially higher than that for girs, Results
from the PIHS, 1286-87, indicate thal the gross primary ennoliment rate for
boys in the rural areas is 74% compared to 53% for girls, As a policy,
government intervention should be resiricted to girs' education in the rural
areas and the backward regeons, generally focusing on enrolfing childnen
aged 5-7 years and keeping them in schoal, In other words,

should ratraal from axpansion of boys” elementary education in daveloped
arsas.

Promating nov-formal education; The expenment of promoting non-fomal
basic education (NFBE) through the Prime Minister's Literacy Commission
(PMLE) ofers potential bor greater access 1o universal pimary education at
low cost. However, the policy ol imolving NGOs and

Organizations (CBOs) showld be sinctly adhered to. No NFBE schools
should be established and operated by the govemment itsell.

Raising the qualty of education; It is widaly recognized that the quakiy of
education provided by bath the publc and privale sector is poor. It can be
improved theough teaching techniques which ane activity-based and child-
cantred rather than based an rote leaming. Government must provide and
promote more and bellor teacher training and a curriculum suited fo
teday's needs, Government should open ils teachers’ raining centres 1o
private and NGO schools while encouraging the privale secior 1o operate
s own teachers’ fraining centres. The governmenl should also sel
standards and protect benaficiary inlerasts.

Health, Population and Mutrition

Expanding preveniive health services: The PIHS has establshed thal
public health care sarvices have bean successful in providing preventive
health care, This includes the immunization of childeen and hyglena
education which has reduced intant mortality and incidence of diamhoaa.
Under the pressure of shrinking budgets, SAP should give top prionty o
those programs tha! benefil people in addition fo the immediate
consumear. The programs that merit continuing public sector subsidies
include women's reproductive health programs, immunization, health
communications for behaviour change, and programs for the contral al
communicable infections of the mespiratory tract, such as tubarculoss,
and communicable infections of the intestinal tract such as diarrhoea. In
addition, SAP should provide emargancy health servicas for treatmant of
lbwms, injuries and obstetric complications.

Imegrafing public seclor health, family planning and nuirition services:
There is little co-ardination of health, tamily planning and nutibion
services. The Menistry of Health and the Minsstry of Population Welfane
each have focused on its own services, to the virual exclusion of the
other’s. The consolidation of health, family planning and nulrition actvities
in one federal ministry and in one depanment in each province, will reduce
public sector costs and increase efliciency. This s paricwlarty true of
reproductive health wivich touches all three areas — health, birth spacing
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and nuintion. It also focuses the three services on the people who nead
them most: pregnant women, breastieeding mothers and childran.

tncreasing sustainability of the Lady Health WorkersfLHWE) Program;
The government should continue to support salaries {at least in the
medium tarm) of the 40,000 Lady Health Workers [LHWs) employved by
the Prime Minister's Program for Health and Family Welfare. Thesae
trained local communily women provide reproductive health services o
the most needy o Pakistan's people. SAP should commission fiokd
research that compares ihe costs of the system with its outpuls and
impacts. I justified, then SAP should also sel up a pilol project 1o
gxplore the ramifications of transterring the costs of LHWs fo
communities.

Limiting the public secior rolp in curalive care: More than B0% of curative
health services are provided by the privale sector today (se8 box 44). Tha
public secior should focus on secondary curalive care in fehsi hospitals
and transfer management of such curalive services as the underutilized
Basic Health Units (BHUs) and Rural Health Centres (RHCs) 1o the
private sector, Becausa mast BHUSs and RHCs are poorly operated, drug-
slarved and notoriously inefficient. opening up management to
Enfrepranaurs such as privale doclors, community health commiteas or
WGOs could only lead 1o betler services. Becauso managernent wauld be
localized, it would come under the watchful eye of the community thal
benelits from Hs operation. The guestion arises: With private sector
managemeanl, would poor people be excluded from access 1o curative
‘health services? The answer is, probably, nol. Numercus examples of
cross-subsidization exist in most privale hospitals, clinics and doctors'
cansulting rooms. In the larger hospitals and clinics, committeas have
been sof up 1o datermine hardship cases and establish eligibiity for
subsidy which is available through cross-subsidies or philanthropic
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andowmaents and contributions. In the case ol owner-operated clinics and
consulting rooms, needy persons receive subsidized treatment. Howaver,
the level of service provided may vary.

Ratonalizing drugs and medical suppiies; Drugs and medical supplies are 8
major input but in scarce supply at public facilibes, This s primanky because
of matleasance in the purchasing and distnbution system. In a resource-
constrained emvironmant, the government may be forced to abandon the
cenfralized purchasing of drugs and medical supplies; this would maan that
all supplies needed in public hospitals would be purchased by patiants from
refail chemists, which will place additional hardships on poor people. A less
draconian measure may be to slash the drug supply budget to a level that
would still bo adequate fior fahsl hospitals and above, 10 ensure that poor
peopla would still have access o emangency and olher curative care. Diug
supply for primary care faclties may be delegaled 1o local bodes such as
community health committees. NGOs and prvate entreprensurs who could
b trained by SAP to sei up Revolving Drug Funds.

Water Supply and Sanitation

Drinking waler is a highly sought after commadity. On the oni hand, the
government's selection of communities to receive waler supply
schemes has become highly politicized and often has little to do wih
nead or atfordability, On the ofher hand, government is faced with
mounting operations and maintenance costs thal are nel being
recovered from the users, By not demanding that the community pay for
and manage 15 own waler supply systom, the government has
infroduced a lack of accountability resulting in expensive designs, poor
qualdy construction and major leakage ol funds. The typical Public
Health Engineering Deparimant (PHED) scheme is ai leas! twice as
axpansiva as it needs to be.

Thi situation foday i almost a1 a stalemate. PHEDs and politicians
maintain their monopoly over the water sector which forces communitias
o rémain dapendent on the provincial governments. Bul govemments
can no longer afford to provige free services. Existing systems are falling
info disrepair and rural water coverage through public schames has
fallen behind populalion growth. The waler supply seclor is, in fact,
ragressing.

The status of the water supply sector is measured by coverage. In ils
appraisal of SAPF, the World Bank estimated thal rural waler supply
COverage was 55% in 1987-98. Howsver, this did nof take into account the
privale sector's provision of potable water. The PIHS and the
UNICEFMinisiry of Health surveys paint a differem picture, In particular,
the 1925 UNICEF Multiple Indicators Cluster  Survey of Pakistan found
that 17% of rural households had piped water and 52% had lamily
handpumps inside the dwalling. This represents a minimum of 69%
coverage. (A note of caulion, however, 5 advised in mlerprating these
discrapancios since thare are variations from region to raglon, particulary
in terms. of accessibility,) Overall, one could surmise that water supply
coverage in rusal Pakistan is presently in the range of 70%; considarably
mara than the 55% coverage used as fhe basis for planning SAP-II,
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In establishing essential key services in public wabter supply, the
priorities are clear;

A focus on the hardship ardas Peovision should be concentrated on
commundies where collection of water takes more than one hour, Local
Govemmant and Rural Dovelopment Depariments (LGRDDs) should
provica handpumps where leasible, thal i, where the water
tabde is bess than 150 feet below ground,

The complelion of ongoing schames: Larger allocabons should be mada
for schimas presently under construction and for rehabiltation of those in
disrepair. Thesa allocations should be made with the express purpose of
fransfering all schemes over to the community ihrough properdy designed
and exacuted community managemeant programas.

The end of new waler supply schemes: No new public waler supply
_ schamies should be provided o communities able 1o acguire water supply
themselves through the prvate secter such as by the family and
community handpumps.

The promation of private seclor and NGO participation: NGOs and the
privale sector should be ancouraged lo deliver water, latrines and
drainage through granis-in-aid, support in technology davelopment,
Iraining and facilitation.

Learning from Alternative Delivery Mechanisms

The eariier sections have clearly identified tha need to rethink the role of
govemment in the social sectors. With governments unable 1o generate
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gublicient resources 10 provide even basic servica lavels, wa must identity
and develop allermatives. Pakistan has, over the years, used sevoral
innovative approaches to deliver basic social services through the
privale/™G0 sector or in partnership between government and NGOs.
Some have beon successful, others nol. Each has, however, provided
lessons for the future. A study of these approaches 18ils us what can be
done, what cannol, what pitfalls 1o avold and what successes fo
replicate.

W must use the fiscal space provided (o Pakistan o regroup &nd,
building on ihese experences, develop algmative mechanisms for
delivery of basic social sarvices, Some of these are discussed below,

Elementary education

Privale soctor schools: Few have been in operaiion lor very long, bl
following rapid expansion since denationalizalion in 1979, pivate sector
schools now number in the tens of thousands. They offar a guality of
service which ranges from a level marginally higher than government
schools to thal comparable to the best available abroad.

A signilicant initiative in this area & tha A Instiute of Education (AIE),
The AIE was establishod in 1293 wilh hwo main goals: o meel the demand
for primary teachers, and to produce teachers who recognize thal actiity-
hasadtekdmgnnddﬂﬂwﬂedlaamingvﬂllmmhﬂtmsmﬁ
Graduates of AIE readily find jobs with the private sector schools catering to
miiddile 10 uppar-middie-income groups, Recently, AIE has openad i dooss
10 in-senvice training for both private and govemmaent school teachers,
including an outreach program in Punjab,

Nev-Formal Basic Education schools (NFBEs): There are some 300
MGOs and CBOs which are either operating NFBES or are interesied in
astablishing them. The MFBE schoois follow the curnculum specified for
the tormal schools, with some fexbility in school hours. The basic
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mathodology adopted by such schools is child-centred leaming with a
Iocus on developing skills and creativity,

Basic community schools: These schools are operated under the Prime
Minister's Literacy Commission by local NGOs, CBOs and the privats
seclor promoting literacy through mechanisms ranging frarm adult Maracy
programes to NFBE schools. The latest experiment in lteracy started in
Decamber 1995 with tha intent of astablishing 10,000 NFBE schoals. A
proposal has been made by PMLC 1o expand this fo a network of 82000
NFBE schools. However, this is being held back pending a fermal
appraisal of the existing NFBE schools establishod by the PMLC,

School Management Commitiees (SMCs): Thase comimitlees ame being
introduced info gevemment schools under SAP. Thair rode is becoming
mons maaningful through a mare reprasentative membership intended to
redisce the influence of politicians and willage influentiats. This etfort o
decontralize school management is a &tep in the right direction, but the
GOP siill has a long way 1o go.

Home schools: This approach to educating children is the most successiul
component of the Balochistan Primary Education Program. More than 300
such rural schools have been established with fuil support of the villages.
Parents pay foes covering the full costs of school operation. Similar
Approaches have been successiully demonstraied in the Karachi
townships of Orangi and Baldia where the schoals are olien in singla
rooms in the homes of the leachers themsalves.

Health, population weltare and nutrition

heaith management: Health Department officials work wilh
Community Health Commitioes (CHCs) which provide volunleers and
small amounts of money collecied locaily. The government provides
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matching grants plus human resources 1o develop capacity of the CHCs
1o manage primary healih faciiies. Commilleas use the funds 1o repair
government health facilities and to purchase medical aquipmaont and
supplies. The concep! is promising because it places responsibilsty and
autharity in the hands of intended benalicianes.

Zpcial marketing: Social marketing organizations in Pakisian provide
maee than 20% of contraceptives, most of the lodized salt and most of the
in-sarvice training of private health providers.

NGO umbratias for Community-based Organizations {CBOs): Health NGOs
in Pakistan generally have good reputations, bul their outreach ks limited,
Dutreach can be multiphed by the umbrella concapt: a donor contracts with
a well-managed umbrella NGO which subcontracts with several smaller
NGOs. In & successhel famddy planning umbrella project in Pakistan, tha
United Mations Fund for Populalion Acthities (UNFPA) contracied with
Pathfinder IMemational 1o be the umbrella over six NGOs. The result was a
rapid and subsiantial increase in conlraceptive use in poor COMMUNIbES,

Water supply and sanitation

The LGRODAUMNICEF Commumily Handpump Program: Over the last
decade. UNICEF has been providing advice and funding o the provincial
LGRDOS in a low-profile but sizeabls program providing water supply
through community-based handgumps. With the installation of more than
25,000 handpumps, he program is providing low-cost, raliable, chean
waler to over 2.5 million rural peopla 24 hours a day. In addition, it uses
locally produced, enargy-etficient technology, The program is sustainable,
withcut lang-term depandance on govemment.

Hougsehokd sanitation by the private sector: UNICEF has been an
imporiant proponent of sanitation in Pakistan, From its many and varied
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projeci-based experiences, two corclusions have emerged. The firs! is
that although the provision of subsidias for latrings helps gain entry into
tha community, in the long term it is detrimental as it creates depandancy
&nd ks nol sustainable. The second conclusion is thal private sector mistris
{skilled workers) trained in Latring installation function well as promolers.
The profit motive is an effective incentive.

mmwﬂwfmﬂﬂﬁmm fecused on
will imrwmyhhmmwmmmladﬂulmmmﬂnmmmmm
of the nwal population still reied on streams and springs for water. 1t
: m*mmmmmeuhlngmmIMn
over 2000 more than planned! The water supply schemes ara
by the communilies through water commitiees, Cn average,
uniies confribuled 50% to 60% of capital cosis in equipmant,
plias and labour,

ly management of schemes: The most successful program
10 Azad Jammu and Kashmir (AJK) a decade before SAP began.
iy all piped LGROD waler schemes now come undar community
oy mmummammrﬁnralﬁnpmlm 15% 1o
s af ihe capital cost. A second example of a suscessiul community
gement project took place in 1985 when the Linited Nations High
isaoner for Relugees (UNHCR) transfesrod responsibility for fs
el mmMMQMnmmgeEMmunlunsianin
an and NWFP. Working through the private seclor, it was abile 1o
Ll commuenity managemant to over 70 schemes,

mily handpump: This Pump s & source of drinking waler where
llow groundwater, especially in rural Punjab and Sindh, The
ors Cluster Survey (MICS) indicated that 52% of the rural
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population get their waler from the family handpumg (ihis is comoborated
py the PIHS-97). This implies Ihal there are some sin million family
handpumps in use in Pakistan today. This highly succossiul, privale sector
handpump provides reliable water supply 24 hours a day at a very low
cost. I is complataly in the control of the housahalder with no burden on
government. Unfosunately, the importance of the family handpump has
not yel been recognized by governmant. No attempt has bean made 1o
strengthen or draw on the lamily handpump providers, who form an
enarmous resource in the waler supply sector.

Saveral common themes weave through the axamplas cited:

ine use of lechnalogy or mechanisms adapled to Iocal neads;
the identification of needs in sonsultation with benaficiares,
the flexibility in implementaton,

cost effectivenass:

effective beneficiary invalvement throwghout;

accountability and transparency;

consisiency in stafifbenaficlary interface;

olective devolution; and

©OS1 recovany.

' I B B

To introduce these elements into govermment oparations, institutional
reform is needed. Stafl selection and appointment must be on rreril onily.
Siaff once appointad must be retained wilhat transfer lor several years.
Stalf must be trained in identifying and adopling the appropriais
technalogy and mechanisms suited 1o the needs of the benaficiary. Rules
must allow for innovation and fexibility. Beneficiary pariicipation must be
effective and start with identification of the nead and continue through
implementation and subsequenl operations, mainienance and
managemant, including the management of financial, human and malenal
resources. There must be effective devolution, All of these will allow for
ransparency, accountability and cos! effectiveness. A system to ensure
cosl recovary — al the minimum, the cost of operations and mainbenancs
— mius! be introduced.

Elements of Reform

In line with key relorms incorparated in the design of SAP-Il and based on
the lessans leamed from successtul innovations in social service delivery,
tha major elements of institutional relorm are described balow.

Decentralization: This is an important key o improving he guality of social
senvices. Rigid control of pawer at the central lavets has been SAP's most



Most of SAP's objectives can only be achieved i authority and
responsibifity are davolved 1o lower tiers of adminisiration. This means
evaniually shifting control 10 local govemments, But such devolution will
require many years 1o complete (see box 4B). In the meantime, SAP can
take the first steps toward devolution by delegalion direcl 1o the
commusnity and district level.

Empowening the community: Limited community managemant of water
supply, education and health has already begun but with varying degrees
ol success. In Punjab, education committees have been given direct
funding for maintenance of their classrooms. In AJK, the community is
directly involved in planning and implemantation of its waler supply
scheme as well as contribuling some 20% of its capital cost. In Mansehra,
the district councl was entirely responsible for a program in which
communifies helped install more than 3,000 piped waler supply schemes
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Transtermng authorty to the community and district is feasible within SAP-
I, but it will take government's commitment and full backing 1o see i
through. Ultimately, the transfer of authorty will atfect the ling
depanments’ roles which will naturally shiflt from control 1o facditation. This
will take the form of sector monitoning, research, training, maintenance of
standards, information management and macro-lovel planning.

Social communications for behawviour change: Public awareness campaigns
have been in the forefront of socal developmaent in countries as vaned as
Bangladesh, China and Greal Britain, bul nolf yel in Pakistan, To be effectve
in Pakistan, communicalions campaigns should aim al behaviour change,
target specific audience segments, be adequately researched and tested
befare use, and be camed wia channels appropriate for each target audience,
ncluding mass media tor the genaral public and interpersonal madia for
school children. Publlie awareness campalgns are essential to changing
behaviour in heakth, hygene and education. They will also be neaded for
befier understanding of SAP and its opportunities bath inside and outside
govemment. The lafier is the subject of a new SAP communications
suppored by the Canadian Intemational Development Agency (CIDA)

Strangthening the privale sector; Government lends 1o look on the privale
sector as competition whereas, in fact, it is a partner. The private sector is
responding fo public demand in precisely those areas where govemment
is not. Since it s actually relleving government of its burden in many areas
ol service delivery, governmen! should strengthen the private sector and
hamess iis considerable resources fof the benafit of the social sectors.
Government coukd lease its under-used physical facilities, provide grant
tunding and suppor the privale soctor in enhancing its methods,
technology and standards, Budgetary requirements would be small, the
benefits would be enarmous. Chart 4.2 provides an overview of a few of
the opporunitios which are immadiately availabbe, There are many more.

Government and NGO partnerships: There are thousands of NGOs in
Pakistan varying in size, scope and operations. Most lack capacity,
putreach and experence o have any significant widespread impact in the
social sectors, A handhul that do have relevant experience and sufficient
capacity have their own agenda and are reluctant fo take on govemment
programs or assume govenments responsibilites. Thay will not
embrace govermnment programs unless they fesal that they benalit directly
and that theair work with govermment meshes well with their objectives and
programs. On its pan, govemment has always viewed NGOs with
sceplicism and even suspicion. This would not seem 1o be a climate
conducive 1o a successiul partnership or working relationship.

Ye, opportunities abound for working with NGOs (some are listed in
chart 4.2). But first the governmant must improve its atliledes and
precedures when working with NGOs even though there might be good
reasons for sceplicism. Although numerous NGOs are not suitable, many
morg are, and it is not dificult to identily the befter ones. Training and
awareness programs are needed within governmant to upgrade NGO
credibility and value in the eyes of the bureaucracy. This should provide
for batter understanding of NGOs, thedr principles and programs.
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By the end of 1598-89, SAP-I| will have completed two and a half years
with litthe to show in the way of institlutional reform. Much can be dane in
the immadiate future to offset the impact of thesa delays. The piecemeal
approach 1o institulional refarm, adopted so far, provides avenues io the
bureaucracy for stifling reform.” Reform must starl with the basics,
namely, the need to make bureaucralts realize that they are public
servanis and their function is 1o serve nol govern. Reform must be
systemic, coordinated and implemented in a logical saquence. Tharafore,
the Efficiency and Disciplinary Aules must be changed to ansure that
future increments and promotion will depand on an annial review of
perlormance by the people bureauerals serve and nol by their suparor
officers — who are anyway cut from the same cloth.

Another immadate action would be to remove the power now enjoyed
by elected officials of making a gift of appoiniment or interaring with a
posting. This would introduce merit and longevity in a position, thereby
making bureaucrals accountable for their actions, The powers of the
Deputy Commissiongr should be truncated only 1o thal of law and order
and revenue collection, the raison d'atre for the position. The coardination
function should be the responsibility of the chairman of the district council,
All district officials should be employess of the district council and not of
provincial govermments.

The Participatory Development Program {PDP)

The PDP has been sel up as part ol SAP to foster stronger linkages
among communifies, NGOs and govemment. [ is an imporant and much
publicized initiative, NGOs have found that during SAP-i, PDP was, and
during SAP-Il confinues 1o be:

& centralized and lacking in iransparency;

s extramely slow in project selection and payment to the point of nearly
collapsing some of the projects; and

o uniriandly, in that government is unable to wark afectivaly with NGOs.
Its approach was found to be reguiatory and contralling, not
supporive.

SAP-Il has attempted fo address some of these issuss. An important
first step is the decentralizing of project selection and administration 1o the
provinces. The governmeni has increased resources for monitoring by the
private seclor and plans fo include training. Transparency has beon
improved by including NGOs on the PDP committees. However, many
issUes remain unresolved.

&+ The SAP PDF committeas are heavily dominated by govemment, in
particular the line departmens,
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# The NGOs have found the attitudes and methods of govermnment to be
condescending and inflaxible. There remains an element of distrust
and disrespect on the pan of govemment which counfers any attempt
1o lomm working parnerships baétween government and the NGOs,

o Although SAF has had the experionce of adminisiening two rounds of
NGO selection and funding, a full 12 months after announcing PDP
and receiving over 300 proposals, SAP has bean unable 1o selectTund
ary NGOs (see box 4C). This has resulted in frustration, to the poind
that many NGOs have decided never again to attlempt preparing POP
proposals bul o seek funding elsewhere,

SELECTING THE RIGHT NGOs FOR PDP
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As explicitly siated in its objective, the purpose of PDP is fo
supplement SAP by imvolving CBOs, NGOs, the private sector and ciwl
society, However, the inferpretation by the lne depariments is thal the
POP should be used 1o overcome deficiencies in govemmant's senvice
delivery or "gap filling.” Almost by definition, NGOs are nol interasted in
wndartaking govamment waork or gap filling. Indeed, the intent of PDP i
mot 1o hire NGOs to underake sandce delivery on behall of govemment.

Thara i no appreciation of the magnilude or complexity of
establishing and maintaining an ellective NGOVCBO support
mechanism worth US$47 million and with more than 500 projects. Not
having had any experience in such programs, governmant has assumed
thal it is merely a matier of selection, funding and monitaring. This is a
racipe for disaster. |l indeed the objective is fo draw on the NGO sector
for suppart in SAP services delivery, the NGOs will need strengihening
and support specifically tailored 1o their needs. Experience in Pakistan
and elsewhere In Soulh Asia has amply demonsirated that
strenglhaning NGE0s/CB0s is a complex and demanding task requinng
considerable resources and specialized expartise, neaher ol which are
avallable in govermmeant,

After aver one year of implementation, the PDP process is to be
avaluated and the program redesigned. This will provide an opportundy ko
make the following changes.

# The PDP showld b implemented by non-govemment andior privale
seclor orgamizations having the ability to understand, foster and
sirengthen govemmantMNGO relationships,

« The PDP Steerng Committees should ba reconstituted so thal e
majority of is members are selected from civil society (excluding
retired bursaucrats), Procedural changes should be made o ensure
thal meetings are compulsory for the members themselves and nol
their alternates. Sufficienl notice (say 15 days) should be given of
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impending meetings. By using this machanism 1o channa! POP funds,
equity and transparency will be assured.

»  The program should include a major companent of NGO/CED capacity
basilding.

& Only after the NGOs have shown their ability to use funds propery and
can demonstrale capacity, tho overall budgetary &llocation sheuld be
Increased io reflect the capacity of NGOs 1o undenake social sanvices

Independent Monitoring and Evaluation

BAP-II calls for the strengthening of monitoring and evaluation (MEE)
capabilitios of the SAP secretarial, provincial SAP cells and line
departmants. Indeed ihey nead it SAP-1 demonsirated their weaknass and
partiality in reporting. So-called third party validation has bagun o measura
process indicalors such as sita seleclion, stall recruitment, staft
absaniaesm, ransparancy and efficigncy. In sddition, axtemal monitaring
has been planned 1o cover community parbeipation and NGO/CBOY private
sacior involvemaent. While thase are necessary measures, they ar limitad
o momoning process vanables, nol oulcomas and impacts,

Distances between the villages and provincial headquaners present a
major block in accessing reliable information on SAP developmants at thia
village level. Centralized line depanments ety an thair district offices for
such information. Usually it s inaccurate and incomplete. 1t is lunher
culled before being passed on fo planning and development (PAD)
depanmants and cantral agencies such as tha Muli-Donor Suppert Unit
(M3U). Seldom do independent monitors venture out 1o the villages to gat
first-hand, accurate informafion. Dogors have provided funds far hiring
mdependont monitors but they are not being used. SAP must speed up

CHAPTER 4

LR 1]

Setial fevpimpmeni in Fusoian



oo
an

CHAFTER 4

L]

W Pakintan

Hocial Deswippmani
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the process of establishing comprehensive data sets and regular
monitonng [including value-for-money awdits] by third party monitors
confracled outside of govarnmant. Only then will the mequired accuracy
and complateness in reporing be available 1o donors and SAP plannars

Monitoring within SAP-I| is off 10 & poor star. |t is cusrently based on
oHicial statistics, the Auditer General’s Third Party Vakdation (TPV) surveys
and the PIHS. Each suffers in quaily and scope. The TPY surveys are
limized to process parameters such as procurement and recruiiment but in
a way which is strictly administrative and narrow in focus. Line
departments are being encouraged o sat up managamenl nformaton
sysiems, but nearty all are unrolable. Paper projects, absenteeism and
poor performance are common and go unreported, The situalion is so
serous that the Punjab Govemment called in the army tast year 1o conduc
feld surveys of schools to find out what the real siluation was, Other
govemments have either followed suit or are in the process of requesting
similar assisiance,

Thea PIHS is upgrading its sampling and survey methods but falks shont
of measufing service quality of impact in full. It (s not attempling lo
measurs  valuo-for-money or cost  aflectiveness.  Strengihaning
government capability 0 this area s an obwious need, but the saventy of
the problam, as well a3 the magnitude of SAP and whal is &t stake, calis
for stronger measures. It calls for contracting & firm of ungquestioned
international repute and professional calibre. Such firms are availabla in
the privale seclor, aven in Pakistan.

Ewven al this late stage there is still a window of opporiunity for denors
to astablish a truly independent MBE mechanism which will go that cne
assaniial step further — to detarmine the quality ol services and thair
Impact on the rural population. Relatively speaking, this initiative will not
cos! a groeat deal but would have a tremendous effect on SAPR, i would not
only provide reliable leedback to improve service delivery, it would also
act as a8 check on govemment's MAE efforis. which would undoubtedty
ImproYe a5 a consequence.



A donor-funded monilorng and evaluabon program would not be
difficult or fime consuming 1o saf up. It would be a matter of establishing
proper criteria, indicators and survey methodology and then hiring in the
privale sector to underigke the work, Many repulable local and
international firms have the experfise and experience necessary, The
principal reason wivy truly independent M&E mechanisms are nol in place
i that the donors are reluctant 1o insist on tham, Subconaciously, they
may ba hestant to raveal tha tree siluation, 11 will 1ake real commitment
on tha pan of the donoss to push the concept through. But push they musl.
It Is essantial; there is too much at stake.

[l ROLE OF DONORS

Financing Mechanisms

Total donor fundeng for SAP-II exceeds USS2 billion. The donors hoped
that this would be sufficient to leverage the institutional and delvery
reforms needed o atiain the objectves of SAP. Howaver, during SAP-1,
aven though the funding mechanisms were the same, the planned
inslilutional reforms were not implemented. A major cause for the lapse
nas been the continual back-pedaling by each successive donor Review
Mission. The underlying reason s perhaps due to the systems and
procedures used to fund projects as opposed 1o programs

Project funding |s based on confracted amounts pad for completon of
civil works; the perlormance of services or salaries and agreed
aipendiuras. As in SAP-1, disbursement of SAP-II funds routed throwgh
the World Bank are frealed as reimbursable expenses. These
reimbursemants are made on the submission of verified eligible
expendiures in the form of quarerly Statement of Expenses (SOEs). A
major defect of such fwnding s that i is disbursement griented and not
based on guantifiable outpul measures, This prowides an oppofunity for
both donors and govemnment 1o stall on the implamantation of relorms or
adherence to stpulated conditions.

Program funding mechanisms, such as those under IMF's ESAF/EFF,
and tha Waorld Bank's Structural Adjustment Loans or Program Loans ang
structured such that it ks nearly impossibée 1o circomvent any of 1he
conditions, These mechanisms provide initial bridge financing io star the
process of change. They specily guantiiable banchmarks, verifiable by
third parties, which must be achieved before any subsequent tranche i
releasad. Disbursement 5 elther withheld or delayed pending compliance,
inereby providing both the camot and the stick to encourage the
implemeniation of changa.

it donors are really committed 10 seeing better governance and
improved peromance in social sector delivery in Pakistan, thay should
adopt this strategy. For instance, each step identilied in the palicy action
matrix' should be knked to the release of a specified amount. Each
agency and level of government should be ireated as an independent

& o e Puae afected me esend U P peed] Sinesa doromerm o o e Lisen Deestarwed Sacd
el P Wt ek A munstes (F Pl o Bt Won S0B0e S] et s o 8 O UL T P o
= confrci mees el hewg uidiig sl B e 5 Fe [y MEEErET s o el bl
R coukl e P Eacwiel o peyRoyreTe O e mepanTern e urrinaee b P st roaeead

otarl oo founadtig for
SAPT evonwly £NES
hilffer

CHAPTER 4

R 1)

Becial Davalppaant in Pakiilas




&

CHAPTER 4

1980

Sacial Devsippmen] in Palisian

Fisr chigrisrnd childiran an bmproved SAP-I can haldout 8 itk hops.

entity. There should be no upper limit 1o the amount which any agency or
government could claim: as a pedormance-based lunding mechanism,
anly the active agency'govemnment implemanting the reform would gain,
Such an approach would also act as an incentive to the laggards 1o catch
up learing that they would lose thair shara

The added advantage is ihat 1he agency/gowammeant would imploment
refarm as a resull of iis demonsirated polidical willingness even though the
driving force may aclually be a need 1o gain Access to additional funds (o
augment scarce public resources. Tha temptation to diven these funds 1o
olhor uses can be overcome by placing these amounis in an escrow
amount to be released only for approved SAP expenditures by the
agency/departmont concemed



Donor Support of NGOs

Grant funding ol non-gavemmaent arganizalions has traditionally been the
purview of the bilateral denors, In contrast to other South Asian countries,
fhe NGO sector in Pakistan is underdeveloped. Literally thousands of
small NGOs and CBOs have good potential but are inexpononced, lack
credibdity and are orienied loward weifare, not development. As such they
aré not able to contribute significantly lo social seclor developmant,
Governmant is attempting to strengthen NGOs, such as through the PDP,
but due to its inaxpenence and distrust of NGOs, these attempls hava
failed to have any significant impact.

The entine NGO movemaent needs strengthening, nof anly in ferms of
building capacity, but also in making NGOs mone accountable and credible.
This strengthening can only be accomplished by the NGOS themsahes,
and on a woluntary basis. NGO resource centres (such as the NGO
Resource Centre (MGORC) in Karachi and the Frontier Resource Centre
in Peshawar) are already established credible instiutions with the mandate
and experience in strengthening NGOs. Others which fecus on capacity
basiding of CBOs, such as the South Asia Parnership and Strengihaning
Parlicipalory Organizations (SPO). are working in all provinces, The
capacity-building programs of such entifies in tum need (o be strengthenad
and broadenad 1o include management (personnel, propect, linancial and
information  manageameant}, adrmanistration, reparling, promotions,
marketing, MEE and paricipatory methods 1o name but a few.

NGO credibility is another importan! issue. Governmen! often gives
dishonesty and lack of transparency as the reasons why NGDs should
not be supported. MGOs need to establish a sell-regulalory system to
enhance their ransparency and credibility. The recommenced resoure
centre NGO strengthening program descnbed above should also offer
courses in accouniability. As a requiremont of cerilication, each
participant NGO should underiake s own financial awdl through a
recognized accrediled auditor. NGOs would want cerification in that
donors and govemnments would naturally favour those NGOs which had
successiully completed the strengthening and awdi process.

Donars need to step back and review the development ol Paklstan's
NGO mavemant; daterming which resounce centres to suppor; idenlidy kay
capacilty bullding programs; buld the necessary training capabilifies within
the MGORCs. themselves, and fund and implement the program. A well-
designed, coondnated and execuled program would bo tremendously
baneficial, not only within the NGO commanity b for 1he enting social secton

Altogether, the ovemiding conclusion is that SAP-Il must be radically
reformed il it is to have a significant impact on the social indicators of
Pakistan, Otherwise, this program, patentially the most mportant in the
history of Pakistan, is destined for failure

Tl evelive NGO arorerment
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SOCIAL SAFETY NETS

poverty because magroeconomic policies. through thedr ricklg-

down' eflect, are unlikety o be effective, aven in periods of high
growdh, This Is primarity because of the difficulty in micro targeting and
mraching poor and disadvantaged peaple directly,

Direct approaches through special programs for poverty alleviation
become Gven maore imporant when a country is in an economéc crisis,
as is the case in Pakistan. Allernpis to stabilize s economy through
stoep reductions in figcal and current account deficits are hurting the
populace, especially those al the betlom of the economic ladder. The
process of structural adjustment in this country has caused tax hikes
(especially on consumption), cul-Dacks in public axpenditura
{particularly on social services) and the phasing oul of food subsidies
{lor @xample, on wheal). It has depreciated exchange rales and
enhanced larlls on public ulilities (such as powar and gas). All theso
“adiustments” will reduce economic epponunities and funhar lower the
living standards of poor paople.

The specire of growing unemplaymant and rising incidence of poverly
{as highlighted in previous chapters) brings with it major social
impbcations. To mitigale the situation, existing salety nets must be
irriproved rather than dgismantied, and new ones mus! be developed, Such
actions arg a natural complement of a structural Adjusiment program.

M TYPES OF SOCIAL SAFETY NETS

Tn b eHective, social salefy nets mus! be designed on the basis of an
undarstandeing of the extent and nature of poverty. And they must
respond to the needs of those groups most likely 1o be affacted by the
process of struciural adjusimant.

Wa nead af least thiee types ol programs, The first is long-term
financial assistance 1o those who are unable, mara or less, permanenlly,
o provide for themsehwes through word. This group would inchude
handicapped and disabled people, orphans, widows, etc. The second type
of program is designed for those who are able 1o work but whose incomes
ara bew and imegular, The goal here ks to smaoth income and consumption
in siack seasong,

Of great impodance in the prasent conlext is tha third type of
programs. Those are for people nomally capable of eaming adequale
incomes bul who are lemperaniy unable to eam a lving because of
shocks or downtuma in the econarmy &uch as, in Pakistan, the economic
sanclions and the angoing recession. Such programs provide shon-lem
assmiance (such as unemployment bénefits), promate amployment
through public works programs and offer micro eredit for income
ganerabon,

Sm::.l salaty Nels am necossany components in afforts 1o alleviale



Transters fo people living in poverty can take varous forms:

Cash fransfers are the traditional lorm ef support. They include private
chartable contributions and are considered to be a faidy atficient transfer
mathod because thay do not distort consumplion ar production choices.
However, the need for a means test, fargeting problems and the scope for
leakage (benefits being pre-empled by higher-income groups) make tham
difficull to administer, They also tend fo create a siate of permaneant
dependance on the part of beneficianes,

In-king fransfers are dosigned primarily o provide basic food security
fo poor househelds. The Iransfer mechanisms include guantity rationing
lakong with a prce subsidy), food stamps and food for work, | well
designed, in-kind transters can be an effective equivalent 1o cash
transiors but are also complex to adminisier,

Ralated fo thess are generalized price subsidies for food gems or for
oiher basic commodities and services, Their disadvantage is that they can
distor consumplion cholces and do net specihically larget poor people.
They ane, howaver, easy to administer.

ll'l Pakistan, the principal form of cash {ransters to lhe poor is through the
publicly administered Zakal system (along wilh private charitablo
conlnbutions). The Ushris also designed 1o subsidize poor people in rural
areas but it has fioundered on grounds of inadequate collections. Cash
transters have acquired importance maore recently by tha launching of the
cash Atta Subsidy Scheme (ASS) through the Sai-i-Maal,

A lradional social salety net has been the generalized wheat subsidy,
@ primary source of expenditure by both federal and provincial
govemments, Howewver, it has been so severaly criicized for problems af
targeting and leakages. it is expecied o be phased owl under the
Enhanced Structural Adjustment Facility (ESAF) program, Late iast year.
the government announced a sizeable 30% power farilf subsidy for
domestic consumers wilh a substantial budgetary outlay.

In the area of social secunty, the federal govemment operales an
employees old-age beneflits insurance scheme through a semi-
aufonomous Institution, the EOBI. The coverage of workers under this
schame remains mited. Plans are afoot for development of mone
dlaborate private  pensions schemes with matching employer
contributions and lax breaks by governmenl

An ambdious micro-credit schema for self-employment has bean
launched recently by commarcial banks and ofher financial institutions
such as the Small Business Finance Corporation, It 15 considered phvotal in
the creation of opporunities for educated youth al a time when
employmant prospects have significantly worsened. However, expearience
with such schemes (such as the Yellow Cab scheme) has nol been
encouraging because of poor targeting and high delault rates in repaymant
ol loans.

The House Building Finance Corporation (HBFC) continues 1o apesate a
subsidized housing finance scheme bul 1t has problems oo, It has baoen
accused of having an urban and middle class bias, loans are nol being paid
back, and in recent years, access 1o funding has become a serious problem,
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MGOs and intemational agencies have a number of innovative and
possibly more effective schemes underway. The World Food Program
(WFP) operates the lood for work and food for laclating mothers and
schoal girls’ programs; the Mational Rural Support Program (NRSP) runs
the micro-credit scheme; and a Pakistan Poverty Alleviation Fund is being
proposed. However, these programs are imited in financing, scopa and
coverage and unless roplicated nationalty are unlikely to maka a major
coniribution 1o poverty alleviation.

The total income value of the govermnment transter schemes is
eslimated at Rs.24 bilion, squivalant to about 0.8% of GDP (see table
5.1). The generalized consumer subsidies make up more than Rs 13
billion of this amount. Also included in this tally are the whaat and power
subsidies, both probably on their way out. What this ilusirates is thal, not
only are public transfars 1o poar people relatively small in Pakistan, they
are likaly to get much smalier

To alleviate povery in Pakistan, public transfers should constitute about
4.5% of the GDF, mone than four times the present level (see box 5A),

Private transfers are substantially larger, currently at about Fs. 58
billicn (see box 5B). They go mastly to religious omanizations, with a
large share used for mosque construction. Direct cash of in-kind transfers
1o housahoids are relatively imited,

TABLE 5.1

TOTAL VALUE® OF TRANSFERS UNDER

DIFFERENT SCHEMES
e - )
Cash Transiors 4500
Zakar 4000+
Lishr n
Bl )Ml ]
In-kind Transters 400
Food Program af WFP 4040
Consumar Subsidies 13200
Whaat Suibsicy 5000
Powar Subskiy B30
Micro-credit Programs 5000
NRSP Program 1000
Now Seit-Employment Schome 4000
Bocial Sscurity 1000
ECEI 1000
Housing Finance 60
HBFC 200
Total Vahise Of Translers 24400

0.8% of GDP
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TRANSFER PAYMENTS NEEDED TO ALLEVIATE POVERTY
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PHILANTHROPY IS ACTIVE IN PAKISTAN
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BOX 5C

SOCIAL SAFETY NETS IN THE ESAF PROGRAM

[Quetes from the Section on Social Safaty MNets in

the Policy Framework Paper]
mubinceded strateqy ol the mest vulneratle esmpensate and reirain
will b acdapied o IOURS SMIOng The poor WOrkars aRgcied by e

milnimize polaniial soctl @ Thit Pikistan Poverty implementation of

costy of machoeconomic Afaviation Fund (PPAF) vatiods mestructurng

asdjusiment and has boon sl up o peagrams.

sinengihen ihe socinl mbbilne and assist

salaty mat. This stratogy P0G DOMMURItes in [Quictes from ather

irciuges M lalawng: Bevilaping Income- sactions of PFP]

« By prodocting the Social paneraling actiles ® A new eleciricity
Action Program and throwgh faiman wibsithy ¢ housshold
high-peiority pisbie FESOUPCE ey BopETE inoduced
Fvestmants (pgroed and mico-cheddl i Oielober 1998 is
with Ihe Workd Bank) progmms. Tha estmated o have &
Irom expendius govermimend his started budgetary cost of s,
calftiacks, the Tunchng the PFAF and 2.2 hilign in 1928-09
govarnmen! tapects (o inbancts. i poowide s Ths edactricity subsity
ETsinLAIN tha level of Tall erdidweraling will bo phased oul in
basic social services amaunting o Rs. 500 e minges by
provided to e poor. rllion by Decambar Seplember 1905,

& Basod 0n a roevarw of 2000, # The wiand suhsady will
exisling publs secior & Tha govemman & b phasad ol i ed
salety neds (1o, Zakal, sawking bechnical and
Limhr nndl Bl linancial asssiance Souroe; Polcy Framewon
the govestumsent will Trom the donor Papme. ESAFIEFF
ensyre Detles (nsgating community 1 Progrem, IF.

Allogather, social salety nets have remained underdoveloped and
largely ineflective in alleviating powerly in Pakistan. The fotal guanium of
transiers is small, and fiscal constraints are eroding them ewan funther
They are inefficient in reaching the rght people, and thir coverage s
limited. On top of this, some recent inlliatives, swch as the powar t@nlf
subsidy and self-employment scheme, appear to be molivated mone by
political considerations than by the desre 1o alleviate poveny.

The ESAF program emphasizes \he need for social salety nels. Even
50, the Social Action Program will probably be scaled down and subsides
imvolving maor budgelary outlays phased oul. Nor is there a lkelibood of
any new major infiatives (see box 5C). Given such passivity in the face
of growing poverty, there is a real dangar that social conditians will ga ira
A frae fall, deterioraling quickly and soon.

The toflowing descrption of the strengihs and weaknesses of exsling
sockal salety nets fomms the basis for recommendations for the mpaovemeant
of these programs and the creation of new ones. Given emerging economic
developmants in Pakistan, sodial salety nets ara crucial to the sunvval of
these people curently undercovered and those wha soon will be.

Zehal: Tha Zakal and Uishr Orofnance was passed in 1980, Zakalis a
form ot religiously mandated charity under stam and officially collected



A Zukat and Lishs commiliss office whens ihe indigent ars given amall nuts LS gkt

only from Sunnd Muslims. An aulonomous Zakal coundil administers the
Central Zakat Fund, maintained by the Siate Bank of Pakistan [SBP).
which does not form part of the fedaral consolidated fund, This councl ks
supporied by the Zakarand Ushr wing ol the Ministry of Rebigious Afairs
Disbursement in the provinces is regulated by fhe provincial Zakal
councils. The most impontant lier is tho local Zakal commities, which
idenbiies the Mustahgin (the needy and the indigent), It is estimated that
there are about 1.5 million Mustahgin at present. These commitieas, of
which there are aboui 39,000, have seven elected. non-official, LN
membars, including two womean. Each committes can spand o o 10°% of
its alfocated funds on administration

Zakal is deducted compulsarily once a yoear from Sunii Muslime at the
ralz of 2.5% on specified linancial assels. Collechions in 1997-98 are
estimated al As. 4.1 billion, a drop from the peak of Rs. 4.7 billion
collacted in 1993-94. More than 50% of the revenus comes from a tax on
savings bank accounts and about 16% from fixed deposits. (A recent
judgement by the Supreme Court has allowed all sects (Figh) o file a
declaration seeking exemphion from payment of Zakaf on financial assets.
This puls in serous jecpardy the mechanism of compulsory deductions
and the level of contributions.)

The Central Zakat Fund retains a portion of the proceeds which it
wests on a non-interast basis. The oulstanding cash balance in January
1986 was almost Ra, 11 bilien. Provincial disbursements are based on
population, although this criterien is nat strictly followed. Distribution of
hinds by the provincial Zakat council s formula driven, with 600 gaoing 1a
local Zakat commillees and 40% lo inslutions {deend madaris, public
haspitals, vocational iraining Institutions, et ).

These eligible to receive Zakal, either directly or indanectly, mclude
needy, indigent and poor people (especially widows and omphans), and
peapie with handicaps or disabilities. Local Zakal committess giva two
rrain types of suppon: a monihly subsistence allowance of Rs. 250 1o each
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Mustahagin, with an additional As. 50 per child, and a rehabilitation grani of
up to As. 3000, These two grants constitute aboul T0% of the support, with
grants for jahez (mamiage dowry), educalional and medical expenses
making up the other 30%. All payments are made through banks.

Ushr: & rofigeous tax, Lishr is levied under the Zakat and Ushr Ordinance
on agricuftural produce exceeding 948 kg of wheal, or the equivalen
value ol ather crops. Like Zakal, i is paid by Sunanl Musims. Acconding 1o
religious statutes, the rate of Ushris 5% of the value of crops at a farm
site for Imgated land and 10% in the case of non-irigated (barand) land
Even though in practice, a uniform rate of 5% is being applied, the
revenue potential of the tax is sizeable.

Unlike Zakal, the collection and distribution of Uishr are completaty
deceniralized down to the local Zakal committes. Collection began in
1683, and revenses peaked al As. 0.3 bilkon in 1984-85. Since then, the
local commitieas have largely failed in the task ol assessment and
collection and, at present, are collecting less than As. 10 milkon across
the whale of Pakistan.

An aftlempl was made in the Finance Acl ol 1880 to transfer the
collection responsibility to the provincial Board of Revenus, tul this
propasal has not been effectively implemented. The Ushy, which has the
patential to becorne a major source of help to poverty-stricken rural
households, is essentially morbund,

Bait-ul-Maal: Pakisian Bai-ul-Maal (PBM) was established in February
1992 undar the provisions of the Pakistan Bait-w/-Maal Act of 1891 mainly
1o provide assistance 1o those in need (such as the minorities) who are nol
covered by Zakat PBM is administersd by an autonomous board of
managament consisling of the chairman {Amsen), five nen-official
members (appointed by the federal government) and three official



membars. Administrative cosls are low, al about 2% of total funds.

Funds for the Bai-w-Maa! essentially come in the fam of non-lapsabla
grants from the federal government. Criginally, the grant came from the
proceeds ol Ihe excise duty on bank advances, but since this duty was
abolished in ther 1987-88 Budget, lunding has dropped sharply from Rs., 1
billion i 1896-97 1o A= 0.2 bilkon n 1998-99. The PBM alea feceives
small grants from the Cenlral Zakal Fund, and provincial and local
govemments.

The Baif-wi-Maal provides two main banefits: the Individual Financlal
Assistance (IFA) schame which in 1997-88, disbursed Rs. 14 million 1o
sbout 5000 benaficianes, and the Food Subsidy Scheme (FSS),
ranamed the Afa Subsidy Scheme (ASS). In 1997-88, ASS provided
about 240.000 families wilh a monthly cash stpend of Rs. 200, O the
beneficiaries, 29% were widews, 19% were disabled people or invalids
and the remalning 52% were families kving below tha poverly line. The
tetal disbursement was Rs. 0.6 billion.

Lintil 1994, the PEM ran a food stamp schome, now abandoned, which
benafited 4.2 milion peoplo,

Applying for assistance from the Bait-u-Maal is a time-consuming
procedure. Three local people (incduding a local Zakat commition
member) must altes! the application form, which is then processed both
at the district and provincial levels. Howaver, the Prime Ministor and other
high-leved functionaries ean sanction amounts in open kulcheres {pubdic
gatherings) or elsewhers for ndividual financial assistance.

Employees Oid-Age Benefits Institution {ECBI): The Employees Oid
Age Benefits Instilution started tunctioning as an autonomaous body at the
loderal level under the EOB Act of 1976, Applicable 1o all enlerprises with
10 or more employeas, | aims to provide pensions 1o workers who eam
less than Rs, 3000 a month. EOBI takes care of all the functions including
collection of employor contribulions, investmant of funds and payment of
pensions through banks. It has a network of offices from which employers
cin got the necessarny lorms.,

Policy making and overall supenvision of the institution rests with a 19-

member board of trustees, wilh representation from laderal minisiries,
provincial labour depariments, emplayers and employees. The Secretary
ol the Federal Ministry of Labour acls as chairman. The institution's
accounts are subject to audit both by the government and an external
uiior.
Employers pay penodic contrbutions {at 5% of wages) for ther
registered workers: by June 1987, more than 37,000 employers were
making contributions for 1.2 million registered workars. The annual growth
rates in the 1980s were 6% and 726 up 10 1997, The annual ncome from
contributions ks currantly estimated at about As. 1 billion, As of the end of
Jung 1897, the cumulative income of the institution since its inception
stands &t As. 9 bilion, The federal govemment traditicnally gives a grani
ol up 1o Rs. 1 bilkon from the budget each year, although It was siashed
for the first time in 1987-98 because of fiscal consiraints. Even so, EOBI
has built up a fund of over Rs. 27 billion.

Amyone who has worked for at least 15 years and is 60 years of age
(35 years for females) is eligible for @ monthly pension provided tha
employer makes the EQBI contributions. The amount of pension is
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determined by a formula based on the number of years worked. The
minimum an individual can receive s As, 675,

There s provision for a reduced pension (claimed by workers who
refire belore the age of B0}, a pension for invalids (for the duration of the
lness), a sunvivor's pension and obd age grams.

Currently 128,000 workers are receiving pensions, and tha annual
amount paid oul by EOQBI in pansions or other benefils i about Rs. 1
billign.

Power Subsidy: The Water and Power Development Autharity (WAPDA)
and Karachi Electric Suppty Corporation (KESC) supply alectricity o mora
than seven million domeste consumers in Pakistan. This accounts for
about 42% of total power consumption in the country, Tarills (inelusive of
surcharges) ane ralatively low for most domesiic censumers, ranging from
Rs. 1.34 par kwh for the first 50 units 1o Rs. 6.57 per kwh for consumption
in excess of 4000 kwh per month. In early March 1998, these tanfis wore
raised on average by aboul 21%., with the largest proportion ol Increase
affecting medwm-siced consumers. The ncrease was 1o mprove the
financial pasition of WAPDA and gradually eliminate cross-subsidies 1o a
range of users, including small and medium-seed domestic consumeans.

In a dramatic and somewhal snexpectad rversal of this policy, the
Prma Minister announcad. in Ocfober 1998, a 30% reduction im tarifis for
all domastic consumaers; in etfect, a subsidy. The move was based on the
expectalions of savings in payments 1o private power producers, especially
Hub Power Company (HUBCO) and Kot Adu Power Company (KAPCO).
This measure not anly ran the risk of jeopardizing WAPDA and KESC's
already precarious financial situation, it led to the immediate breakdown of
ihe negotiations with IMF on the resumption of the ESAF program,

The magnitude of this subsidy to domestic power consumens is estimated
al Rs. 8.2 billion in 1998-99, with much of the benefit going to upper-income
CONSUMETs.,

The gevermment has now neachead an understanding with the Wond Bank
and IMF that it will tramsdiar the amount of the subsidy to WAPDA and KESC
from the budgel, and that the subs:dy will be expcitly shown on the bills of
CONSUIMETs.

House Building Finance Corporation (HBFC): Establshed m 1952 undor
an act of parkamend, the HBFC now has 11 zonal offices and 58 disirict
offices throughoul the country. It provides financial assestance for house
construction and purchass to homeless people and lower- and middie-
income groups. The onginal subsideed credit provided by the SBP has bean
discontinued, and the sole source of Tunding for the program is the amount
recovered from past loans, This amounts o about Rs, 2 billion annually,

Ta be eligible lor 8 HBFC loan, an applicant should have clear land title
and b abbe 1o pay off the kaan in mguar nstalimants. (The average infenesl
rale is 13%.)

Since January 1999, the maxmum limit for 3 HBFC loan has been
raised o9 RAs. 2 milian. During 1897, HBFC disbursed Rs. 1.3 bilion to
mara tham 8000 barrowers. Fifty-five parcent of the Ioans during the last
five years wara bolow Fs. 100,000, 40% wede between Rs. 100,000 and
Rs. 200,000 and the remaining 5% were abeve Rs. 200,000, Defaul rales
are as high as 30°%.
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World Food Program (WFP); The WFP runs three kends of focd transfer
programs 10 suppor food secunty at the household level and 1o improve
health and education opporunities lor people living in poverty

Food for mothars: Initiated in 1992 by the Federal Ministry of Health through
ihe Lady Health Workass (LHW) program, Food for mothers now covers B5
tstcts through govemment health laciiities. 1 promotes primary health cams
in rural areas and urban slums by encouraging expectant mothers 1o use
specific health care services. Tha inducement is the provision of free edible
il for attendance a1 health cenfres,

Each woman receives. up 1o four tins of od [four to fve kgs each) during
e course of one pregnancy/delnary and postnatal care penod. At aach
stage of the process, she receives relevan hoalth care and health education
on a number of issues including famity planning. The regulsrly monitored
schama has served about 225,000 women 1o date,

The gevemment covers adminisiralion costs (10% of fotal project costs),
&nd WFP covers tha rest. The cumulative cost of the project is aboul LISS26
milion. Fairly strong statistical evidence indicales that the wse of primary
health care has gong up signaficantly since 19494,

Food lor school gifs: This program seeks to mcrease ginls' enroliment,
mprove: atiendance and reduce dropoul rates at selected govermment
gifts” primary schools n rural Balochistan and NWFP. The inducement is
he provision of a tin of edible ol 1o each student if she attends schoal loF
20 gays n a month. In an effort to reduce absenteeism, female primary
Echeol leachars are given two tins of oil If they attend school for 22 days,
In remoite areas each student and teacher |2 entitted 1o receive Rs. 100 and
As. 200 per monih respecively. The two provinces eover 10% of the cost,
and WFP covers tha rest, Tolal project costs 1o date are USST million,
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The project curmently eevers 10 districts in Balochistan and aims 15 star
in Sindh snon. Thie selection of the desticts s based on the parcipation rate
Mm.ﬂwﬂwhmmmmlﬁM‘MMn
pural areas whers the studenttsacher fatio is low and whone it is logistically
feasible 1o delivery oll in & cost-eHective manner.

Enroliment leves have increassd since the launchng of the program,
espiciady in the Kalchi (Kinderganen) classes. It is poesible thaugh, that
parants ase enmling under-age girls to benalit fram the schame, this taxing
the capacities of these schools, The dropout rates are high, but the project is
still nat at a slage whera |t ean have a tangible impact on keeping gids in
school, It doss seem 1o have increased enroliments thowgh and, with greater
community awarenass, the WFP leals that enrcliments can eventually be
sustained without the ol meentive.

Food for work: This program s & residul of & much larges program run for
Alghan refugees, providing food in exchange for work, In the present system,
mmmlmmmmmmmmﬁmymtmmdslm
can Ihan be exchanged for wheat in ulility stores. The work i mastly in forest
mmlh“ﬁlhmlmmmmm
mmﬁlm.mmmeﬂmmm
salects the nursery plants and invites villagers o parbcipate.

There are alse schemes in watershad managament and the prevention
of sail degradation. In AJK, a vitage road-building project is underway, and
here is also an atompl (o fom wilage development commitiees. Uisualy
off-ppak seasons are chosen for work and tha schemes am al self
solecting.

The WFF is responsitle for the food stamps (which are prinied by the
Bap-ui-Maal lor 8 fee), and other extarnal donors ane responsibla for the cost
dWﬂpﬁTﬁEﬂCﬁdlﬂﬂMSﬂ'ﬂﬁE.“ﬂiﬂWhﬁWﬂMﬂ
eleciricity and phone bills and pay the govemment stalf ivolved.

Mational Rural Support Program (NRSP): Regstered in November
1881 as a non-prafit public company whter the Companies Crdingance,
1984, tha NASP operatas in 13 rural areas of Pakistan. It replicatas the
successiul programs. of AKASP in the Northem Areas and naral mico-
credit programs of Grameen Bank, Bangladesh. The program aims. i
tecduce poverly among small farmers and landless labouress throwgh
micro-eredii rural financing with comemunity participation. The Govemment
of Pakisian has provided a Rs. 500 milion grant to sel up an endowmont
fund and, since Juty 1997, has provided a credit line Facdlity with Habib
Bank Lid., Pakistan

NHEPsmmﬂmMnmmwanmhnnﬂm_
erpdil financing histery in this couniry. Batween July 1997 and Novembar
1998, credi disbursement has increased from Fis. 0.1 bilion to aimost Rs. 1
billion, and the number of borowers has gone from 23,000 fo 52,000 in
almast 4000 community organizations, i

Cne fourth of the expecied loan is inilially pledged by the borowar as-
coliateral, Peer pressure and social reputation of the individual and
community organization are eflectiily used as a collateral iool. Even Mgt
ihe annual rate of weest 5 18% bo 20%, the recovery rate it high. This b
been achieved by developing an effective credd distursement
(s box 50).
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Pakistan Poverty Alleviation Fund {PPAF): established in February
1887 as a non-profil and avlonomous privale company under the
Companies Ordinance, 1984, the PPAF provides micro eredd and
sustamable development programs with community panicipation. its
main authority rests wih its General Body and Board of Directors, The
Government of Pakistan has provided the fund with a Rs. 100 milon
grant which is expected (o be raised o A5, 300 million by the year 2000,
The World Bank will also be providing 8 major credit line shorily, Tha
mims and objectives ol PPAF are 1o improve the economic welfare and
income of poor people; to strengthen partner organizations and local
communities; and 1o provide credit 10 eligible parner ofganizations 19
assist them expand (heir poverty-largeted micro-credit programs.

The fund has three components. A micro-creditimicro-entemnzes
scheme provides loans o partner organizations. A second component
finances small-scale community infrastruciure through grants and loans
provided on @ cost-sharng basis o parner organizations. The third
component is aimed at improving capacity of siakeholders and parinar
organizations, A pariner organization must be a registered NGO with a
good track record, have the institulional capacity for implementation. be
gender sensifive and have a fransparent managemaent sysiem.

ha fallwing cntera for evaluation of these safety nats are based on
inferational axpenance in this area (see box 5E):

# largering efficiency: measured by the extenl to which a program’s
expendilures actually reach peor people rather than relatively wall-off
segments of the population:



LEARNING FROM THE EXPERIENCE OF OTHER COUNTRIES

# I EourTines with poor it arsures mocontive costs, Tha
bR, et susininabilty Critical Bt Wiy 10 minmise
Tyl pelad translurs shouid nat be imsentve costs is io
ErDgrans alone may difudec bacause of Bscal heap tha Amoun! al
ol neluce the sevanty dalicits, translors modusd.
of @& Universal foog & For political reasons,

» Improvemerta snd BubsBichas A fiscally Ihe pocner sagments of
rrdvalions in dalivary unsusinnable ind ki populabon may
of progeTmE can bo of disioriionary. Targeting actually losa out from
significand heig o poot Eharedom, is o much fire Rining in

for pustninadile and beause af
® Mairdiining low cogl-aflecive progeame stk of broad-based
PROgram Costs (A8 & o Al sooial ERsEShANCE political suppor.

® [ogram coverage: the proporion of poor housshalds which recenve

benefits fram the program;

# ease of access: the level of transactions costs imposed an eligitle
households in accessing the program, as indicated by the simplicity
and transparency of procedures, documentalion requirements and
lovel of discretion with program officials in the disbursement of

benafits;

* parcantage of program expenditure dedicaled lo benefiis: measured
by how much of the program budge! is spent on administration costs

rather than banafits;

* agequacy of support: the axtent to which the benefl reduces the

poverty ol a recipiant;

* ncome equivalence of kansler: the extent to which (he transfar
disterts consumption chelces of the beneficianies. For example, an
open-ended power subsidy may lead to over-consumplion and

wasie;

s incentive effecis: posilive or negative, Anti-poverty interventions can
change behaviour, For example, an unemployment benelit may reduce
the motivation for job search. On the other hand, sehoal food programs

can rase school participation and reduce dropoul rates:

& axterd of solf lirancingiprogressive francing: programs which raise
funding through well-defined and sarmarked sources are likely o be
more sustainable tiscally. A program |8 more secure if it s supported
by wealthier housahoids rather than general budgetary sources which
are vulnerable 1o inflation and cut-backs when the fiscal posiion

WOrsens;

o displacemant of private fransters: a transfer should nat eithar parialby
o wholly displace comesponding transhers by households or private
seclor enlities. An example is he Zakat whereby compulsory
deduclions may lead to a mare or iess matching reduction in privats

charitable contributions:

* impact on development: programs can conlnbule either direclly or
indirectly lo development. A public works program, for example, could
lead to the creation of improved irrgation ar famm-to-markM roads and

thereby contribuie to higher agriculiural productivity
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EVALUATION® OF SOCIAL SAFETY NETS IN PAKISTAN
Government Programs
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has & 0 soden

Tables 5.2 and 5.3 lllustrate the application of thesa criteria to differam
social salety nels in Pakistan, Some key findings ane discossed balow,

| EVALUATION OF SOCIAL SAFETY NETS

parforms wall on & number of eritoria. The support provided in
the lorm of subskistence allowance appears 1o be adequale
According to the Word Bank (1885) this allowance is aboul three limes
the average Income gap of people Iwing in poverty, bBut a proper
conchusion requines knowledge of the number of depandents. Since 1he
Allowance & 0 cash, there s full income equivalence of the transfer
Adminssiration costs a5 a whole ane low, prmanty because of voluntary
inputs provided by members of the local commitiees. One of ihe
strongest paints in lavour of Zakal is its access o an earmarked source
of mevenue. (Howaver, confributions are likely 1o be adversely aected by
the recent Suprame Courl |udgemant on compulsory deductions). s
reliance on 8 specific source mol only ensures sustamability, but the
nature af tha tax (on financial assets) is such that tha burden falts mosity
on uppar-income househoids, Theretore, the Zakar has the polential of
playing a strong re-distnbutive rola.
Problems with the Zakal include s degree of targeting efficlency.
There is conflicting evidence on this. According to the Word Bank
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(1995) and Jehla (1995), about hall the benefils went to the lowest
funtile of households In 1991, Tharefore, the other half weni 1o
housahelds which cannot be considered poor. However, Nasaem Shah
Shirazi (1996) uses the 1991 Household Income and Expendiure
Survey (HIES) data 10 show hat 94% of Zakar (oMicial and private) was
recebied by families in the lowest quintile of the income distribution.
Access to the benefit s another problem. A number of stages are
irvalvod in defining a Mustahgin, and there is Incvitably some patronage
mehved at the local lavil, The number of Musfahgin has grown slowky
“gdespiln the sgnificant increasa in the numbaer of paocple balow the poverty
ne, With enty 1.5 million Mustahgin, i is clear that the program does not
“cover the majority of poor households. This obviousty demonstralos
- pblems of access and inadequale program coverage,
- M=o af lssue is the infesaction with private translers, To the exient tha
Zalat is deducted at source, there is the possitility thal private translers
may be corespondingly reduced. This has been the basis for fhe
that Zakar payments should be largaly voluntary, We need mare
arch fo determine if the overall payment of Zakat is enhanced or lafl
goly unchanged by deductions al source,

lanl: lis limited coverage is one of its biggest problerns, With anly
#0,000 paople receiving the arfe subsidy, it is clear that subventions from
Bait-ul-Maal make only 8 minor den! on poverty In Pakistan. Unlike the
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Zakal, the Balt-ui-Maal no longer has any identifiable source of incoms,
l{s exclusive rellance now on budgelary support makes it paricularly
vulnerable to changing fiscal condiions, as has been demanstrated by tha
steep fall in government contnbutions in 1998-99,

Transparoncy also ApPpEars to be a senous problem in terms of the
lovel of discretion which exists with high-level functienaries in allocating
funds from the Bait-u-Maal The recent amest of a lormer Chief Minister
ol Punjab on aliegations of embazziement ol lunds trom the Baif-ui-Mas!
cenainly raises the question of ihe eflective use of taxpayers’ money
made available 1o this schema,

Ushr; As highbghled above, this fax |5 essentially morbund, and
collections have dropped 1o a negligible level. The issue is whather it
should be revived and 15 collaction wmproved through 8 stronger tax
administration (by involvemant of provincial BORs) or should the focus be
on development instead of the agricullural income fax {AIT). as
emphasized by the IMF,

I the objective Is to develop social salety nels in rural arpas, where
povarty (s high and likely 1o increase, then development of Uishr is clearly
a batar sirategy. The design of ths tax is good and, like Zakal. it has the
potential to be a significant redistnbulive mechanism. The problem with
the AIT is thal its revenues accrue to the provancial consaldated fund and
may be used for purposes olhar than for allpviating povery.

Whoat subsidy: The wheal subsidy has the merit ol being a generalized
intarvention, with no problem of program coverage (excepl perhaps for
rural households living in inaccessible areas). However, there s
potentially a high degroa of wastage because of larget inefficiency. The
first isswn is how much of the subsidy actually gols through 1o consumers
in tha form of lower prices and how much is pre-empted by mill owners,
middleman and corrupt officials, Research in Pakistan demonsiratas that
fhe wheat subsidy contributes very Fitle 1o bringing down prices. Wheat
prices vary at diffecent locations and are determined primarily by
availability, which is requlated and can be manipulated.

The sacond issud i that the subsidized wheat prces could aflect the
domestic producers by lowerng farm incomes, particular those of small
famans.

The third issue is that even i seme of the banafits of the subsidy irickia
through 10 consumers fhen, since it is a general, population-wide subsidy
{in the absence of rationing). a major share of the benefit may be pre-
empled by upper-ncoma househotds, Based on the consumgpion patterms
of atta in the couniry, i is estimated thal aimost 85% ol tha consumplion
i by households in the upper four quintides. This I8 @ measure of the
potential extent of program loakago.

Tharators, he avarall question of withdrawal or retention of the whaat
subsidy is a complex one. However, it seems fo have been resolved by
the recent agreemant with the IMF whareby it is proposed that the subssdy
be wilhdrawn in two phases. Govamments, both federal and provincial,
eould take this appartunity 1o maintain their financial commitment fo social
saloty nats. They could ensure that the As. 5 billion resulting from the
phasing out of the wheat subsidy be targeted specifically o improve the
lot of poor people in this country,



Kir workers who boll long hours and earn barely subalatence wages are not covened by EQBL

EOBI: The only form of social secunty available to low paid workers is the
EOBI. Targeting efficiency has been enhanced by limiting the coverage to
workers with wages below As, 3000 per monih, bul program coverage s
low, The 1.2 million registered workers make up only 20% ol the number
of amployeas in urban areas. This is due partly 1o the preponderanca ol
small establishmeants (amplaying fewer than ten peopla) in the country, I
is also probably the result of large-scale evasion by employers (although,
theoretically a worker can preven) this by registering direclly). This
scheme could be extended without its financial viability being affected
because of the rapidly expanding labour force and large proportion of
young workers. It s not surprising thal EQBI has buill up a fund of Rs. 27
bilkon, although par of this build-up has been financed by annual
government contnibutions {rom the budget.

The pension scheme also has some negalive impacts. First, all
contributions are by employers (although it is not clear if this is reflected
in a lower wage rale). These contributions are ad valorem in character
and add 10 the cosi of hiring labour (1o the extent that they do nol lower
wages) and have an antl-employment bias. in this 2enss, they go against
the interests of the very group that they are designed to protect. Second,
informal social security at the jaint household level is widely prevalent in
Pakistan. Pension payments from EQBI may, therefore, al least partiaily
substitute for privale transfers among members of a household (for
gxample, a working son supporting a retired lather),

The EOBI schema has the scope for baing devalopad as a major
social salety net for low-income, retired or invalid workers. This will
necessitate changes in the system ol contnbutions. expansion of
coverage and the intreduction of posilive incentive effects (in the form of
higher private savings), Emploves contnbutions could be encouraged with
the guarantee of 4 malching amount by government,

e ol fowewms o gewcicad
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An tha HBFC awlends house bullding ks fo city reaidents only, villagers” mud housss don't
P sy wlilities.

Self-employment credit scheme: Although this scheme has a high
degree of political patronage, in its present form it does nol scone high on
a number of cntera. The present collaleral and documentalion
requiremeants tend o axclude peoplo living below the poverty line who do
nol have access direclly to the commercial banks o other financial
institubons such as SBFC. Therelore, thera is the danger thal the schama
will acquire & middle class, urban bias and be subject to political influence
in the granting of loans. Also, banks already staggerng under
substantially non-performing loan portfolios and low profitablity may be
reluctant 1o expand credd in an area where overhaad costs and ikelihood
of default are high. However, bank credil in Pakisian has been irgely pro-
empied by large borrowers, and there is a strong case on both efficiency
and equity grounds for diverting more credit {o small and medium-sized
entarprizes,

The key test will b whether the inlerest rale on such loans remains
market-based of is driven down 10 concessional levels under polftical
pressuras since the scheme is belng seen &5, mofe of less, central 1o
Canomic revival in the country. It is being considerad as a way of sohang
the growing unemploymant problem (especalty of educated youth) with
its concomitant impéications on law and order,

Credit must be channeled under this scheme to areas wilh high-
Income and employmend multiphers. It would probably benefit from
replicating the Habib Bank-NRSP venture in the area of micro credil which
i% promisag 1o be an important anti-poverty infenvantion,

Housing finance (HBFC): This schems fails to mest most of the
evaluaban crtera. All the symptoms of bad financial Inlermediation are
present in HBFC. These include a distorted pattern of lending (bias
towards large cities and for medium-sized loans), high overhead costs,
low rates of recovery and the resulting inabdity to compete in the capital
market for funds, To becomg elective in improving shelier conditions for
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World Food Program (WFP); The WFP runs three kends of focd transfer
programs 10 suppor food secunty at the household level and 1o improve
health and education opporunities lor people living in poverty

Food for mothars: Initiated in 1992 by the Federal Ministry of Health through
ihe Lady Health Workass (LHW) program, Food for mothers now covers B5
tstcts through govemment health laciiities. 1 promotes primary health cams
in rural areas and urban slums by encouraging expectant mothers 1o use
specific health care services. Tha inducement is the provision of free edible
il for attendance a1 health cenfres,

Each woman receives. up 1o four tins of od [four to fve kgs each) during
e course of one pregnancy/delnary and postnatal care penod. At aach
stage of the process, she receives relevan hoalth care and health education
on a number of issues including famity planning. The regulsrly monitored
schama has served about 225,000 women 1o date,

The gevemment covers adminisiralion costs (10% of fotal project costs),
&nd WFP covers tha rest. The cumulative cost of the project is aboul LISS26
milion. Fairly strong statistical evidence indicales that the wse of primary
health care has gong up signaficantly since 19494,

Food lor school gifs: This program seeks to mcrease ginls' enroliment,
mprove: atiendance and reduce dropoul rates at selected govermment
gifts” primary schools n rural Balochistan and NWFP. The inducement is
he provision of a tin of edible ol 1o each student if she attends schoal loF
20 gays n a month. In an effort to reduce absenteeism, female primary
Echeol leachars are given two tins of oil If they attend school for 22 days,
In remoite areas each student and teacher |2 entitted 1o receive Rs. 100 and
As. 200 per monih respecively. The two provinces eover 10% of the cost,
and WFP covers tha rest, Tolal project costs 1o date are USST million,

fehil Dmvsiapman

CHAPTER &

o Paaiglee

5



CHAPTER 5

Spilal Devmiopment in Fabisiah, THEE

Envesliemvnt fevels e
ircrestend sfrace the
leurmichirg of twt food for
vl program

The project curmently eevers 10 districts in Balochistan and aims 15 star
in Sindh snon. Thie selection of the desticts s based on the parcipation rate
Mm.ﬂwﬂwhmmmmlﬁM‘MMn
pural areas whers the studenttsacher fatio is low and whone it is logistically
feasible 1o delivery oll in & cost-eHective manner.

Enroliment leves have increassd since the launchng of the program,
espiciady in the Kalchi (Kinderganen) classes. It is poesible thaugh, that
parants ase enmling under-age girls to benalit fram the schame, this taxing
the capacities of these schools, The dropout rates are high, but the project is
still nat at a slage whera |t ean have a tangible impact on keeping gids in
school, It doss seem 1o have increased enroliments thowgh and, with greater
community awarenass, the WFP leals that enrcliments can eventually be
sustained without the ol meentive.

Food for work: This program s & residul of & much larges program run for
Alghan refugees, providing food in exchange for work, In the present system,
mmmlmmmmmmmmﬁmymtmmdslm
can Ihan be exchanged for wheat in ulility stores. The work i mastly in forest
mmlh“ﬁlhmlmmmmm
mmﬁlm.mmmeﬂmmm
salects the nursery plants and invites villagers o parbcipate.

There are alse schemes in watershad managament and the prevention
of sail degradation. In AJK, a vitage road-building project is underway, and
here is also an atompl (o fom wilage development commitiees. Uisualy
off-ppak seasons are chosen for work and tha schemes am al self
solecting.

The WFF is responsitle for the food stamps (which are prinied by the
Bap-ui-Maal lor 8 fee), and other extarnal donors ane responsibla for the cost
dWﬂpﬁTﬁEﬂCﬁdlﬂﬂMSﬂ'ﬂﬁE.“ﬂiﬂWhﬁWﬂMﬂ
eleciricity and phone bills and pay the govemment stalf ivolved.

Mational Rural Support Program (NRSP): Regstered in November
1881 as a non-prafit public company whter the Companies Crdingance,
1984, tha NASP operatas in 13 rural areas of Pakistan. It replicatas the
successiul programs. of AKASP in the Northem Areas and naral mico-
credit programs of Grameen Bank, Bangladesh. The program aims. i
tecduce poverly among small farmers and landless labouress throwgh
micro-eredii rural financing with comemunity participation. The Govemment
of Pakisian has provided a Rs. 500 milion grant to sel up an endowmont
fund and, since Juty 1997, has provided a credit line Facdlity with Habib
Bank Lid., Pakistan

NHEPsmmﬂmMnmmwanmhnnﬂm_
erpdil financing histery in this couniry. Batween July 1997 and Novembar
1998, credi disbursement has increased from Fis. 0.1 bilion to aimost Rs. 1
billion, and the number of borowers has gone from 23,000 fo 52,000 in
almast 4000 community organizations, i

Cne fourth of the expecied loan is inilially pledged by the borowar as-
coliateral, Peer pressure and social reputation of the individual and
community organization are eflectiily used as a collateral iool. Even Mgt
ihe annual rate of weest 5 18% bo 20%, the recovery rate it high. This b
been achieved by developing an effective credd distursement
(s box 50).
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Pakistan Poverty Alleviation Fund {PPAF): established in February
1887 as a non-profil and avlonomous privale company under the
Companies Ordinance, 1984, the PPAF provides micro eredd and
sustamable development programs with community panicipation. its
main authority rests wih its General Body and Board of Directors, The
Government of Pakistan has provided the fund with a Rs. 100 milon
grant which is expected (o be raised o A5, 300 million by the year 2000,
The World Bank will also be providing 8 major credit line shorily, Tha
mims and objectives ol PPAF are 1o improve the economic welfare and
income of poor people; to strengthen partner organizations and local
communities; and 1o provide credit 10 eligible parner ofganizations 19
assist them expand (heir poverty-largeted micro-credit programs.

The fund has three components. A micro-creditimicro-entemnzes
scheme provides loans o partner organizations. A second component
finances small-scale community infrastruciure through grants and loans
provided on @ cost-sharng basis o parner organizations. The third
component is aimed at improving capacity of siakeholders and parinar
organizations, A pariner organization must be a registered NGO with a
good track record, have the institulional capacity for implementation. be
gender sensifive and have a fransparent managemaent sysiem.

ha fallwing cntera for evaluation of these safety nats are based on
inferational axpenance in this area (see box 5E):

# largering efficiency: measured by the extenl to which a program’s
expendilures actually reach peor people rather than relatively wall-off
segments of the population:
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# I EourTines with poor it arsures mocontive costs, Tha
bR, et susininabilty Critical Bt Wiy 10 minmise
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» Improvemerta snd BubsBichas A fiscally Ihe pocner sagments of
rrdvalions in dalivary unsusinnable ind ki populabon may
of progeTmE can bo of disioriionary. Targeting actually losa out from
significand heig o poot Eharedom, is o much fire Rining in

for pustninadile and beause af
® Mairdiining low cogl-aflecive progeame stk of broad-based
PROgram Costs (A8 & o Al sooial ERsEShANCE political suppor.

® [ogram coverage: the proporion of poor housshalds which recenve

benefits fram the program;

# ease of access: the level of transactions costs imposed an eligitle
households in accessing the program, as indicated by the simplicity
and transparency of procedures, documentalion requirements and
lovel of discretion with program officials in the disbursement of

benafits;

* parcantage of program expenditure dedicaled lo benefiis: measured
by how much of the program budge! is spent on administration costs

rather than banafits;

* agequacy of support: the axtent to which the benefl reduces the

poverty ol a recipiant;

* ncome equivalence of kansler: the extent to which (he transfar
disterts consumption chelces of the beneficianies. For example, an
open-ended power subsidy may lead to over-consumplion and

wasie;

s incentive effecis: posilive or negative, Anti-poverty interventions can
change behaviour, For example, an unemployment benelit may reduce
the motivation for job search. On the other hand, sehoal food programs

can rase school participation and reduce dropoul rates:

& axterd of solf lirancingiprogressive francing: programs which raise
funding through well-defined and sarmarked sources are likely o be
more sustainable tiscally. A program |8 more secure if it s supported
by wealthier housahoids rather than general budgetary sources which
are vulnerable 1o inflation and cut-backs when the fiscal posiion

WOrsens;

o displacemant of private fransters: a transfer should nat eithar parialby
o wholly displace comesponding transhers by households or private
seclor enlities. An example is he Zakat whereby compulsory
deduclions may lead to a mare or iess matching reduction in privats

charitable contributions:

* impact on development: programs can conlnbule either direclly or
indirectly lo development. A public works program, for example, could
lead to the creation of improved irrgation ar famm-to-markM roads and

thereby contribuie to higher agriculiural productivity
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EVALUATION® OF SOCIAL SAFETY NETS IN PAKISTAN
Government Programs
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Tables 5.2 and 5.3 lllustrate the application of thesa criteria to differam
social salety nels in Pakistan, Some key findings ane discossed balow,

| EVALUATION OF SOCIAL SAFETY NETS

parforms wall on & number of eritoria. The support provided in
the lorm of subskistence allowance appears 1o be adequale
According to the Word Bank (1885) this allowance is aboul three limes
the average Income gap of people Iwing in poverty, bBut a proper
conchusion requines knowledge of the number of depandents. Since 1he
Allowance & 0 cash, there s full income equivalence of the transfer
Adminssiration costs a5 a whole ane low, prmanty because of voluntary
inputs provided by members of the local commitiees. One of ihe
strongest paints in lavour of Zakal is its access o an earmarked source
of mevenue. (Howaver, confributions are likely 1o be adversely aected by
the recent Suprame Courl |udgemant on compulsory deductions). s
reliance on 8 specific source mol only ensures sustamability, but the
nature af tha tax (on financial assets) is such that tha burden falts mosity
on uppar-income househoids, Theretore, the Zakar has the polential of
playing a strong re-distnbutive rola.
Problems with the Zakal include s degree of targeting efficlency.
There is conflicting evidence on this. According to the Word Bank
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EVALUATION OF SOCIAL SAFETY NETS IN PAKISTAN

NGO Programs |||
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(1995) and Jehla (1995), about hall the benefils went to the lowest
funtile of households In 1991, Tharefore, the other half weni 1o
housahelds which cannot be considered poor. However, Nasaem Shah
Shirazi (1996) uses the 1991 Household Income and Expendiure
Survey (HIES) data 10 show hat 94% of Zakar (oMicial and private) was
recebied by families in the lowest quintile of the income distribution.
Access to the benefit s another problem. A number of stages are
irvalvod in defining a Mustahgin, and there is Incvitably some patronage
mehved at the local lavil, The number of Musfahgin has grown slowky
“gdespiln the sgnificant increasa in the numbaer of paocple balow the poverty
ne, With enty 1.5 million Mustahgin, i is clear that the program does not
“cover the majority of poor households. This obviousty demonstralos
- pblems of access and inadequale program coverage,
- M=o af lssue is the infesaction with private translers, To the exient tha
Zalat is deducted at source, there is the possitility thal private translers
may be corespondingly reduced. This has been the basis for fhe
that Zakar payments should be largaly voluntary, We need mare
arch fo determine if the overall payment of Zakat is enhanced or lafl
goly unchanged by deductions al source,

lanl: lis limited coverage is one of its biggest problerns, With anly
#0,000 paople receiving the arfe subsidy, it is clear that subventions from
Bait-ul-Maal make only 8 minor den! on poverty In Pakistan. Unlike the
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Zakal, the Balt-ui-Maal no longer has any identifiable source of incoms,
l{s exclusive rellance now on budgelary support makes it paricularly
vulnerable to changing fiscal condiions, as has been demanstrated by tha
steep fall in government contnbutions in 1998-99,

Transparoncy also ApPpEars to be a senous problem in terms of the
lovel of discretion which exists with high-level functienaries in allocating
funds from the Bait-u-Maal The recent amest of a lormer Chief Minister
ol Punjab on aliegations of embazziement ol lunds trom the Baif-ui-Mas!
cenainly raises the question of ihe eflective use of taxpayers’ money
made available 1o this schema,

Ushr; As highbghled above, this fax |5 essentially morbund, and
collections have dropped 1o a negligible level. The issue is whather it
should be revived and 15 collaction wmproved through 8 stronger tax
administration (by involvemant of provincial BORs) or should the focus be
on development instead of the agricullural income fax {AIT). as
emphasized by the IMF,

I the objective Is to develop social salety nels in rural arpas, where
povarty (s high and likely 1o increase, then development of Uishr is clearly
a batar sirategy. The design of ths tax is good and, like Zakal. it has the
potential to be a significant redistnbulive mechanism. The problem with
the AIT is thal its revenues accrue to the provancial consaldated fund and
may be used for purposes olhar than for allpviating povery.

Whoat subsidy: The wheal subsidy has the merit ol being a generalized
intarvention, with no problem of program coverage (excepl perhaps for
rural households living in inaccessible areas). However, there s
potentially a high degroa of wastage because of larget inefficiency. The
first isswn is how much of the subsidy actually gols through 1o consumers
in tha form of lower prices and how much is pre-empted by mill owners,
middleman and corrupt officials, Research in Pakistan demonsiratas that
fhe wheat subsidy contributes very Fitle 1o bringing down prices. Wheat
prices vary at diffecent locations and are determined primarily by
availability, which is requlated and can be manipulated.

The sacond issud i that the subsidized wheat prces could aflect the
domestic producers by lowerng farm incomes, particular those of small
famans.

The third issue is that even i seme of the banafits of the subsidy irickia
through 10 consumers fhen, since it is a general, population-wide subsidy
{in the absence of rationing). a major share of the benefit may be pre-
empled by upper-ncoma househotds, Based on the consumgpion patterms
of atta in the couniry, i is estimated thal aimost 85% ol tha consumplion
i by households in the upper four quintides. This I8 @ measure of the
potential extent of program loakago.

Tharators, he avarall question of withdrawal or retention of the whaat
subsidy is a complex one. However, it seems fo have been resolved by
the recent agreemant with the IMF whareby it is proposed that the subssdy
be wilhdrawn in two phases. Govamments, both federal and provincial,
eould take this appartunity 1o maintain their financial commitment fo social
saloty nats. They could ensure that the As. 5 billion resulting from the
phasing out of the wheat subsidy be targeted specifically o improve the
lot of poor people in this country,



Kir workers who boll long hours and earn barely subalatence wages are not covened by EQBL

EOBI: The only form of social secunty available to low paid workers is the
EOBI. Targeting efficiency has been enhanced by limiting the coverage to
workers with wages below As, 3000 per monih, bul program coverage s
low, The 1.2 million registered workers make up only 20% ol the number
of amployeas in urban areas. This is due partly 1o the preponderanca ol
small establishmeants (amplaying fewer than ten peopla) in the country, I
is also probably the result of large-scale evasion by employers (although,
theoretically a worker can preven) this by registering direclly). This
scheme could be extended without its financial viability being affected
because of the rapidly expanding labour force and large proportion of
young workers. It s not surprising thal EQBI has buill up a fund of Rs. 27
bilkon, although par of this build-up has been financed by annual
government contnibutions {rom the budget.

The pension scheme also has some negalive impacts. First, all
contributions are by employers (although it is not clear if this is reflected
in a lower wage rale). These contributions are ad valorem in character
and add 10 the cosi of hiring labour (1o the extent that they do nol lower
wages) and have an antl-employment bias. in this 2enss, they go against
the interests of the very group that they are designed to protect. Second,
informal social security at the jaint household level is widely prevalent in
Pakistan. Pension payments from EQBI may, therefore, al least partiaily
substitute for privale transfers among members of a household (for
gxample, a working son supporting a retired lather),

The EOBI schema has the scope for baing devalopad as a major
social salety net for low-income, retired or invalid workers. This will
necessitate changes in the system ol contnbutions. expansion of
coverage and the intreduction of posilive incentive effects (in the form of
higher private savings), Emploves contnbutions could be encouraged with
the guarantee of 4 malching amount by government,
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Self-employment credit scheme: Although this scheme has a high
degree of political patronage, in its present form it does nol scone high on
a number of cntera. The present collaleral and documentalion
requiremeants tend o axclude peoplo living below the poverty line who do
nol have access direclly to the commercial banks o other financial
institubons such as SBFC. Therelore, thera is the danger thal the schama
will acquire & middle class, urban bias and be subject to political influence
in the granting of loans. Also, banks already staggerng under
substantially non-performing loan portfolios and low profitablity may be
reluctant 1o expand credd in an area where overhaad costs and ikelihood
of default are high. However, bank credil in Pakisian has been irgely pro-
empied by large borrowers, and there is a strong case on both efficiency
and equity grounds for diverting more credit {o small and medium-sized
entarprizes,

The key test will b whether the inlerest rale on such loans remains
market-based of is driven down 10 concessional levels under polftical
pressuras since the scheme is belng seen &5, mofe of less, central 1o
Canomic revival in the country. It is being considerad as a way of sohang
the growing unemploymant problem (especalty of educated youth) with
its concomitant impéications on law and order,

Credit must be channeled under this scheme to areas wilh high-
Income and employmend multiphers. It would probably benefit from
replicating the Habib Bank-NRSP venture in the area of micro credil which
i% promisag 1o be an important anti-poverty infenvantion,

Housing finance (HBFC): This schems fails to mest most of the
evaluaban crtera. All the symptoms of bad financial Inlermediation are
present in HBFC. These include a distorted pattern of lending (bias
towards large cities and for medium-sized loans), high overhead costs,
low rates of recovery and the resulting inabdity to compete in the capital
market for funds, To becomg elective in improving shelier conditions for



Carrying foed for her lnlhar working m ihe fields.
pod¢ pacgple in this country, HBFC needs substantial revamping.

World Food Program: Thae warious innovalive food programs for
mathers, schood girls and for work combing some of 1he bast leatures of
social salety nets. They are likely (o contribine no! only in the alkaviation
of poverty but also in achieving important social development objacives,
The lood for work program scores high in as many as six oul of the 10
crteria. Targeting has been ensured by keeping he wage rale sufiicianty
low g0 that only poor people in rural areas go info the program, Benefits
are enhanced since payment is made in the form of lood stamps rathar
than lood items themselves, thus avolding high iransporation cosis,
espacially in ramote areas. Nol only does the program have an impact on
development, its focus on environmental projecis promoles the
sustainabifity of economic activity in the progect areas, The food for work
program s, howaver, small in coverage and restricted essentially o the
nagihem par of the country.

The program for laciating mothers and school girls is also well desgned
and has demonsirated some success already, In this case also, the
procass of sed-selection has ensured targeting. 1 is nod clear, howewver, if
ithe provision of edible of |s the bes! form of intervention bacawse of serious
problems ansing from inferruptions: in supplies. An alternative is lood
stamps which would reduce program cosis (through reduction in
Iransportation costs) and provide greater faxibility in househald budgeting.

NRSP: The MRSP has develcped an effective procedure for
dishursemant of credit, which has enabled high recovery of kans from
low-ncome communities al markel interest rates. It has also promated the
overall process of community mobilization and higher savings. The issue
here is whether the field stafl, especiaily the social organizers, have the
capacity o expand the program, With Habib Bank funding available,
NRSPs operalions can be widened i stal capacity s increased and
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communities mobikized. Given tha success of this scheme, other banks
may wani o replicats i

An appraisal of social salety neis in Pakistan demonsirates the low
prisrity which govomment has afforded fo direct interventions for
poverly alleviation. Most schemes have weak instubional struciures.
Thelr funding Is uncerain, their largeting inefficient, and their coverage
vy limited (about & million owt of fhe 32 million population below the
paverty line). This al least parly explains the growing povery in the
counry,

The income value of transfers is less than 1% of the GDP, a
parcentage that is lkely fo shrink further as budgetary contributions for
subsidies wither in the taca of liscal constraints and in view of the recant
Supreme Courd judgement on Zakal This 5 kappening at a tima when the
country faces blg ncreases in unemployment and poverty due fo the
prevaifing economic condiions and the likely consequences ol the
process of siructural adyustment (see chapter 3).

The following recommendations are based on hesd considaralions as
well as a study of innovative social safely programs in ofher countnes
(see box 5F).

BOX 5F

WHAT OTHER COUNTRIES ARE DOING

» Turisia groatly 1 blkon workoays by small loans and
irmprved e tnegEting 1498, The program is sl chlargs.
eilicioncy of o unrsal aeapeaphically targatod Grameen Bank rebes
picE Bubmedy by o thas Backwnrd an growp lending and
subsidizing only thoss diatricts. It operales pot monlaring
Bocds fargely congumad mainily in 1 ardLlE Fpaymanl.

By poor poople. aghcutural of-saason, The Mahsastvira
= In Bangladesh, ha and the wage rals Gunraries
ration preqram wid conEaponds b e Schama (MEGS] n
reatricled o rEnimum wags. The Inclia prowides, on
o in Ased by hping program has prmasity requedl. ampicymmant at
Eniribution 10 BOUHL W CTBEDS ENOY o stipulaied wage.
afendance = Inigation infrastruchste wiEhin 15 iyl and no
renrmmian on menad fnnms, midne fhan Bt
school This also rised The Grameon Bank, fhe kikarmatres awiy fram
ire pmany school Banglacesh Rural Ihe participanta’ harme
enraliment imlea. ik, AR

» Food stamp targeting Commities (BRAC) and
Wiks bmpaonend in e Mysani miowance is paid whan
Hondurms snd Jamaica Resattiemant and it |5 ROt possibls,

By linking slamp Dervalogimsnt Ay Tha schamne, which

delviry b slisndance (MYRADA] in Indin guarantans

it health cinics. have been abke D yonr-mound, has
 India opermtas 4 aatand crod o poct significantly meduced

massnd natiomaido POpA DECAUSE b s Fural uns gy ITeng

Jawahar Rojgar Yojuna programs simenabod Tha Tl

[JFY) public works recuirament of

program whieh seached codaternl, advanced
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W riging Fuesl poverty, a rurl woriks peogram deting off-pesk seasons s nesded

The govermment must make a clear-cul cemmitment to the alleviation
ol poverty by announcing that hencetorth it will allocate from budgetary
sources at least 0.5% of the GDP (currently Rs. 15 billian) in the fam
of transfers in cash or in kind. Another transfer of 0.5% of ihe GDP
sheuld ba made annually from the banking system as mécro credit for
poor people.

Institutional asrangements must be sirengthened for identification of
eligible persons in schemes such as Zakar and Bai-ul-Maal while
alternpting al the same time to make the procedures transparant and
simple, The Bail-u-Maal in particutar, needs a strong Nnancial
management and auditing system before it can develop as a major
s50cial safety net.

With rising rusal poverty, soctal salety nats must be increasingly onented
lowards the rural areas. It will be necessary, in particular, 1o provide
empioymant Opponunities 1o the rural work force. A major, natonwde
rural works program shoukd be sel up to provide employment during thi
off-peak seasons In schemes relating lo construction of farm-to-market
roads, desilting and lining of imgation canals, ete. Sustained funding can
be ensured by eammarking the revenuss from the AIT bor this purpose.
The program could be run through the provincial LGADDs with active
invobverment of district and union councits. With AIT revenues of about
Rs. 2 hillion, supplemented by governmen! davalopmeant allocatian of
Rs. B billzn o 50, and & wage rabe of Rs. 40 per day (paid in cash or
food stamps], the program could generate employment ol almost 150
milian days. (Aboid 40% of costs would cover materials and the rest
wousd cover labour | The linkage batween payment of AIT and malching
dliecations by government, with banalis through local development of
infrastructure, should improve the prospects for collecling higher
rovenues from tha tax.

Wiih the prospect of highar afta prices due 1o the impeanding unification
of the exchange rate (as wheal imports are currenlly on the lower
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Whal Rappens whan food prices diss further? Even now, tha poor sorcemge for food in 1=e
gabage haap.

atlicial exchange rate), and the likelihood of a bigger wheat deficit next
year, it is absolutely essential (hal proper arrangemems be put in
place. Thess could inciude the developmen? of a stralagic wheat
reserve [of up to two millon tons), and the involvement of the private
sector in wheat imparting. The withdrawal of the wheal subsidy,
gspacially (he federal part, must be delerred. In addition, dinec
targeting mechanisms must bo sirengihened, possibly replicating the
imnowative World Food Program of food stamps for lactating maothers
and school girls in the rural angas and wrban Kahchi Abadis,

Recelpt of benafils could be linked 1o regular atlendance, and food
stamps of about FAs. 100 per month on average ba given to each
banaficlary, A mechanism would, of coursa, be necded 1o ensure that
there 5 no overlap wilh receipt of Zakal payments. The relévant
provingial ling departments (education and healh) could run the
scheme and the operations could be independently monitoned. |1
developad propedy, this scheme has the potontial of matching the
Zakat achema in terms of coverage.

& Tha banks may prefer to replicate the Habéib Bank-NRSP experiment in
the area of micro credil rather Ihan erhance the allocations for the Salf-
Employmant Schame, The former has already demonsiraled success
in keeping overhead costs and dofault rales low. The PPAF should be
activated quickly and concenmtrate, in paricular, on enhancing the
capacity of pariner organizations o channel micra credit through group-
based landing. Wiih support from commercial banks and PPAF, NRSP
could take the lead in expanding the micro-credil program nationally
angd emenge as the equivalent of the Grameen Bank in Pakstan,

e The ECBIis a potentially usetul mechanism for praviding social secunty
o low-income workars. Bul, lika othor programs in the country, its
coverage rédmaing vary [imited and access is difficult. The scheme could




Dmprivation and Iha &b of opponunity can ditve peopla to lsnch stries, dofing and
‘dyhern

be simplified By introducing a Nat rate contrbution per worker by
employes and by ensurng that there is a matching contribution by
govamment. In addition, the scheme should be opened up 1o the sell-
employed and emplayers in establishmants with fawer than 10 workers
Receipls from the Worker's Weltare Fund, which currently accrue 1o the
federal consolidated fund, could be earmarked as part a govemmoni’s
matching contmbution to EQBEL,

Al this tima there is A desperate need for social salety nets in Pakistan
The prasent arrangoments are inadeguate, Both NGOs and governments
can be jointly mobilized 1o work towards poverty alleviation il thers is a
genaral recognition al all levals that this task must get the highest prigrity
for preserving poditical and social stability in the couniry, Bud fhere are
many challenges for instiiulional developmant in this area in creating
alftective instruments focused on the poor peapie of this coumibry.
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