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Chapter One
INTRODUCTION

Although there is considerable debate regarding the success of public policy and IMF/World Bank
structura adjustment programmes in correcting macro-economic imbaances in the country, little
atention is focussed on the impact of these policies programmes on socid development. In fact, the
debate ignores even the international experience in this regard. The mativation behind this report is
to fill this gap in the on-going debate in the country.

This report examines the socid implications of economic criss in developing countries which have
undergone economic shocks some of which aresmilar to Pakistan. These countriesinitiated structurd
adjusment and stabilisation policies either on their own or with the help of the internationa financid
inditutions. Our main objective is to see if paralels can be drawn and lessons learnt from the

experience of these countries.

The review covers the experience of deven countries. These include Madaysa, Indonesaand India
fromAsa Brazil, Chile, CostaRica, Balivia, Mexico and Argentinafrom Latin America; and Ghana

and Morocco from Africa

The report is organized as follows: Chapter two gives the country praofiles, highlighting some of the
features of their respective economic crisis. Chapter three describestheimpact of theeconomic crisis
on socia development in these countries. Stylized facts are derived from these experiences. Based
on the internationa experience implications for Pakistan regarding what to expect are presented in
chapter four. Findly, chapter five summaries what these countries have done to mitigate the impact
of the crisisand structural adjustments on the vulnerable groups of population. Lessons Pakistan can

learn from these are d'so summarized.

Resear divReporoMNEC2BiomIC CRISIS: LESSONS FORIDEKISTAM PACT OF ECONOMIC CRI sl SREssacnis Repdth NeT28



Chapter Two
COUNTRY PROFILESOF ECONOMIC CRISIS

In this chapter we briefly present the genesis of economic crigsin the sample countries.

Ghana:

Experienced afdl in the production of both export goods as well as of food in the late 1970s. This
was caused both by domestic policy aswell asexternd shocks such ascommodity price deterioration
and the internationd oil shock. The sharp decline in economic activities led to a decrease in
government resources. This combined with large budgetary deficits and persstent expansion in the
money supply led to a shortage of foreign exchange and high inflation. The country aso had an
overvaued exchange rate with the result that the share of external trade accounted for by smuggling
increased. Another factor which aggravated the Situation was the presence of drought in 1983. The
same year the government undertook acomprehensive package of reforms backed by theIMF. The
dataused in this study covers the period 1983 to 1988.

India:

India’s worsening macroeconomic performance of the 1990s wastheresult of variousinternational
and domestic factors. One of the economic policies which was criticised by the World Bank was
Indid sreliance on Import Subgtituting Indudtridization (1S). This Strategy wasimplemented through
capita controls, overvaued exchange rate, high protection and quantitative restrictions on imports.
The result was high capita intensity, low capita productivity, underutilised capacity, low |abour
absorption and negetive value added indudtriaization. Macro policies also reinforced this trend: for
example in the banking sector there were low nomind interest rates and the channding of credit to
priority sectors a subsidiesed rates. The result was that directed investment often had low rate of
return. Asaresult of which bankswere burdened with bad debts and non-performing loans. At the
same timeinvestors had to contend with complex bureaucratic controls. Generaly in both agriculture

and indudtry it was the smdler units who suffered as a result of these redrictions. Overvaued
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exchange rates and the design of quantitative tariffs had an anti export and anti agriculture bias. The

result was that the performance of exports was poor.

Fiscd problems aso degpened as government spending continued to increase through the 70s and
80s. At the same time public sector enterprises proved amagjor drain on resources. The result was
that by 1991, India s growth rate of GDP stood at 1.2 per cent and the Gulf Crisis contributed to a
severe BOP crisis as the price of oil spirdled. After Indid s foreign exchange reservesfel to $ 1
billion, Indiawas forced to sign an agreement with the IMF to begin a stabilisation program as well
as to reform the economy through liberaisation in trade, banking, and the exchange rate regime.

Brazil:

Thefird ail shock of 1973 led to aSituation of an externa imbaance in Brazil which the government
instead of correcting worsened through the increase in externd indebtedness. Theincrease in world
interest rates during the second crisis dso contributed to a mounting foreign debt. At the sametime
the government pursued expansionary demand palicies leading to rapid wage increases, domestic
negative real interest rates and exchange rate overva uation. The country continued to borrow heavily
on the international markets and in 1982 was forced to declare this incapacity to meet this debt
sarviang requirement. Adjustment had already begun at theend of 1980. It was moderately successful
in that it increased its Balance of Payments (BOP) surplus but falled to cut back on government
consumption which was financed through deficit financing and inflation. This in turn had negative
distributional effects. Our data examines the period 1980-1995.

Malaysia:

Madaysia underwent sharp fluctuations in economic activity associated with the commodity and ail
price boomsand falsin the 1980s. The heavy foreign borrowing needed to finance the Government’s
counter cydicd fisca policy (inorder to keep the upswing going) led to arecession of some severity
in 1985-86. The behavior of wages in the tradeable sectors aso led to Maaysa's loss of

competitiveness in the world market and contributed to the recession.
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M or occo:

In Morocco adjustment took place in the context of aBOP crisis. A rise in phosphate pricesin the
early 1970s led the government to undertake ambitious spending projects with the result that the
government deficit jumped to 15% of GDP by 1977 and the current account and the domestic
resource gap was left standing at 17% and 20% respectively of GDP. However, a sharp declinein
phosphate prices led to a decline in the terms of trade. Between 1976-83, the terms of trade went
down by 40%. At the same time Morocco’ s externa debt dso rose from $6 billionin 1979 to $12
billion in 1982 as aresult of externa borrowing to finance the country’ s budget deficit. The growing
externa imbalances led to avirtua exhaugtion of the country’s foreign exchange reserves by 1983.
The government had aready implemented astabilization packagein 1978-83 but thiswas abandoned
due to the second oil shock, drought and mounting oppostion to reform a home. In mid 1983, the
government imposed import restrictions and drastic budget cuts as an emergency measure and then
wasforced to resort to the IMF and the World Bank to rescheduleitsforeign debt and to obtain fresh
loans. The new measures were a set of short term stabilisation measures under the guidance of the
IMF whileliberaisation and long term structura reform were thefocus of the World Bank’ sstructurd
adjustment agreement. The stabilization tools included measures to cut aggregate demand through
government investment cuts, devauation, credit squeeze and reduction of food and other subsidies.
The long term measures aimed a stimul ating output in export oriented industries and enhancing growth
by diminating supply sdeinefficiencies. Therefore, therewas extensveliberaisation of price controls.
Other measures included remova of government trading monopolies, narrowing of the market and
officid exchange rates, continued devauation of the officia exchange rate and reform of the tax

sysem.

The outcome of these programs was that the budget deficit was reduced to 3.5% of GDP in 1990.
This was achieved by cutting government investment and by reducing subsidiesand current transfers.
In 1988 the current account actudly showed a surplus. This was the result of reductions in imports
ariang from dower GDP growth and investment in the post reform period. Tourism, labour intensve
textiles, garments and manufacturing derivatives of phosphate helped to expand exports. Morocco
was aso ableto sugtain its economic growth asaresult of exceptiond growth in agriculture during the
adjustment period.
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Chile:

Chile seconomy showed stagnation and even adownward trend over the 1974-85 period. Thiswas
accompanied by afdl in domesticinvestment and aweakening of the productive base. Thesefactors
then led to afdl in industrid production and employment and at the same time a deterioration in
income digtribution and in the living sandards of rurd and urban low income groups. Thereweretwo
main causes of the crisis. The externa causes were the two world recessonsin 1975 and 1981 and
increased internationd liquidity which increased the country’ s indebtedness. Then there were the
country’ s internal macroeconomic imbalances in the form of high inflation and the impact of the neo-
libera package implemented by the military government which took power in 1973.

Asaresult of theseimbaances, the country experienced afdl initstermsof trade. Thiscoincided with
anattempt by the government to curb aggregate demand through monetarist policiesaimed at freezing
wages, reducing government spending, privatizationand liberdizing trade. One of the main concerns
of the government was the rate of inflation. Though thiswas eventualy controlled, the foreign sector
and domestic production suffered as aresult. By 1977, the economy had begun recovery and there
were talks of a“Chilean miracle” This was due to high growth rates (1977-81) and decreasing
inflation. However, unemployment was il high and much of the new private investment spurred by
the opening of the economy was in financia and red estate markets. This increased the private
sector’ s indebtedness. When the second world recession began in 1981, the government began
another stabilization program with the result that GDP was even lower in 1985 than in 1974. The
country gtill had to face the burden of its externd debt and itsindustria base had weakened. The only

positive aspects of this period were an increase in exports and control over inflation.

Brazil:

Brazil had an economy which enjoyed high growth ratestill the first oil shock of 1973. It was at this
stage that the government decided to ignore the external imbalance caused by the shock and instead,
concentrate on maintaining growth rates mainly through an expansonary fiscd and monetary policy
which boosted aggregate demand. Other measuresincluded the rapid indexation of wages, negative
real domestic interest rates and exchange rate overvauation. The growth rate reached a high leve
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in 1980 but the second oil shock &t the end of the 70s had incressed Brazil’ sindebtedness and &t the
sametimeinternationa interest ratesincreased sharply. By 1982, the crigswhich had affected Mexico
and other indebted countries, led Brazil to declare its incgpacity to meet its externd debt servicing
payments. The result was that at the beginning of 1983, an adjustment programme was initiated by
the government, which led to a substantia declinein GDP.

The measures taken under the structura adjustment programmeincluded increased tax mobilisation,
monetary policy of high interest rates and a 30 per cent devauation of the cruzeiro. This had a
recessonary impact on the economy. Although the programme was not adhered to completely, its
main achievement was the emergence of large and consistent trade surpluses. In 1983, this was
achieved through import restrictions which had a recessonary impact on the economy. However,
1984 saw exports to the US expand and at the same time, import substituting measures helped the
economy. After three years of decline, per capita GDP findly began to rise in 1984.

Increases in nationa income stimulated the production of consumer goods. At the same time there
wasasharpincreasein inflation partly asaresult of the mismanagement of fisca and monetary policy
and partly due to the effects of the indexation system which had absorbed the effects of the various
shocks by increasesin inflation. A relaxation of earlier wage policy led to increases in wages above
the inflation rate as the demand for labour grew. To combat the sharp increase in inflation, the
government undertook the ‘ heterodox shock’ of 1986 or the Cruzado Plan. Its main features were
the introduction of anew currency intheratio of 1:1000 of old to new, sharp decreasein the coverage
and frequency of indexation measures and a price freeze. The policy was initialy welcomed which
hel ped with its success in the first few months but eventualy it was put under pressure by continued

monetary and fisca deficit expansion and pressure for wage increases by unions.

The government began to give way to wage demands and the price freeze was relaxed in 1986.
Indexation was partidly restored and by 1987, inflation began to gpproach its pre plan leve. At the
same time concerns about the substantial payments going abroad as interest led to a temporary
sugpension of interest payments in 1987.
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There have been two stabilisation programs since the Cruzado Plan. These have primarily checked
hyperinflation but have been unable to reverse the trend of negative government savings. The overal
assessment of the Brazilian economy in the years 1980-95 is that during the first haf of the 80s
domestic incomeincreased and atrade surplus was achieved. Consumption also increased but public
consumptionincreased about 50% more than private consumption and thisincrease did not trandate
into protection against declining living tandards. Theincreased debt servicewas grester than therise
in domestic savings with the result that investment was sharply reduced.

Costa Rica:

Cogta Ricawas considered exceptional in terms of its above average growth and living Sandardsin
the Lain American region inthe 1970s. Costa Ricais ranked by the World Bank asalower middle
income deve oping country with socid indicators which can be compared to those of upper middle-
income countries. Another asset possessed by Costa Rica is its stable political environment and

commitment to democratic rule.

The backdrop to Costa Rica's economic crisis in the 1980s lies in its pattern of economic
development over the last few decades. The introduction of a welfare state in 1948 boosted Costa
Rica s socid indicators but they aso contributed to the rapid expansion of the public sector. At the
same time the drategy of import subgtituting indudtridisation led the gate to involve itsdf in
manufacturing and consequently it was under pressure to absorb the growing numbers of educated
workersinto the public sector at reaively highwages. Theresult wasanincreasing fisca deficit which
was had to be financed by borrowing on the internationa market. The government’s response to a
contractionary period following therise in ail pricesin 1974 was to pursue an expansonary policy
which further aggravated the current account deficit due to increased demand for imports. When
fdling coffee prices, ashrinking demand for Costa Rica’ sexports, theincreased cost of oil duetothe
1979 ail shock and the curtailment of internationa financing for the balance of payments deficit,
combined to produce a criss, the government once again used a recessionary economic policy.
However these measures contributed to a rise in imports and in the fiscal deficit. Eventudly the

government had to resort to massive deva uation and declare a moratorium on servicing the public
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sector’s externd debt. Rising inflation led to afal in real wages and as GDP fell by 9%, indudtrid
production was especidly hard hit.

In 1982, a new government that came into power ingtituted a comprehensive stabilisation and
structura adjustment programme. At the same time Costa Rica entered into agreements with the
Internationa Finance Ingtitutions (IFIs). The brunt of the stabilisation measures was borne by the
richer segments of society as the government had strong links to unions. By 1988, the country had
recovered from economic crisis and output, employment and wages arrived back at their pre criss
leves faster than in South American countries. Thus, Costa Rica would be a good example of a
successful structural adjustment programme.

Bolivia:

The economic crissin Boliviagtarted in 1980. The cause of the economic crisswasan artificia boom
in the 70s which was fed by capital inflows and which followed the discovery of hydrocarbon
resources. However when foreign inflows diminished in 1980, economic performance dowed down
and capital flight rose. By 1985, inflation had reached 24000% ayear, redl GDP per capitahad falen
by afifth snce 1980 and the public deficit was one fourth of GDP In August 1985, an orthodox
dabilization package was introduced. The result was that most prices were freed, the trade system
was deregulated, a uniform exchange rate (settled by daily auctions) was brought in and the public
sector deficit was cut. Inflation was cut to 11% in 1987. The growth of the economy was held up by
a negdtive terms of trade shock in the first year of the program but has improved since then. There
were mgor inditutional changesin the public sector and the state mining industry was closed down
for restructuring and 90% of the employees were fired.

The Bolivian government attached great importance to the deterioration in socid services. Asaresult
the Emergency Socia Fund (ESF) was launched by the government. This was a demand driven
program whereby funds were provided for smdl scade labour intensive programs set up by local
groups. The ESF was primarily a financing inditution which aided those infrastructure projects that
increased loca employment aswell as helped community development.
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M exico:

The structurd adjustment data on Mexico examines the period between 1982 and 1992. In 1982,
Mexico's externa debt had reached such darming proportions that the IMF and World Bank were
forced to rescue the country from insolvency by advancing large loans. By 1989 this debt had grown
to $108 hillion. At the same time Mexico had one of the biggest debt-service ratios as a percentage
of exports. The percentage of the federa budget reserved for foreign and domestic debt was 60%
and in the period between 1982-88, redl GNP declined by 3.1% while debt /GNP ratio was over
95%.

The SAP programme undertaken by Mexico resulted in areduction inthe externa debt to $80 billion
by 1990. The main features of this program included severe devauation of the peso which leadto a
decrease in the rea urban minimum wage by 46.4 per cent, which in the 1981-88 period was the
largest decrease in the Latin America. At the same time the government undertook an austerity drive
whichresulted in government spending being cut in areas such as hedlth, education and socia security
which resulted in unemployment among well-paid government employees. At the sametimethosewho

were still employed faced a decrease in real wages.

There was ds0 a process of economic restructuring which resulted in privetisation of state owned
firms, decrease in public investment, trade liberdisation, the promotion of foreign investment and
export promotion asameans of reducing the externa debt. Debt related adjustment policiesweredso
used to shift Mexican firms toward integration in the North American Free Trade Association. Thus
exports grew during this period and Mexico' s economy grew more open visavisinternationa trade

and finance.

We next examine some of the key socid consequences of the macro-economic Stuation and reforms

package.
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Chapter Three
SOCIAL IMPACT OF ECONOMIC CRISIS

Economic crisisand the consequent adjustment processis known to have substantial implicationsfor
the socid well-being of the people. In particular, throughitsimpact on the labour market, poverty and
income didribution, and provision of basc amenities, the living sandard of the masses, particularly
the lower segments of the society can be severdly affected. In this chapter we present some of the
gylised facts emerging from the review of internationd experience on some of the key socid

dimendons.

31 LABOUR MARKET

3.1.1 Employment Levels:

! One consequence of economic crisis and of the early structural adjustment period is
that unemployment rises.

Offidd figures for India show that when it entered the reform program in 1991 there was an initid

backlog of open unemployment in 1990 of around 13 million. Estimates suggest that the initid years

of sabilization saw unemployment increase to afigure between 14 and 26 million by 1992-93. The

rate of growth of the work force stood at 2.34 per cent per annum in 1981-91 therefore it was

suggested that employment needed to grow at 3% per annum if full employment was to be achieved

by the year 2004. This in turn would require a GDP growth rate of 6.7 per cent per annum over the

next 10 years to maintain the current employment eadticity.

Chile has exhibited one of the mogst dramatic unemployment rates for countries undergoing
adjusments. In 1983, the unemployment rate stood at one third of the labour force. The nature of
unemployment at this time took the form of an increase in the length of time that workers were laid
off. This was especidly sgnificant for the population aged 25 or older, which suggests that alarge
number of the unemployed were heads of household.
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! Under Structural Adjustment unemployment tends to be higher in urban areas and
lower inrural areas. Groupsthat are hit by unemployment tend to include women and
those with higher levels of education.

In M or occo (1991), the unemployment rate in urban areas stood at more than 20% as opposed to

5% for rura areas. The unemployment rate for rura areas seem to have been stable for the past two

decades while for urban unemployment it seems to have worsened due to adjustment. The groups

that were the most badly hit by urban employment were women, youths (15-24 years) and those with
primary and secondary education. In urban areasin 1986, the femalerate of unemployment was20.4
per cent while for menthisfigure was 13.9 per cent. Unemployment grew faster among women than
among men. The mgority of these unemployed women had been previoudy employed in domestic
or persond services. The group aged 15 to 24 years made up more than 50% of the unemployed in

urban areas. Meanwhile the rates of unemployment according to levels of education were asfollows:

No educational degrees completed 13.3%
Primary School completed 20.8%
Secondary School completed 28.0%
Graduates from Professond Training Programs 27.6%

InM alaysia during the crisgi s (1985-1987) the rate of unemployment increased. Unemployment also
increased with anincreasein theleve of education (more strongly for femaes). However it decreased
sgnificantly astheincome leve of the family went up. For both sexesit was higher in urban areas but
was sgnificantly higher for femaesin poorer region.

InChile, between 1976 and 1987, unemployment wasat itsmost dramatic with unemployment levels
of over 10%in al the years.

Costa Rica’s experience shows that persons with high school education had the highest levels of
unemployment in contrast with those with no education or with a college education who had the
lowest rate of unemployment.
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! A common response to the crisisis the increase in the number of household members
participating in the labour market in order to contribute to family income.
In M exico two groups were the most affected, population of teenagerswho had to discontinue their

education in order to earn an income, and women.

! One of the effects of economic crisis is that underemployment increases especially
where informalisation of labour takes place.

Underemployment was observed in Costa Rica, Bolivia, and Argentina. In these countries

underemployment moved with unemployment rates. Participation rates aso changed and

informalisation increased. In Costa Rica, the rate of underemployment took a year longer than the

unemployment rate to return toitspreviouslevd. In M or occo, the adjustment period aso seemsto

have been characterised by underemployment.

3.1.2 Sectoral Shiftsin Employment

! One of the effects of economic crisis is that there is a shift from formal to informal
sector employment. In particular, sectors linked to export activities grow if the focus
ison export led reforms in the structural adjustment programs.

There was ashift from formal to informa sector employment in Argentina. Non-wage employment

grew faster than wage employment in non-tradeables in the period 1960-1990 and in both

manufacturing and agriculture, non-wage employment grew faster than wage employment. In Brazil

there was a shift into the unprotected employee sector rather than saf-employment. In M exico for

unskilled workersit was difficult to find work in the forma sector. Absorption by the informal sector

of this labour reserve has taken place under increasingly deteriorating conditions.

Inthe 1980sthere was an expang on in the unorganized/informal sector in South Asia dueto thedow
growth or stagnation of employment in the organized private and public sector. Therewasdiverson
of labour to informa manufacturing sector activities (e.g., garment, tailloring, leather units, gems, €tc.)
linked to export activities. Therefore, any export led reforms, would be successful in raising
employment in these activities.
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InM or occo there seemsto have been increased employment in low productivity informa work. The
adjustment period has seen anincreasein the share of employment of export oriented industries such
as the garment industry. The garment industry has been characterised by casudisation of labour and
the employment of cheap femae labour.

! The informal sector helps to cushion some of the impact of economic crisis.

Brazil witnessed an expanson in the urban informa market which cushioned some of the impact of
the crigs on the population. This expanson would adso suggest that there was increased
underemployment.

Sectoral shifts also occur due to economic crisis and structural adjustment. If formal

sector output declines then jobs within the public and manufacturing sectors are cut

leading people to shift back into agriculture or thetertiary sector. In particular, some
economies have experienced a shift into agriculture dueto improved termsof tradein
that sector. Sectoral shifts have also occurred toward tradeables which fulfil one of the
aims of economic reform.

In Malaysia, during the 1980's recession, agriculture provided athird of new jobs. Thisaong with
private services, was able to offset the decline in manufacturing and government employment. The
private tertiary sector absorbed no lessthan 72% of the increasein employment. Examining the data
on M or occo, it appears that the services industry was able to absorb some of the surplus labour in
the economy dueto the relative ease of entry in that sector. Agriculture despite asteady growth rate
seems to have suffered from low productivity indicating thet retention rateswere higher dueto limited
opportunities outside the sector.

3.1.3 Relative Wages

! There may be a decline in relative wages during economic crisis and structural

adjustment.
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In Costa Rica, rdaive wagesfell in the non-tradeable and in the import sector during the 1980-82
recession but recovered in the recovery period which followed. In M exico for those employed in

the public sector, red wagesfell in periods of dragtic cuts in government spending.

! Wages in the informal and formal sectors suffer from wage fluctuations.

During the early 1980s recessoninCosta Rica, Chile, and Brazil theinforma sector did relatively
worse as aresult of crowding. In M alaysia mae sdf-employed wages grew faster than employee
wages in both the boom and recession periods whereas female employee wages did better in the
boom but fdl relative to sdf-employed wages in the recession. It is therefore suggested that there
were pockets of female informa sector employment which did not participate in the economic boom
unliketherest of the economy. InM alaysia during the criss of 1985-87 therole of the private sector
in labor absorption increased.

3.1.4 Public Sector Employment Trends

1 Public sector employment is usually adver sely affected by economic crisis though the
severity varies from country to country.

Public sector employment eventually decreased in Bolivia, Chile and Costa Rica but not in

Argentina. M alaysia responded to the recesson by dowing down government hiring. The reletive

dedine in the wages of the public sector reflects the difficulty of adjusting labour quantities in that

sector. In M exico drastic cutsin government spending in areas such as hedth, education, and socid

security resulted in unemployment among previoudy well-paid government employees.

3.1.5 Women and Labour Market Adjustments

! A conseguence of crisis and adjustment on women is that they tend to experience
higher unemployment than men. Thisis particularly true if few opportunities exists
outside the public sector.

In Malaysia women's employment in the recession suffered more than that of men due to their

weaker position in the labour market (1984-87). Also, there was arise in the number of educated

unemployed women as there were few private sector opportunities for them.
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! If women are concentrated more heavily in the non-tradeable sector relative to men
then adjustment will affect them disproportionately.

Ghana isan example of women losing out on employment opportunities dueto resources being given

to cash crop agriculture instead of food crops which was dominated by them. In Argentina, themain

sources of employment for new entrants to the labour force were in the non-tradesble, low

productivity sectors.

! Generally, the informal sector provides greater employment opportunities to women
than the public sector. Education had a mixed impact on women’s employment
activities helping women’s chances of finding a job in some countries in times of
recession and hindering their chancesin others.

InM alaysia women' s participation ratein urban areas and in the secondary and tertiary sectorswas

highest than in other sectors. Femae unemployment tended to increase with an increase in the leve

of education, even more so for women than for men. A study conducted for South Asia by the

World Bank suggests that women's economic participation has a U shaped reationship with

education. One study suggests that structurd adjustment may ater this relaionship, leading to a

demand for women workers with medium education who can work in labour intensveindudtries. In

M exico, women tend to be the least schooled family members, afact that makes them less able to

find forma employment requiring minimum of literacy skills.

! Female labour force participation does not always decrease if there is an economic
crisis. Women are sometimes forced by economic hardship to seek employment.
InLatin America women's labour force participation had been increasing dueto sectord shifts (in
particular increased employment in the service sector) aswell as higher participation within sectors.
Econometrics andyssfor Chile showsthat unemployment caused by structural adjustment does not
have adifferentid effect on discouraging femae and maelabour force participation. Equaly, in Costa
Rica, new femae entrants to the labour force found jobs as eadly as their mae counterparts which
isreflected inthefdl in femae share of unemployment even asthefema e sharein the labour forcewas
rigng. Femae employment rose form 25% of the workforcein the early 1980sto 30% by 1988.The
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rise in femae entrants to the labour force helped to boost family incomes. In Argentina, femde
participation rose in the labour force especialy by women in the 35-49 age group.

! Women suffer discrimination in the labour market during times of economic crisis.
Chile and Bolivia both had emergency employment schemeswhich explicitly targeted maeworkers
a leagt initialy (women were not digible to participate).

! Asan economic crisis leads to cutbacks in social sector spending, the result is often
inadequate public services, which results in women spending as much time on unpaid
work as on market work.

In Mexico, the women had to undertake a large proportion of the domestic work regardless of

whether they were aso working in the labour market or not. From daily shopping due to more
restrictive budgets, to the need for increased cleaning and tidying when living spaces are reduced, to
more cooking, fixing, mending and sewing at home. For the middle-class housewivesthe increasein

domestic work was due to areduction in domestic help.

! Women’ swages decrease during the economic crisisdueto their weaker positioninthe
labour force and also if thereis increased female participation.

Costa Rica’ sexperience showsthat the mde-femdeearningsdifferentidsincreased during thecrisis

and decreased thereafter which was probably dueto rising femade participation during the crisis. The

new female entrants were less well qudified educationdly than previous ones which led to lower

eanings.

InM alaysia women’ semployment relative to men suffered dueto their weaker position inthelabour
market during the recesson (1984-87). There was a fdl in wages of highly skilled female labour
relative to skilled male labour. The gains that women had made in terms of wage increases and the
returns to female education and experience were dl reversed during the recesson.

In Argentina in 1980, the average female wage was 56% of the male wage.

3.1.6 Labor Market Flexibility
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! Where there are institutional pressures such as trade unions and political patronage,
real wages go up. By and large, real wages have declined in adjusting countriesand in

some countries there has been a decline in aggregate demand.

In South Asia redl wages went up in the manufacturing and public sectors. This has been attributed
to indtitutional pressures such as trade unions and politica patronage.

As far as labor mohility is concerned, labor turnover rates are low and labor in the manufacturing
sector is seen as Kills-inflexible. Studies suggest that the existing work-force is seen as afixed cost
phenomenon which creates condrants to firms facing fluctuating indugtrid prices. Mohility is dso
indgnificant asfar asthe organized -unorganized labour divide is concerned. This could be due to
trade unions, politica interference at the enterprise level and legidation in favour of workers. As
interventions in labour markets in South Asia ishistoricaly embedded it would taketimefor existing
indtitutions to start regponding to economic reforms. In M exico the pressure to reduce real wages

and weaken labour organi sationsintengfied, which affected the stableworking classand middie dlass.

! The role of labor market institutions has had a mixed impact on reforms with some
countries providing examples of co- operation and compromises while others have
confronted militant positions with respect to labor’ s demands.

Labour market indtitutions remained strong in three L atin American countries, Argentina, Brazil

and Costa Rica despite the economic crisswhereasin Bolivia and Chile they were dismantled or

were weakened. In both Argentina and Chile, they recaived blame for impeding labour market
mohility.

InM or occo the depreciation of thered effective exchangerate and reductionsin real wagesoccurred
amid low inflation and low rates of money wage increases. This points to the fact that labour
inditutionsin M or occo were quite weak and the government’ s ability to curb money wage demands

was strong. As the government was the main employer in the urban areas it was able to exert a

Resear divReporoMNEC2BiomIC CRISIS: LESSONS FORIDEKISTAM PACT OF ECONOMIC CRI sl SREssacnis Repdth NeT28



24

powerful influence over the labour market through its policies such as minimum wage legidation and
public sector path. The period of adjustment seems to have made labour markets more flexible.
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3.2 POVERTY AND INCOME DISTRIBUTION
3.21 Poverty

Thereisanincreasein poverty under structural programmesto due higher transitional

unemployment and a decline in real wages.

The impact of poverty on the population in the case of an economic crisis is also
determined by the policies of the government. The use of fiscal and monetary policy
instruments can determine to a large extent the severity and nature of poverty.

In Brazil the government did not cut back on consumption in the 1980swith the result that they were
able to prevent an increase in poverty. However by 1986 the distributional costs of large outlays of
public spending were higher than the income gains, which resulted in awidening of the income gap.
At the same time these palicies resulted in declining private sector investment and increasing capita
flight. During the recession of 1981-83 nearly al the increase in poverty took place as aresult of a
dedline of 15% of forma sector output. One cause of the output decline was Brazil’s reliance on
investment reducing monetary policies instead of fiscd adjustments. Brazil’s wage policies in the
1980s favoured forma sector workers especially during the recesson. Thisisunusud for countries
undergoing stabilisation. During the recession, private sector firms did not reduce employment asfast
as the decline in output, instead choosing to stockpile labour and sacrifice profits. The income
multiplier effects of thisaction were strong enough to prevent red incomesin theinformal sectorsfrom
fdling rdaive to the informa sector.

New entrants to the labour forcein Argentina were crowded in aress like construction, commerce

and sarvices: dl sectors with low productivity and high incidence of poverty and unemployment.

! Those whose incomes depend heavily on wages and salariesor casual earningsand are
not adjusted for priceincreases, see a steady deterioration in their living standards.
Thisis known as the “ crushing of labour effect” .

In M exico, ridng unemployment, price increases, reduction of services and reorientation of the

economy away from the domestic market have resulted in a persstent deterioration of living

gsandards, particularly for those whose living depends on wages and salaries and on casua earnings.
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This is dso referred to as the “ crushing of labour” as the relative share of GNP going to labour fell
drastically. The disparity between price and sdlary increases had an impact on most socia classes.
The poor were the most affected, asthelr very subs stence was threatened.

! An economic crisis affects those in low income occupations mor e than those with jobs
in sectors which are more resistant to economic shocks. At times this division can be
ethnic in nature.

InM alaysia (1985-87) theincidence of poverty was much higher anong the Maayswho dominated

the low-income activities, than the Chinese who were found in the more dynamic sectors of industry

and commerce.

3.2.2 Income Distribution

! Income distribution is adversely affected by economic crisis especially if thereis high
unemployment. If structural adjustment is successful in achieving higher output inthe
economy then income distribution can improve

Chil€' s income distribution worsened sharply in 1974-76 at the start of the adjustment period and

worsened again in 1979-84. Until 1991, inequdity had improved dightly but to alevel much worse

than at any timein the period 1960-74. This can be attributed to the massve cut in read wages and

high unemployment levels. In Argentinaincome distribution worsened in Buenos Air es (1974-88)

where the top two income declines gained at the expense of dl others. In Costa Rica inequdity

possibly increased between 1971-83 but after the start of the adjustment program, the data is

ambiguous as to what actualy happened.

For Bolivia, there was a probable improvement in income distribution between 1982-85 (informal

sector wagesrosereatively during the hyper-inflation) but by 1988 ditribution reflected 1982 levels.

Malaysia's income distribution improved where resources were put into agriculture,
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In M exico sectors of the business class connected with the export sector benefitted considerably
from the economic changes associated with restructuring, whereas some sectors of the population

experienced dragtic reductionsin living standard.

3.3 SOCIAL SERVICE PROVISION

3.1.1 Education

1 Economic crisis can result in a lowering of enrolment rates for school children dueto
the drop in parents’ income or the introduction of user charges. Usually the first to
drop out during the crisis are the poor.

Economic difficulties lead to lower income and changes in employment which cause movement to

other resdentid areas. This affects children’s performance a school. In Brazil children’s drop out

rate increased sgnificantly during the economic crisis. The public education system in generd suffers

from various problems e.g. poorly paid adminigtration, teachers, lacking motivation and adequate

training, and ashortage of resourcesfor school supplies. These problemswerefurther aggravated by

the crigs.

In Chile primary education regidtration as well asthe schooling rate of the population 6-14 years of
agefel, while the drop out rates increased. This tendency was stronger in poor households. Costa
Rica's primary , secondary and tertiary enrollment rates fel during the economic criss but whilethe
primary and tertiary rateswent back to the pre crisisleve, the secondary rate remained below the pre

crigslevd.

M exico’ s experience was that some teenagers had to discontinue education to earn anincome. This
was common among teenagers finishing secondary public school. Given the duration of the crisis
interruptions in schooling arelikely to be permanent, therefore leaving alagting negative impact onthe

educationdl and skill levels of the population.

3.3.2 Health
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! One of the impacts of an economic crisisis a cut in social sector expenditure which
leads to negative effects especially in the area of health. One of the first victims of the
cutback are usually women and children who are unableto obtain basic health services
as user charges are usually introduced.

In Chile and Brazil it was necessary to cut gaff, including in medical and paramedica aress. It

became difficult to maintain the quantity and quality of services rendered to the children and their

mothers, discouraging them from having routine and preventive examinations. Thusthe proportion of

infant deaths due to infectious and parasitic diseases increased in 1984.

In Chile the number of notified cases of typhoid and hepatitis went sgnificantly up in 1982-84

regardless of age. However the incidence was higher in the population of 5-14 years.

M exico’ ssocid indicators a so pointed towards diminishing hedth and educationd sandardsaswell
astoward a deterioration of the qudlity of life.

! A reduction in overall government spending, decreases the amount spent on social
sector spending in both real and absolute terms.

In Costa Rica, there was a decline in health and education spending in redl terms. This decline did

not occur in thelevel of health or educationd services but rather was reflected in afal in the leve

spent on equipmentsand buildings and adedinein real wagesin education with theresult that themain

effects would be fdt after the criss was over.

1 Infant Mortality Rates (IMR) increase as there is a cutback in health expenditures
during an economic crisis.

Infant Mortdity Rate (IMR) clearly went up for Brazil in the crisis period after faling in the years

leading up to the crigs. The mainincrease in IMR was the result of an outbresk of meades. Though

the outbresk was caused more by an adminidrative ddlay in immunization rather than financid

congraints, it is clamed that adverse economic conditions resulted in the weakening the hedth of

many children, thus making them more vulnerable to illness. There was dso an increase in infant

degths related to respiratory diseases, infectious diseases and malnutrition.
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3.3.3 Nutrition

1 An economic crisis has an adverse impact on nutrition due to the fall in incomes and
unemployment. There tends to be a substitution of normal foodstuffs for inferior
foodstuffs which can lead to deficiencies in the diets of the poor.

In Chile, there was an reduction in the absolute expenditure level on food items in the poorest
households which resulted in anincreased consumption of starch and flour and lower consumption
of meat, dils and vegetable. There was a sgnificant increase in the deficit of cdorie and protein
intakes for 40% of the poorest households. This can be attributed to lower purchasing power parity
due to inflation, unemployment and afdl in wages.

Mexico's indicators suggest that at least for the poor there was a dragtic decrease in food
consumption. The“great difficulties’” mentioned in many househol dswere not caused by food scarcity
or deficiency in didtribution but by insufficient income to buy it.

34 CHANGESIN QUALITY OF LIFE

3.4.1 Increasein Abuseand Violence

! Thereisan increase in child beggary and child violations during an economic crisis.
In Brazil the number of children abandoned by their parents increased during 1982-84. Child
delinquency is congdered one of the most important consequences of the economic criss. In Brazil
there was a sharp increase in cases classfied as violation of law, athough a large proportion of

violations committed by children remain unreported.

In Chile there was a sharp increase in child beggary as aresult of economic crisis.

In M exico some experienced unemployment, inability to generate the income necessary for bare
surviva, domestic violence, housing deficiencies, absence of any community support, abandonment,
and so on. These were cases often associated with drunken husband, progtitution, drugs, or some

other forms of crimina behaviour. The economic criss intensfied these problems.
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3.4.2 Lawand Order Situation
! Law and order can also be an issue during economic crises particularly where the
government is already politically unpopular and is trying to force a set of difficult
economic reforms that have a drastic impact on prices. In particular the price of food
can be a trigger for unrest and violence in a country undergoing economic crisis.
During Indonesia’ s Economic Criss of 1997-98 banks were shut, there was a sharp decline in the
vaue of currency, debt-laden domestic companieswere closing, therewerelayoffs by the thousands,
investments were canceled and there was the flight of capita out of the country. Food and dectricity
price hikes dictated by the IMF were partly responsible for the subsequent rioting. Fuel priceswere
suspended in May 1998 sending the price of petrol, diesdl and kerosene rocketing. This provoked
large scde demondtrations. Savage riots broke out asfour students (anti-Suharto) were gunned down
by security forces on May 12. People stoned, bombed, burnt, wrecked, and stole whatever they
wanted. The capital was shattered. Though thousands of soldiers patrolled the streets by May 15
more than 500 people had died, many torched by riotersin malls, some shot by police. Smoke drifted
from burnt out buildings, roads were empty of their day to day traffic. Thousands of buildings had
been reduced to rubble, al told $ one billion worth of destruction. Asthe Chinese control 60% of the
country’ s assets, resentment againgt the Chinese dominance of the economy lead to the burning and
looting of the Chinese and their shops. Res dents phoned the police station and military postsfor help,
but no oneanswered their cdls. All inal some 1,188 people died, 468 women were raped, 40 malls,
2,470 shops and houses and 1,119 cars were looted or destroyed.

3.4.3 Changesin Consumption Patterns

1 Economic crisis also results in changes in living patterns. Imported goods are
purchased lessfrequently astheir price goes up dueto devaluation, spending on luxury
items decreases and other forms of belt tightening occur.

Brazil’s economic crigs resulted in bt tightening by families. Prices not brand names became the

determining factor in consumer choices. The result of this was that sales of imported beverages fell

inthis period, cheaper types of transportation were used and own car use declined. At the sametime,

credit applications became more frequent, the use of free hedlth care went up and beauty parlours
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were used less often. These measures, together with the search for employment opportunitiesin the
informa sector and an increase in the average propendty to consume, were responsible for reducing

or delaying some of the more serious effects of the adjustment process.

In M exico over 69 percent of the households regularly bought less food, clothing, shoes, and other
daily expenses such as transportation, drinks, and snacks than during the pre-1982 period. What
exactly had been cut however varied according to household incomes and class background. From
the need to save on transportation, almost 51 percent of the househol ds decreased or iminated trips
to vidit rdaives, friends and their attendance at family parties and religious holidays.
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Chapter Four
IMPLICATIONS FOR PAKISTAN: WHAT TO EXPECT?

4.1 NATURE OF THE ECONOMIC CRISISAND THE ADJUSTMENT PROCESS
Thereisgenerd agreement that the country isexperiencing the asevere economic criss. Thegenesis
of the crigs are, however, debated in the country. Some argue that it is a consequence of structural
problems culminating from poor governance, paliticisation of the economy and inditutiona decay
witnessed since the early 70's.  Others hold thet it is a short-run liquidity crigs precipitated by
international sanctions imposed on the country in the aftermath of the nuclear testsin May 1998.

Though the recent events may have exacerbated the stuation, Pakistan's fisca problems were
aggravated by the soft fiscal and monetary policies of the military regime of the 1980s. Tax breaks
were given to different groups to buy their loyaty in order to increase the popularity of the military
regime. One reason for aballooning of thefiscal deficit to dmost 10 per cent of GDPwasincressed
military spending. At the same time public debt increased from less than 40 per cent of GDPto 80
per cent during the 1980s.

Pakistan sgned its first Extended Structurdl Adjustment Fecility (ESAF) program with the IMF in
1988. One of the main ams of the programme wasto lower the budget and current account deficits.
Amongd the tools used for this purpose were the remova of price distortions and structurd reform
of the economy. The economy however performed poorly on nearly al economic indicatorsin the
period 1988-1994. Average inflation was up by 3% in 1990s compared to 1980s. Whilethe current
account deficit fell by a full percentage point in the current decade from the 1980s onwards, the
country has faced alack of growthin exports coupled with foreign reserve crises. GDP growth was
aso down by 2 percent due primarily to afal in manufacturing. Thisaso contributed to the country’s
increasing inability to service its large foreign debt which by 1994 had reached 47.9% of GDP.
Despite the market based interest rates introduced by banks, the government continued to borrow
heavily from domestic banks. In 1999, the country eventually had to reschedule its debt as a
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worsening macroeconomic Situation coupled with foreign exchange reserve crises had brought it to

the brink of insolvency. Pekistan’s performance in key economic indicatorsin presented in table 1.

TABLE 1

PAKISTAN'SPERFORMANCE IN KEY ECONOMIC INDICATORS

1988-89 to 1997-98

Stabilization I ndicators 0
Y%

Rate of Inflation 10.7
Budget Deficit (% of GDP) 6.7
Current Account Deficit (% of GDP) 55
Tota Revenue as % of GDP 17.4
Public Expenditure as % of GDP 24.4
Export of Goods as % of GDP 19.2
Import of Goods as % of GDP 17.9
Growth Rate in Export of Goods ($) 7.5
Growth Rate in Imports of Goods ($) 6.7
Depreciaion of Nomina Exchange Rate 9.4
Growth Rate in Money Supply (M,) 15.8
Nomind Interest Rate on Deposits 6.2°

488-89 to 96-97.

Sources. Economic Surveys, Finance Division, Government of Pakistan.
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Pakistan had to revive the IMF/WB, ESAF/EFF program prior to the rescheduling of itsdebt. Key

program conditiondities are presented below:

KEY CONDITIONALITIESIN THE ESAF/EFF PROGRAM

REVENUES

General Sales Tax

! Increasein GST rate from
12.5%to 15%.”

Extension of GST to services,

petroleum products, electricity
and agricultural inputsin 1999-
2000.

Customs Duty

1 Reduction in the maximum tariff
rate (from 45% to 30-35%).

Agricultural Income Tax (AIT)

1 Strengthening of collection
mechanisms of the AIT in all
four provincesto ensure
achievement of atarget of Rs
2.5 hillionin 1998-99.
Development of an action plan

for improvement of the AIT by
March 1999 to achieve a
revenue target of 0.3% of GDP
(equivalent to Rs 9 billion
currently) in the medium term.

Petroleum Development

Surcharge

1 Enhancement in the tax
incidence on petroleum
products.

Tax Administration

Legistlation for establishment
of aPakistan Revenue Service
to be presented to parliament.

PUBLIC EXPENDITURE

General

Existing hiring freezes at the
federal level to be maintained
(with some exceptions, such as
SAP and tax departments).

I mplementation of restructuring
of federal divisionsto start in
1999-2000.

An action plan for civil service
reform to be prepared by June
1999 and implementation to
begin in 1999-2000.

Subsidies

Reduction and elimination (in
two stages of the electricity
subsidy to domestic

sonsumers by Septermber 1999.

Development Expenditure

Cut inthe PSDP for 1998-99
from Rs 110 hillion to Rs 98
billion.

I Agreement with the World
Bank to scrutinize any new
project carefully.

Social Action Program

I Total rupee expenditure on
SAP (excluding foreign project
assistance) to be Rs 56.5 billion
in 1998-99, with at least Rs5.5
billion in non-salary
expenditures.

OTHERS

Financial Sector

I Divestiture of the
government’ s remaining
ownership interestsin the
Muslim Commercia Bank and
Allied Bank.

Privatizationof Habib Bank
Ltd., United Bank Ltd.,
National Bank of Pakistan,
National Development Finance

Corporation and the Industrial
Development Bank of Pakistan.

Foreign Exchange Market

I Theexchangerateregimeto be
fully unified at an appropriate
time to improve economic
efficiency.

? to be implemented prior to program resumption.
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The mgjor objectives of the Program are to reduce the current account deficit to 1.5 per cent of the
GDP by 2001-02 and the budget deficit to 3.3 per cent in 1999-2000. However, the program is
likely to have important socid consegquences. These are discussed in the following sections.

4.2 IMPLICATIONS ON POVERTY

The policy conditiondities of the IMF program arelikely to have a bearing on the poverty level inthe
country. Poverty will be adversdy affected by arise in power tariffs, increase in and extension of
GST, cutsin development expenditure, removal of the wheet subsidy and exchange rate depreciation
(which will increase the price of basic goods, like wheat and petroleum). The potential favourable
effects of the IMF policy framework are the removal of import restrictions, higher foreign and debt
rescheduling. However, research on the determinants of poverty in Pakistan, [Akhtar et.a 1999)]
and internationd experience indicates that the former may outweigh the latter.

Important determinants of poverty in Pakistan include per capita income, home remittances, food
prices and unemployment leve. Internationd and Pakistani evidenceindicatestha growthisgenerdly
traded off for sabilisation during structurd adjustment. As such, per capitaincome in Pekidan is
likely to belower both dueto lower growth aswell aslower home remittances. At the sametimefood
prices are likely to be sgnificantly higher because of faster devauation of the currency. The removal
of the wheat subsdy will dso add to thefood costs of the poor who might elther substitute whest for
inferior grains or may consume less. Higher wheat prices will further worsen urban poverty relaive
to rura poverty dso. Also in the medium-run the unemployment rate may be higher because of the
dowdown in economic growth. Altogether, theincidence of poverty, in which we dreaedy witnessan

upturn in the 90's, is likely to increase further in the coming years.

4.3 IMPLICATIONS FOR LABOUR MARKET

Structurd adjustment in coming years in likely to affect employment leve in the country. Thisis
because, firg, thereislikdy to be ad owdown in the economy thereby reducing the demand for |abor,
second, the public sector enterprise reforms and privatisation as envisaged in ESAF might dso

increase unemployment.
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Over the next two years Pakistan Railwayswill be privatised and the Water and Power Devel opment
Authority (WAPDA) will be down sized. At the same time plans are being drawn up for the
privatisationof Karachi Electric Supply Corporation (KESC) and the divestiture of the government’s
remaining sharein mgor commercid banks. If these measuresare carried out they will further increase
unemployment. Beside, freeze on public sector hiring, restructuring of federa divisonsand civil service
reforms may aso have adverseimplicationsfor public sector employment. On top of this, reduction
in the maximum custom tariff rates, can potentidly have an adverse impact on domestic industry,
thereby displacing labour in the private sector aso.

Research conducted by SPDC [Pasha et.d (1999)] shows that the educated unemployment rate in
Pakistan increases by 1.1 per cent if the unemployment rate increases by 1 percent in the country.
Thisfinding is condgtent withinternationa experience presented in chapter 3. Assuch, any increase
in unemployment is likely to adversely affect the educated labour force disproportionately.

Nomind wageswill depend on the priceleve and the unemployment rate in the country. In Pakistan
wages adjust only partidly to high inflation, therefore, real wageswould tend to fdl asthe short term
response to the adverse economic Stuation. The behaviour of rea wages would be consistent with
internationd findings which indicate that real wages tend to decline under conditions of economic

criss.

4.4 IMPLICATIONSFOR WOMEN AND CHILDREN

Research shows that important among determinants of gender inequdity in Pakistan are per capita
income and provision of pro-women services, particularly access to schooling [Ghaus, Pasha, et.d
(1999)]. A lower per capitaincome, because of the possible broadening of the education, nutrition
and health gap between males and femaes at the household level and a deterioration in economic
opportunities for women,, is likely to increase gender inequdity in the country.

In Pakistan thereisa clear correlation between aworsening macro economy and a decline in socid

sector spending. 1n 1996-97, expenditures peaked at 2.1 per cent and have sincefalen back to 1.8
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per cent of GDPin 1998-99. The IMF program in place envisages a somewhat |ower expenditure
on SAP. Therefore one can conclude that in line with international experience women, asthe prime
beneficiaries of socid services provided by the government, will suffer in term of extended time spent
on providing these sarvicesto their family. A tighter |abour market will further diminish improvements

in the satus of women.

Childrenaredsolikdly to suffer from declinesin hedth and education budgets. Thisisparticularly true
of poorer children. Increased poverty leads to lower consumption of normd food stuffs (which are
subdtituted for inferior foodstuffs which in turn could lead to manuitrition). Research conducted by
SPDC (Socid Development in Pakistan, Annua Review, 1999) on variation in the incidence of
ma nutrition (as measured by the welght-to-ageratio) in asample of 45 countriesrevea sthe presence
of three dgnificant determinant. These are per capita income, extent of femae literacy, and the
coverage of the immunisation programmes. Lowering of per capita incomes combined with a
contraction in public sector spending is likely to thereby have adverse consegquences on childrens
nutrition. Child manutrition is dready a serious problemin Pakistan where over 40% of the children
aremanourished. The contraction in preventive health services such asimmunisation programmes may
meanthat theincidence of diseasesamongst the childrenwill rise. One of thefindingsin thisreport has
been that internationaly, infant mortaity rates increase both as a result of a decrease in preventive
hedth services aswell as adecline in per cgpitaincome. The danger of this happening in Pakigan is
heightened by the lack of commitment, currently apparent, to preserve Socia Action Programme
expenditures.

Simultaneoudy, cutsin education expenditure could lead to higher school drop out rates asadecline
in per cgpitaincome reduces the demand for schooling. Thismay result in ahigher incidence of child
[abour in the country.

On the whole, in linewith internationd experience economic criss and dructurd adjustment islikely
to lower per capita income and increse poverty in the country. Unemployment rate may rise
especiadly affecting the educated segments of the labour force. A fdl in the red wage rate may dso
be witnessed. Women may suffer disproportionately dueto adeclineinincomelevels, tighter labour
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market conditions and cutbacksin public spendingson socid services. Theremay dso beariseinthe
incidence of child manutrition and child labour in the country.
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Chapter Five
IMPLICATIONS FOR PAKISTAN: WHAT CAN BE DONE?

International experience reved s that economic crisis and structura adjustment affects the vulnerable
groups (the poor, women, children, disabled etc) athe most. It is therefore, essentia to make a
specid effort for the safeguard of these segments of society. Many countrieslikeBolivia and Chile
had socid security measures or specid funds set in place to combat the increase in poverty and
unemployment caused by economic crisis. Bolivia's Emergency Socid Fund (ESF) aimed a
providing temporary employment in small scale labour intensve projects initiated by the loca
government and non-governmental agencies. It was successful in supplementing the incomes of

particularly the prime age married mae head of households. The ESF was donor funded.

Tunisiaimproved targetting by diverting the food subsidy to items which due to inferior packaging
or ingredients are perceived to be inferior but still possess the same nutritiona value as norma food
guff. Sincethe consumption of such itemswere only by the poor, the subsidy, by and large, benefited
only the poor. In Mexico a donor funded core program “Program for Essentia Services (PES)”
whichamong other objectives, provided free textbooks, immunization and nutritiona interventionsfor
children and mothersis ancther example of an effective safety net.

In Bangladesh, the ration programwas effectively restricted to those in need by tying digtribution to
attendance in government primary schools. This dso raised the primary school enrollment rates.
Smilarly, food samp targeting was improved in Hondur as and Jamaica by linking samp ddlivery
to attendance at hedlth crisis.

India operates a massve naionwide public works program which geographicaly targets the
backward digtricts. It operates mainly in the agricultural off-season, and the wage rate corresponds
to the minimum wage. The program soughts to create minor irrigation infrastructure on smal farms.
The Grameen Bank in Bangladesh has been ableto extent credit to poor people, including women,
because it diminates the requirement of collatera, advances small |oans and avoided delays.



41

The above review covers examples of socid safety nets which on one hand enhance the income
generaing opportunities for the poor while on the other hand their income generating capabilitiesare
enhanced. The ESF of Bolivia and the Grameen Bank of Bangladesh enhance the income
generating opportunities particularly in the urban areas, while the public works program (PWP) of
India doesthe same intherura areas. The prime beneficiaries of ESF and the PWP are maleswhile

Grameen Bank dso coversfemdes.

Income generating capabilities are enhanced by improving the nutritiona, educationa and hedth level
of the masses. The food subsidy in Tunisia, and the food stamps in Honduras, Jamaica and
Bangladesh achieve these objective and so does the PES of M exico.

The socid safety netsin existencein Pakistan areinadequate and illequipped to be effectiveinacrisis
gtuation. Mgor socid safety nets include cash transfers, income generation projects and in kind
transfers. Pakistan's cash transfers include the Zakat and Ushr system and Bait ul Maal scheme.
However, these schemes provide only limited coverage and their targeting efficiency islow. At the
same time there are transaction cogts (of filling in forms, applications being reviewed by committees
efc.) Alsotheir effectivenessin terms of providing asafeguard againg poverty islimited because of
the low amount transferred.

There are no mgor effective income generation schemes like the public works schemesin Pakistan.
Such programs have a mgjor advantage: they can be self sdecting, i.e. anyone who wants to work
can do o for the given wage. The closer thisis set to the minimum wage, the better the chances of
the poorest of the poor being able to benefit. Also, since urban poverty isaso on therise, it might
be worthwhile to extend the ambit of the scheme to cover road construction, urban improvement,

garbage disposd and beautification of towns and cities.

Micro-credit of the Grameen Bank typeis aso a program which can potentidly be very effectivein
Pakistan. Covering both females (who will be essentialy excluded from the public works programs)
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and mdes, credit for self-employment can be particularly effective in promoting smal, home-based

businesses in the urban aress.

With the threat of rising food prices, indtitution of food subsidy may be consdered. However, to
ensure better targetting, subsidy may be for food items which is largely consumed by the poorer
sections of the population. Examplesinclude bajra(usadin place of wheat), irri-6 rice (inferior quality
rise) and Gur (subgtitute for sugar). Other safety netswhich can safeguard vulnerable groupsinclude
food stamps, (didtributed at public schools and hedth dinics) and free immunization and nutritional
interventions for children and women at public health centres. The above proposals are based on
programs which have been successful in partialy insulaing the vulnerable segments of population in
other countries. If carefully designed and implemented, these have the potentid of doing the samein
Pakistan.
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