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DRAFT FOR DISCUSSION
Reviewing Structural Reforms in India and Pakistan

China, India and Brazil are three emerging countries in different parts of the globe with differences in culture, history and politics but have done extremely well in terms of economic development in the recent years.  Pakistan on the other hand with similar culture, institutions and history as India but different political evolution has not done so well on a comparable basis.  The literature on the determinants of economic development would attribute this divergence to the content of structural policy reform packages (Washington Consensus vs State Interventions) or on the phasing, timing and sequencing of reforms or on institutional and governance issues in the implementation of reforms.  Case studies on the newly industrializing economies and later the East Asian Economies have interpreted the success of these economies from this prism of analysis and perspective.  World Bank and the International Monetary Fund have been arguing that policies such as Deregulation, Liberalization, Trade openness, Fiscal Prudence and Privatization have led to the East Asian miracle.  A number of other scholars have attributed the success of East Asian countries to State interventions, industrial policy and protection.  Political economy literature has focused on identifying and dealing with the major drivers of resistance to these reforms and the factors responsible for the maintenance of status quo ante.  Rent seeking and self interest maximization by groups affected adversely by the reforms have emerged as among the main reasons for the non-implementation or the failure in the long term.  Although all of these issues remain critical recent experience of Pakistan and India in implementing similar if not identical policy reforms since 1991 provide a natural experiment to discern the additional factors that have led to solid results in one case and disappointing in the other.


Pakistan and India have shared the same history, culture and politics for many centuries.  Politicians in both these countries behave in not too different ways and are known for their penchant for self aggrandizement and their own interest maximization.  The only notable difference is that since independence India has evolved into a stable 
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democratic state with smooth transition of power through elections held at regular intervals while Pakistan has had a turbulent political history with the military in power for almost half of the time.  Governance and institutional framework inherited from a common British colonial legacy have not changed much in the two countries.  Economic policies pursued by both the countries are also broadly comparable.  As a matter of fact Pakistan had followed relatively more market friendly and less of the statist economic policies since its independence compared to India.  All comparative studies have shown that Pakistan’s economic performance had been impressive until the late 1980s while India was stuck with the Hindu Rate of Growth.  Both countries, for different reasons, embarked upon a broadly similar if not completely identical reform path in 1991.

For the last decade or so India’s growth rate resembles that of China, foreign investors and foreign goods are flooding the Indian markets and Indian businesses are acquiring companies all over the world.  The sense of self-confidence exuded by the Indians despite 250 million people living below the poverty line, poor governance and political corruption is remarkable.


In India, the pace and sequencing of reforms have varied under the two major political parties but the direction has been clear, the movement forward is perceptible and the fear of complete reversal has remained insignificant.  The stoppages, slippages and suspension of reforms have manifested themselves on many occasions but have made no impact on investor sentiment - both domestic and foreign.  Reform by stealth has been the pattern since 1991 and there are few public statements by politicians of stature vehemently speaking out, for example, favoring privatization of public enterprises.  Cautious liberalization has been pursued in financial sector and controls on movement of capital have been maintained.  Deregulation has been shunned as an explicit policy instrument but in reality large dynamic sectors such as Information Technology, Biotechnology, Health Care, Education, have very little regulatory oversight.  Tariff rates on imports have shown a steep decline since 1991 and a country that was a leader in pursuing import substitution strategy under high tariff barriers has a liberal import regime.

On the other hand, Pakistan’s two major political parties – the PPP and PML – and the military governments have been quite vocal and explicit in their policy pronouncements of pursuing the same agenda, i.e. liberalization, deregulation and privatization.  Their policy stances have not been too different in actual practice although the nuances in implementation and point scoring against the opposition parties in rhetoric have not been helpful.  Even before 1991, the record of the 1960s and 1980s in pursuing market friendly private sector led growth was quite stellar.  But the actual impact of these policy reforms has not been felt in the economy in the recent decades except for some limited intervals of time.  As compared to India, Pakistani politicians have not resorted to stealth as a means to bringing about reforms.  Why this observed discrepancy in the outcomes between the two countries?

In light of the contrasting experiences of India and Pakistan it needs to be explored whether explicit goal setting, loud public pronouncements (Transparency, Consistency, Disclosure) and selling the reforms to the public are desirable in democratic states in the emerging countries or simply setting the direction, striking an implicit consensus and continuously pursuing that direction albeit with some reversals, slippages, hiatus and detours in the course of implementation are the preferred modes for moving ahead with economic policy reforms.

Pakistan had opted for the first while India for the second mode since 1991.  We would argue that it is not the contents of policy reforms or phasing and sequencing that make much of a difference but the politics of implementation of those reforms that determine the differentiated outcomes.

The credibility of reforms in India was tested in late 1990s at the time of the exit of the Congress Party and entry of the BJP Government.  The fact that the BJP Government did not overthrow or disrupt the reforms of the previous Government in any significant way was the turning point for the Indian economic policies.  The implied bipartisan support for the reforms convinced the businesses and investors that the ‘licence raj’ was a history and the ground rules and the enabling environment have undergone a fundamental shift.  Since then the investors have not looked back despite many unfortunate incidents such as abandonment of Tata Motors in West Bengal, the pressure on POSCO in Jharkand, the land dispossession and title disputes and mining rights issues of various kinds.  The fact that the Congress led Alliance in 2004 persisted on the same path and moved in the same direction despite resistance by the Communist Party has further enhanced the sustainability of these reforms.
In Pakistan, Prime Minister Nawaz Sharif initiated serious and bold reforms by embarking upon a series of fundamental policy changes in foreign exchange and trade regimes, privatization of state owned corporations and banks.  These reforms had a positive impact for the first two years but confidence was slow in returning and the Sharif Government was dismissed in the meanwhile.  Benazir Bhutto who came to power in 1993 did not reverse the reforms but did not show the same vigor and commitment as she wanted to distance herself from the Nawaz Government.  The rivalry between the two parties was so fierce that the new Government was constantly engaged in battle of political survival.  The economy was once again relegated to back seat and economic management was weak and uneven.  The reforms initiated by the previous government that were still in their infancy did not receive the kind of nurturing and attention that they deserved.  Policies were not overthrown but major projects such as the Motorway were cancelled giving mixed and confused signals to the investors and businesses who became doubtful about the sanctity of the past contracts.   The dismissal of Benazir Government by her own party nominated President on charges of corruption paved the way for Nawaz Sharif to return to power in 1997.  Against all expectations that the implementation of policy reforms would be accelerated under the incoming regime there was widespread disappointment as the Government got entangled in disputes with the Chief Justice, Chief of Army Staff and the President. The nuclear testing of May 1998 also resulted in international sanctions with adverse impact on the economy.  Some modest efforts were made in restructuring the banking sector with positive results.   Pakistan’s economic achievements under the Musharraf period pursuing the same policies with greater resolve and determination were impressive.  Growth rate averaged 7 percent per annum, poverty incidence fell from 33 percent to less than 20 percent, unemployment rate declined significantly, debt ratios tumbled and foreign inflows were higher than those to India as a proportion of GDP.  Pakistan was able to float 10 and 30 year sovereign bonds in world financial markets at fine pricing with huge oversubscription.  But this situation did not last long.  


Although a civilian face was put around the government in 2002 the dominance of the military particularly in the person of the President cum Chief of Army Staff did not satisfy the people on the question of political legitimacy.  In order to overcome this challenge, concessions were made to the political allies making economic policy and governance reforms subservient to the large political interest.  During President Musharaf’s rule, for example, there was a clear relationship between the slowing down and rolling back of some of this reform initiative due to his need to broaden political support prior to and following the 2002 presidential referendum and parliamentary elections.  The open tussle with the judiciary beginning March 2007, the worsening law and order situation created by the terrorists, the military action against Sardar Akbar Bugti in Balochistan and the impending national elections diverted the attention of the government from serious economic management with disastrous consequences.


The transition from the military-cum-civilian government to a democratically elected government under free and fair elections was marred by the assassination of the popular leader Benazir Bhutto followed by low priority attached to economic management by the incoming government.  History repeated itself when the new government, instead of consolidating on the gains of the previous policies and programs and correcting the course where mistakes were made, interrupted or reversed some of the initiatives taken by the Musharraf regime.  The political uncertainty and instability once again put the reforms at risk.  The costs had already been incurred but before the benefits started accruing to the population the policies, programs and projects initiated by the previous government were put on the back burner.  No wonder that both reform fatigue as well as resistance to reforms have become fierce at present.  The new government has not been able to complete one single transaction of privatization in last eighteen months while the recurring losses of inefficient public enterprises and utilities are fueling the growing fiscal deficit and crowding out expenditures on education, health, social safety nets, etc.  By 2007-08 the country plunged into a serious economic crisis and had to approach the IMF for a bail out.

The above narrative of Pakistan’s economic history leads to the conclusion that while substance of structural reforms was acceptable, narrow parochial and short term political considerations have proved inimical to their success and sustenance.  There was hardly any difference of views among the various political actors on the contents or policy mix of the reform package but it was the common practice of blaming the previous government for all ills, abandoning, disrupting or keeping in abeyance the initiatives taken by them and settling score with their political adversaries in the name of accountability that has led to the diminution of the impact of policy reforms on economic landscape in Pakistan.  According to Wilder ‘The short tenure of governments has helped create an environment where the incentives are to focus on short-term political (and financial) gain rather than on achieving mid-to-longer-term policy objective.’

The contrast between China and Pakistan in implementing economic policy reforms makes an interesting case study.  Both the countries have been under authoritarian or non democratic rule - China uninterruptedly and Pakistan for three decades out of its’ six decades of history.  China has become one of the power houses of world economy and is likely to emerge as the largest single economy by 2020.  For a country with the majority of population living in chronic poverty, misery, starvation and absence of decent living conditions to transform itself into a global economic power during a short period of four to five decades is unprecedented in the human history.  Pakistan, which was ahead of most East Asian countries in most economic indicators in the 1960s is now facing a fierce struggle against terrorism, religious extremism and fundamentalism.  What happened in the two countries that has produced such contrasting outcomes?   In no way Pakistan has had a different set of economic policies than China. Reliance on Private Sector and foreign investment, openness to the world economy, integration with the financial markets were pursued by both the countries albeit with different intensity, speed and nuances.  But they cannot be faulted at least on the content of the broad economic policy thrust.  What distinguished the two countries was that the collective leadership in China allowed policy reforms to proceed cautiously, with assured continuity and predictability about the direction.  Party leadership changed at regular intervals of time just like the transitions in democracies but did not make any difference as the ownership of the reforms was broad based, widely shared and the polices were themselves developed after debate and discourse within the party cadres and the national Peoples’ Congress.  These policy reforms therefore survived every single regime change in China since 1980.  In contrast, the military leaders who came to power in Pakistan practically ran a one man show where the personal whims, caprices and prejudices of the individual drove the decision making process.  Institutions of governance were weakened, dissent and difference of opinion were curbed, checks and balances were removed and a coterie of sycophants and time servers surrounded the military leader.  “In the short term military governments are less constrained by political considerations and the need to build consensus around reforms.  The record is less clear in the longer term as military governments are pressured into accommodating a broader spectrum of political interests and responding to domestic and international pressures to legitimize and democratize their governments.”  Whatever sound policies and reforms were introduced under each of the three military regimes in Pakistan were soon reversed, halted, interrupted or abandoned by their elected successors.  This lack of continuity and consistency has cost Pakistan a huge price.  The decades of 1960s, 1980s, 2000, were characterized by above average rates of economic growth but were followed by serious economic crisis, macro-economic instability, stagnation in growth rates and an overall sense of drift.  The democratically elected leaders who replaced the military rulers were not prepared to be seen as pursuing the policies of the military dictators although they may have no substantive difference with those policies.

Investment in social development takes a long time, perseverance, commitment and dogged resolve to bear fruits.  Each incoming government found that the projects initiated by their predecessors were deficient, had to be scrapped or redesigned and launched again.  By the time some modest gains begin to loom at the surface the regime is overthrown or replaced and the whole exercise begins afresh.  No wonder, the social indicators of Pakistan are so weak and the unemployment among the youth drove them in hordes to become captive of the militant forces against whom the Pakistan army is now engaged in a deadly battle.

The political volatility and instability that has become a legacy of Pakistan’s history is the real culprit for the disappointing economic and social outcomes.  In contrast, China has not suffered any of these uncertainties and instability at the critical times of the transition from one set of leaders to the other.

The purpose of presenting comparison between China and Pakistan on one hand and Pakistan and India on the other is to demonstrate that a binary classification between authoritarian and democratic regimes is too superficial and unhelpful in drawing lessons for the sustenance of economic reforms.  China under an authoritarian regime has been successful in bringing about fundamental reforms while India under a democratic regime has been equally successful.  Pakistan that witnessed both the authoritarian and democratic regimes has, on the other hand, suffered because of failure in sustaining similar reforms under switching political regimes.  The perception among the investors both foreign and domestic – that the political regime changes would not make any tangible difference in the broad thrust of economic reforms and the overall policy direction – is the critical distinguishing feature.


Brazil, a country associated with hyperinflation, poverty, stark income inequalities has also undergone a dramatic transformation.  President Cardoso, a Social Democrat who came to power in 1994 carried out economic policy reforms such as privatization, reduction in trade barriers and fiscal prudence that set Brazil’s economy in the right direction.  There was almost a collapse when Lula, the leftist leader of the workers’ Party was elected the President.  But he vowed not to tramper the free market reforms he inherited and also continued with the same policies but also introduced an effective program of social transfer to the poor in form of Bolsa Familia.  Today Brazil is one of the leading nations among the emerging economies with low inflation, high foreign investment, declining poverty and lowering income inequalities.

The success stories of China, India and Brazil provide some insights that can be contrasted with the case of Pakistan.  In each of these cases the credibility of economic policy and movement in the set direction assured the investors, businesses and the rest of the world that there was widespread bipartisan political support for the reforms and broad economic policy direction with minimal risk of reversal.  The political will, commitment and support for the changes was not always apparent but the actions spoke louder than words.  In Pakistan, a country with more vocal public pronouncements in favor of the policy reforms, the actual results has been disappointing.  Weak and unstable democratically elected governments failed in implementation because they were too much preoccupied with the struggle for their political survival. The military governments did a better job in implementation but because they lacked legitimacy their deeds and actions were reversed by their successors causing  uncertainty and reinforcing lack of credibility.

The insights from this case study of Pakistan suggest that even having similar policy packages with right phasing, sequencing and timing in implementation and publicly announced political commitment are not sufficient for ensuring successful impact.  Political stability, continuity of policies across different political regimes and demonstration of steady movement in the set direction are the additional ingredients that affect the outcomes of structural reforms.
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