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Chapter # 1:
INTRODUCTION

BACKGROUND OF THE RESEARCH:

Structural Adjustment Programmes are considered as the set of economic policies that move a country towards market based development. Specifically the policies focus on the external and internal account deficits, liberalization of trade, optimal allocation of resources and export expansion as opposed to import substitution. During the last three decades various developing countries including Pakistan have implemented these policy regimes and have come about with different and varying outcomes. The developing countries implemented these policies as part of the conditionality to grant them loan from the international financial institutions particularly International Monetary Fund and World Bank. Over the years various economists and analysts have questioned on the ability of these programmes to improve the poverty situation of the poor economies by bringing about a positive change in their human development index or increasing the income levels of the poor. They also question on whether they hinder or support growth as compared to the pre reform situation.

Structural adjustment programs (SAPs) and policies are designed to stimulate growth and development of an economy by improving the structure of incentives, trade regime, distribution of resources, and efficiency in the use of resources.
It has been argued that the developing countries are still dependent on new loans despite the fact that they have always paid back their initial loans. This has in response increased their dependency on aid from the Bretton Woods institutions (IMF and World Bank).  This further gave way to rescue them by the hands of IMF and World Bank. They were established to make sure that the developing world will receive the required amount of loan in order to make them pay their debt continuously and accept the conditionalities accordingly that are known as Structural Adjustment Programmes.
RATIONAL FOR RESEARCH:

The Structural Adjustment Programmes are based on the premise of the Neoliberal ideology of growth which supports globalization and advocates the abolishment of the protectionists’ measures within an economy in order to accelerate the pace of growth. The theory advocates raising the income level of the population in developing country through which developments in their human capital i.e. health and education can be achieved. The theory further states that a market is the best factor for the optimal allocation of the resources and if allowed to operate freely it can result into productivity gains.

The motivation for the purposed research is derived from:

1. The doctrine of the neo-liberal ideology behind the origin of these policies.

2. The human development variables that have been impacted by these policies taking the case of Pakistan.

3. The continued dependence of the LDC’s on the developed countries through the use of such policies/conditionalities.
PROBLEM STATEMENT:

The study will explore the impact of the Structural Adjustment Programmes (SAPs) on the developing economies taking the case of Pakistan. Specifically, it will ascertain the following problems:

1. What is the impact of SAPs on the growth and development of Pakistan?

2. What is the impact of SAPs on Balance of Payment position of Pakistan?

3. How are SAPs contributing towards the economic independence of Pakistan?

4. How are SAPs and the neo-liberal ideology on which it is based are contributing to Pakistan’s development? 

THEORETICAL FRAMEWORK:

The research will uncover the macroeconomic and microeconomic objectives of the Structural Adjustment Programmes (SAPs) that affect the trade, monetary, fiscal and industrial policies of Pakistan’s economy. It will link the effect of such objectives on the economic variables or the indicators of economic performance.

The independent variables as mentioned are the conditionalities imposed by the World Bank and the IMF i.e. the Structural Adjustment Programmes (SAPs). These include:

1. Liberalisation: opening up of the national boundaries in order to promote international competitions and the free flow of capital.

2. Privatization of state-owned enterprises and companies.

3. De-regulations of labor market and reducing the safety nets provided to society.

4. Improving competitive position of the national industries 
Now the dependent variables will be the indicators of Human Development Index (HDI) and growth index. These will include:

1. Literacy rate

2. Mortality rate

3. Poverty rate

4. Inflation rate

5. Unemployment rate

6. Inequality rate (Gini Coefficient)
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Operationalization of Variables: 

Independent variables:

1. Liberalisation: which includes the removal of barriers to the free flow of goods, services and capital
2. Privatization: This includes that transfer of ownership of public enterprises to the private sector.
3. De-regulations: this contains the reduction in social safety nets such as subsidies and tax breaks.

4. Improving competitiveness: includes the enhancement of competition among the different industrial sectors by abolishing the preferential treatments.

Dependent Variables:

1. Literacy rate: will include the percentage of people that have obtained at least the primary education as approved by the HEC.

2. Mortality rate: will as certain the percentage of people that have lived till 40 years.

3. Poverty rate: will define the number of people that earn less than the poverty line i.e. who earn below $1 per day.

4. Balance of Payments: will include the position of current and capital account as well as the foreign exchange reserves.

5. Inflation rate: will include the percentage by which the Consumer Price Index (CPI) has increased over the years.

6. Unemployment rate: will include the percentage of people that are not employed in either of the government, semi-government and private organizations.

7. Inequality rate: will as certain the redistribution of wealth from growth among the masses taking the gini coefficient.

RESEARCH OBJECTIVES:

The objectives of the study are the following:

· To analyze the impact of the SAPs on Pakistan’s economy by observing the trends in its development indicators.

· To analyze the impact of SAPs on Balance of Payments position of Pakistan.

· To ascertain that how are the SAPs contributing towards the economic independence of Pakistan.

· To provide a comprehensive analysis of the impact of neo-liberal ideology of globalization on which the SAPs are based on the development of Pakistan.
RESEARCH METHODOLOGY:

1. Data Collection:

For the proposed study secondary data will be collected from the following sources:

· Economic publications (economic survey of Pakistan)

· Press cuttings

· World wide web

· Books and other publications

2. Research Design:
The data collected and gathered from the above sources will be analyzed qualitatively. Moreover, the figures collected will be studied using the technique of trend analysis where the trend in one HDI variable will be observed over the years of implementation of these programmes. The trend observed or ascertained will then be used as the basis for the further qualitative analysis. The analysis will help in solving the rationale/problem of the study.
Chapter # 2:
LITERATURE REVIEW

Q1: What are Structural Adjustment Programmes?

According to the (Wikipedia - Structural Adjustment, 2010); The set of economic development policies for developing economies that have been designed and advocated by the two Bretton Woods Institution since the beginning of 1980s are said to be Structural Adjustment Programmes. The two Bretton Woods institutions included in their promotion includes World Bank and International Monetary Fund (IMF. These “free-market” policies are in fact the conditions or conditionalities imposed while forwarding any amount of loan to the developing countries. They are designed to encourage adjustments in the economic structure and to improve its debt servicing ability by, following the neo-liberal agenda of removing excess government controls and promoting market competition. 

The conditionalities are also implemented whenever a developing country tends to seek lower interest rates on the existing loans. The conditionalities are also a method used to ensure that the money lent will be used in accordance with the overall goals of the loans. According to (Studygroup- structural adjustment, 2010), reducing the fiscal imbalances of borrowing country is the general goal of the loan. The lending is designed to promote growth of economy through income generation. In the process it helps them in paying off the accumulated debt.
These programmes include both the internal as well as external economic changes. Notably, internal changes include deregulation of resources and privatization of public firms whereas external ones include liberalization of trade.
According to World Health Organization, SAPs policies are based on the neo-liberal ideology that promotes globalization of the market. The objective is to achieve long-term accelerated economic growth in under-developed countries through a steady process of restructurization of the domestic economy and reduction of government intervention. According to (Jaunch, 1999) SAPs policies include: 

· currency devaluation in order to make domestic exports competitive in the international market, 

· managing balance of payments position through widening of tax base and reduction in development expenditures, 

· curtailment of government expenditures through deep cuts in public spending/budget deficit,  also known as austerity measures.

· Focusing economic growth on direct exports that can be achieved through resource extraction.

· reducing tax on high earners so as to stimulate the trickle-down effect, 

· reducing inflation by following a tighter monetary policy,

· Ensuring the stability of the financial system through enhancing the investment regime by allowing foreign direct investment with the initiation of domestic stock market. 

· wage suppression and controlling salary increases so as to ensure that there increases are at rates lower than the inflation rates.

· privatization of natural resources and state-owned enterprises, including the health sector.

· Enhancing the rights of foreign investors in the domestic economic policies.

· lower tariffs on imports in order to open up the economies to foreign competition

· tighter monetary policy, 

· social spending cuts and deregulation of businesses such as of the banking sector. In this case bank credit is controlled and concessional credit programmes are eliminated for priority sectors.

· Improving governance by creating an institutionalized economy and fighting corruption.

In recent years poverty reduction has become one of the crucial aspect of the structural adjustment program as well, that seeks not only to increase the nation’s growth or GDP, but also to help the populace as a whole in raising their standard of living out of poverty.

It has been contended that despite the continuous adherence of the developing countries to these policies most of them have suffered a lot. Many are far worse off than they were before the implementation of such economic conditionalities. It has been argued that the poverty, inequality, inflation and unemployment have been the direct outcome of these programmes. Many studies stress upon the fact that one of the marked reasons for this is that the ruling clique in these developing countries is unable to design and implement economic reforms that could address the critical shortcomings in the economy. They find it easier to borrow then to cut defense expenditure and public spending.

Q2: How and when were the Structural Adjustment Programmes evolve?

Structural Adjustment Programmes originated as a result of the global economic disasters that occurred during the late 1970s and 1980s. These disasters were both on the external as well as the internal domains. According to (Busingye, 2002), the major external factors include:

· the increases in price of oil in 1973 and 1979, 

· high real interest rates along with the squeezing of international loan/credit (a tightening of monetary policy) and the weakness of the US Dollar since 1985, 

· sharp and steady increases in commodity prices known as stagflation which have continued into the 1990s, 

· the general depression or slowdown in the world economy known as the multiple economic depressions at the end of 1970s and beginning of 1980s, in combination with surge in protectionism and reduction in demand for exports from developing countries'.

The principle internal factors were:

· inappropriate macroeconomic policies that included the indifference towards the agricultural sector, control over prices, currency exchange rates and the discount rates, 

· a mismanaged and inefficient public sector, and ineffective finance allocation and management procedures in the public sector. 

These external shocks in combination with the deficiencies in the internal policies and overarching structural weaknesses exacerbated the need for adjustments in the economy by the early 1980s.
Q3: How does the Debt Crisis serves as the cause for the origination of Structural Adjustment Programmes?

The Debt Crisis was the principal factor behind the initiation of non-project “policy-based lending” by the International Financial Institutions, IFIs for the developing countries. According to (Debt Crisis of the 1980s); the “Petrodollar Recycling” of the 1970’s gave rise to the Debt Crisis. Debt Crisis originated in the 1980s, when Mexico declared its inability to service its debt. It hit primarily the developing countries. 

The countries that have united under the Organization of Petroleum Exporting Countries (OPEC), in 1970s made an effort to generate additional revenue by reducing the supply of oil which consequently increased its price in the international market. At the same time, the era was marked with the end of the commodity boom. Most of the revenue from increased oil price was invested with the banks in the industrialized nations thus having a Eurodollar market. Consequently, to help the developing countries finance the purchase of commodities from industrialized nations these banks in turn lent this money to the institutions in the developing countries. In a way these loans were used as a tool to stimulate growth in the North. Debt was preached as a path to accelerated development by the World Bank. (Jaunch, 1999) states that the huge amount borrowed by the ruling elite in the South were often used to built assets that were not capable of generating any quick return. Most of it was wasted by buying luxuries, financed for ‘white elephant’ projects or stolen by the corrupt officials. Very meager, if any was invested in the productive/industrial sectors with a view to stimulate economic growth and social prosperity. As illustrated by (KEPA, 1998), even in the latter case governments in these emerging markets were trying to industrialize faster than actually justified by the fundamentals. For example the sugar plants were created with the capacity/size of processing far above the demands of the national economy, which implied that international market openings have to be made in use if production is indeed handled at home. Due to such misalignments, public finance went in to deficit leading towards mounting indebtedness. Initially during the 1970s these loans were given on very low interest rates but the situation changed in the 1980s when their occurred a significant drop in exports from debtor countries. A number of factors accounted for this predicament including the deflationary cuts in demands or the overvaluation of dollar coupled with the high global interest rates that caused enormous depletion in international currency reserves. Such countries therefore began to feel the burden of debt more intensely since they were unable to make timely payments on their foreign debt. Moreover, the floating interest rates carried by these loans increased along with the global rates. Hence, they made the initial borrowing expensive. These problems were escalated by huge capital flight i.e. transfer of money out of the economy by private entities in developing countries. Hence, the developing countries were unable to repay their loans and were forced to take up new loans at very high interest rates.

According to (Jaunch, 1999), the total debt of developing countries stood at US$ 567 billion in the 1980.  Between 1980 and 1992 these countries paid back US$ 1662 billion between 1980 and 1992.  However, despite the repayments, their debt increased to US$ 1419 billion in 1992 because of high interest rates. The rising interest rates caused the government institutions at developing countries to take out new loans. 

Developing countries are still heavily indebted and dependent on new loans from the North despite the fact that they have always paid back their loan repayments as they come due. This fact has resulted in the initiation and continuation of the efforts from the IMF and World Bank to control and improve the situation. They were established to make sure that the developing world will receive the required amount of loan in order to make them pay their debt continuously and accept the conditionalities accordingly that are known as Structural Adjustment Programmes.

Q4: Which development theory serves as the philosophical background of Structural Adjustment Programmes?

NEO-LIBERAL IDEOLOGY:

Neoliberal ideology is a market-driven approach to economic and social policies. It is based on the concept of lassiez faire or free market. The idea is based on the neoclassical theory of economics. It shifts risk from the public or government sector by promoting the language of market and individual autonomy. It diffuses the boundaries and distinctions between public and private sectors by stressing the fact that both should work together for the economic and social prosperity. Neoliberalism has been supported and promoted widely by the financial institutions around the world. The doctrine of neoliberalism is the essence of the Structural Adjustment and Stabilization Programmes of the two Bretton Woods institutions i.e. World Bank and IMF. The policies of neoliberalism operate at local, state, national and global level. Hence, globalization and neoliberalism are the terms used interchangeably. According to (Saunders, 2002), the neoliberal ideology encompasses three broad beliefs:

1. the benevolence of the free market

2. minimal state intervention and regulation of the economy

3. the individual as a rational economic actor

The theory was created as a response to the stagflation where the steep recession in the global economy was followed by the rise in prices during the 1970s.

a) Expanding the Free Market:

The most fundamental aspect of neoliberalism is “self-regulating market”. It is a market which is characterized by the existence of supply and demand forces and that ultimately determines the value/price of the commodity. It explains that the optimal allocation of resources can be achieved by promoting market equilibrium. (Gosme, 2002); explains that if there is too much demand in the market compared to the supply, this will result in to shortages. On the contrary, a waste will result from an excess of supply. Hence, the market will determine the optimal price that can stimulate enough production. It advocates opening up of the national boundaries by eliminating all the protectionist regimes and facilitating free trade to promote competition which will eventually lead to global prosperity and economic growth. It believes that the market is inherently efficient and will lead to the creation of maximum amount of wealth and so it strongly condemns the redistribution of wealth through state intervention and regulation. It insists that the expansion of the market and creating it as unit of operation will result in the commodification and marketization of not only goods and services but also of the culture and society. Therefore, it is claimed that it not only maximizes economic efficiency but also personal efficiency. 

b) Redefining the Role of the State:

A central principle of the theory is the restriction of the state intervention in the economic system. The theory advocates that all the public enterprises should be abolished or privatized to make them efficient and competitive. Accordingly, it implies that the social programs such as public health care are irrational and sub-optimal and therefore should be eliminated (Saunders, 2002). The role of the state is reduced to only providing basic infrastructure and law and order. Moreover, it implies that all market control mechanisms such as price controls used by the government should be eliminated and market should be allowed to operate freely. A clear anti-utopian sense is promoted where the economic planning is opposed therefore condemning any form of centralized state control of the entire economy. It believes that the market producers are the best design of a society. The tax base is broadened and marginal tax rates are adopted to encourage innovation and efficiency. Deregulation is encouraged as in their view market regulation restricts competition by impeding market entry.
c) The Neoliberal Individual:

In the neoliberal ideology, an individual is redefined as a rational actor who determines its choices by the cost/benefit analysis. An individual is considered as an entrepreneur whose aim is to maximize the human capital. Individuals are made autonomous through minimal state interference. It attempts to define individuals as consumers who rationally make choices and decisions through cost/benefit analysis to enhance their human capital (Saunders, 2002). Hence, it uses the concept of economic rationality to define the role of individual in an economy. Individual being an entrepreneur is central to the phenomenon of market liberalism. An individual is made free so that it can change its activities in accordance with that of the market.

Q5: What are the alternative theories to economic development in developing countries?

ENDOGENOUS GROWTH THEORY:

According to (What Is an Endogenous Growth Theory?, 2010); Endogenous theory was developed by Paul Romer and Robert E. Lucas as a response to the adverse effects of the neoclassical theories. The theory calls for more inward approach to development then an outward one depicted by the neoliberal ideology. It advocates that technological change is a response to the economic incentives available in the market that can either be provided by the government or by the private sector. It simply means that the economic growth can occur from inside the state or the nation. It strongly suggests that the growth in nation’s human capital is the only way for economic prosperity. The theory offers to provide the view that nation’s can prosper without depending upon the trade. Traditional theories suggests trade as an engine to economic growth while the endogenous growth theory suggest education and development of new technologies as a means to accelerated and sustained long term growth. The theory explains the huge difference in living standards and economic system between the developed and the developing world. It explains the accumulation of knowledge as the means to economic growth. (Romer, Increasing Returns and Long Run Growth, 1986) argues that knowledge is the basic form of capital not the physical capital. He further explains the following facts that:

1. The development of new knowledge through expenditure in research and development comes with diminishing returns. Hence, any private firm incurring such an invention cost should be responsive to policy initiatives such as tax and fiscal incentives. 

2. The investment in knowledge results in increasing returns to marginal products as it increases public knowledge. This is known as the spillover effect. It happens only when there is an absence of patent market and it results in knowledge being considered as a public good.

3. Investment made in knowledge area leads to the creation of natural externality. This is because knowledge can’t be patented perfectly or kept as a secret. Hence, creation of new knowledge leads to positive effects on the production possibilities of other firms.

(Romer, Endogenous Technological Change, 1990); writes that the preconditions for endogenous growth to happen in a nation state are the following:

1. Capital: defined or measured in terms of physical goods

2. Labor: includes skills available from a healthy human body

3. Human capital: person specific knowledge created from activities such as education and on-the-job training

4. The index level of the technology

He explains that the difference between capital and knowledge is that the latter is non-rival as well as non-excludable. The characteristic of non-rivalry means that a good at any one time can be used in more than one place. On the other hand, the feature of partial non-excludability holds that those who create the knowledge at the first place can exclude other people from using it such as through their monopoly rights.
The new growth model treats technology and knowledge as economic goods which are determinants of long-term growth based on learning-by-doing. There are two types of cost associated with this model. First is the invention cost for the creation of new technology and second is the adoption cost for the development of human capital that can use this newly generated technology. Adoption cost includes schooling, on-the-job training etc. (Mayer, 1996) states that according to the Neo-Schumpeterian model, the theory explains economic policies of a country that focuses on:

1. Encouraging investment in new research instead of focusing it on the accumulation of physical capital.

2. Subsidizing the accumulation of total human capital while collecting rent from the multinationals for the building of human capital. This will help in keeping and investing of the money within the country.

3. Allowing monopoly power as it serves as an enhancing force in the innovation process. This can be done through promoting intellectual property (patent) and copy rights. This will lead to technological advances through the exploration of new market niches.

This branch of the theory advocates production at micro-level through promotion of measures for imperfect competition. According to this there is invention but no adoption costs.

In order to explain economic growth and development within the developing countries, (Florida & Kenney, 1993) in a paper argues the phenomenon of innovation-mediated production. It says that there are five dimensions for it:

1. A shift towards intellectual capabilities and mental labor from physical skill or manual labor in the process of value creation.

2. Encouragement of collectively generated knowledge or skills as opposed to individually produced knowledge or skills.

3. Increase in the pace of technological innovation.

4. Promoting at the production point the ideas of ‘continuous improvement’.

5. Diminishing the distinction between research and development and the production centers.

It implies that in a world of continuous change countries will have to use all the resources available. It is good for developing countries as this model doesn’t require the accumulation of huge amounts of physical capital or investments in technology. This only requires that a nation should cultivate its human capital and manage it properly in order to use their available assets for innovation and development. The key element is the development of effective infrastructure both of manufacturing and human so as to induce technological advancements. So the countries need to be better in control of their own development in this fast paced information economy.  The type of view is similar to the learning induced productivity improvements view which holds that the introduction and development of new technological advancements and the constant up-gradation of worker’s knowledge and skill must be carried out simultaneously in order to fully exhaust learning potential of an economy. It contends that in this regard the already available technology advancements and the highly-skilled labor force will not work as required unless there are improvements in their abilities. (Mayer, 1996)
Q6: What was the economic practice in developing countries before the initiation of SAPs?
In the 1950’s and 1960’s the general economic theory which was in practice and widely accepted by policy makers focused entirely on growth (Zaidi, 2005). The concern was to increase the economic growth in the relatively underdeveloped countries. The model suggested that the fruits of such a growth will eventually ‘trickle-down’ to the population at large. Hence, the doctrine of ‘functional inequality’ was promoted to accelerate growth by increasing the wealth of the rich people since it was assumed that they had high saving rates and thus they will reinvest their incremental wealth. Industrialization was used as the mechanism to promote this growth pattern. This eventually gave birth to the import substitution phase where the underdeveloped countries of Latin America and most Asian countries started producing goods particularly consumer and intermediate goods which they had imported earlier. The major focus was on urbanization while neglecting agriculture to increase modernization of the underdeveloped countries.

(Zaidi, 2005) wrote; it was ascertained towards the end of the 1960s that development was not experiencing a particularly pleasant trend although economic growth did take place. It was discovered that many problems have been created by these growth-oriented policies along with those it has sought to solve. Debtor countries that were being highlighted as the high attainers in terms of growth were poor performers on grounds of human indicators. Thus the World Bank packages, such as Basic Needs and Redistribution With Growth, were initiated. Developing countries were advised to concentrate their efforts on the vulnerable/poor people and create incentives for raising their standard of living while still keeping economic growth as an important necessity. Huge amounts were loaned to the developing countries with the advice that they should also focus efforts towards generating their own capital for investment.

After the debt crisis of the 1980s, the Washington Agencies became more directly involved and aggressive in its efforts. With the deteriorating balance of payments position and inflation in excess of 10,000% (Zaidi, 2005) in many countries, these two agencies stepped in to offer loans for stabilization and structural adjustment programmes. It was then that the structural adjustment programmes became the driving vehicle of the developing economies and the Washington Consensus were thus able to exert greater efforts on the policy makers in such countries to implement the conditionalities for obtaining the required amount of loan.
Q7: Who are the players that design these Structural Adjustment Programmes?

Following are the two players that help in designing these policies with the consent of representatives from the developing countries:

1. International Monetary Fund (IMF)

2. World Bank

International Monetary Fund (IMF):

According to (Wikipedia - Structural Adjustment, 2010); the International Monetary Fund, also known as ‘IMF’ or the ‘Fund’ was formulated along with the World Bank at a United Nations conference held at Bretton Woods, New Hampshire, U.S., in July 1944. The 45 governments that participated in the conference pursued to come up with an economic framework of cooperation that would circumvent the reoccurrence of the unstable economic policies that resulted in the massive economic setbacks such as Great Depression of the 1930s. It was developed to promote the health of the global economy. Headquartered in Washington DC, the institution is managed by and obligated to the governments of the 187 countries that hold its membership. Its resources are arranged by the member countries, primarily through payment of quotas, which is based on the economic size of a country.
The institution’s purposes and operations are dictated under the Articles of Agreement which includes: (Khan, 2008)
· exercising swift and firm surveillance over the policies of currency exchange rate in member countries and 

· adopting crucial principles that can guide the members in relation to their policies.

According to (Khan, 2008); Article IV consultation is an important instrument of IMF surveillance. It focuses on a systematic review of economic developments and policies in the member country. It also ascertains how these policies have affected the exchange rates and balance of payments of other countries.

IMF has been entrusted with the purpose of ensuring the stability of global monetary and financial system which is a prevalent structure that enables trade or transfer of goods to take place between countries through a system of exchange rates among national currencies and international payments. The institution seeks to: (Khan, 2008)
· maintain and promote the stability of economic system
· prevent crisis and if they do occur they then help to resolve them

· promote economic growth (GDP) and alleviate poverty

According to (IMF , 2010), it employs three main functions to meet these objectives:

· Surveillance

· Technical assistance

· Lending

It encourages countries to substantiate their economic policies that can prevent economic crisis and so help promote global growth and economic stability.  IMF loans focus on the macroeconomic aspect of a country to temporarily fix the problems that their economy faces. According to (Studygroup- structural adjustment, 2010), in the initiating years loans from IMF were required to be repaid in 2½ and 4 years of short-term duration. However, as of now the maturities are up to 7 years which are included in the long-term duration. Some other options are also available that lend at times of crisis; such as a conflict or natural disasters.

World Bank:

World Bank is an international financial institution that provides leveraged loans to developing countries for capital programmes. It was also established in 1944 along with the IMF and is also headquartered in Washington D.C. The Banks goal is to reduce poverty in the underdeveloped and the developing countries of the world. (World Bank - About, 2010)
(World Bank - About, 2010)The institution provide funds and make investments for microeconomic purposes such as in banking, education, health and agriculture sector including those for public administration, private sector and infrastructure development, and environmental and natural resource management. In this regard, it provides grants to developing countries, low-interest loans and credits which are interest-free.
World Bank SAPs or SALs (Structural Adjustment Loans) are designed to provide loans and grants to developing countries on a project basis i.e. it focuses on the microeconomic aspects of a country. The World Bank is divided into two lending and development institutions: (World Bank - About, 2010)
1. The International Bank for Reconstruction and Development (IBRD) which focuses on middle income and credit-worthy poor countries, and 

2. The International Development Association (IDA) which focuses on the lowest income and least credit worthy countries.

However, their work is complemented by the following agencies:

1. International Finance Corporation (IFC)

2. Multilateral Investment Guarantee Agency (MIGA)

3. International Centre for Settlement of Investment Disputes (ICSID)

Q8: Who are the donor countries?

According to (Wikipedia - Structural Adjustment, 2010), the resources of IMF are made available by its member states. However, in case of World Bank funds a combination of member resources and other corporate bonds are used to fund its loans. At present there are 185 Members of the IMF and 184 members of the World Bank. The countries which donate the highest amount hold the major influence and control over the operations of the two institutions and thus they automatically direct the promotion and execution of SAPs.

Some of the Highest Donors are:

· United Kingdom

· United States

· Japan

· Canada

· Germany

Q9: What are the different loans packages/lending arrangements provided by the IMF and World Bank under the Structural Adjustment Programmes?
Depending on the balance of payment conditions, the credit from the IMF is made available to the countries in need through different borrowing structures having disbursement schedules and maturities of different kinds.

It responded to the balance of payments difficulties facing world's poor countries by providing concessional financing. According to (IMF , 2010), the Trust Fund was used to make this assistance available from the mid 1970s. Through the Structural Adjustment Facility (SAF) concessional financing was provided from the beginning of March 1986, and then through the Enhanced Structural Adjustment Facility (ESAF) beginning in December 1987. 

Enhanced Structural Adjustment Facility (ESAF): More special and concessional ESAF operations were provided in the starting period to lower the debt of the heavily indebted poor countries (HIPCs). Country's per capita income eligibility criteria and that stated under the International Development Association (IDA) were used in the World Bank's concessional window. According to (IMF , 2010), for ESAF assistance the numbers of low-income member countries eligible were 80. An eligible country can borrow up to a maximum of 140% of its IMF quota under a 3-year arrangement. This limit could be increased to a maximum of 185% under exceptional conditions. An annual interest rate of 0.5% is carried by the ESAF loans. The repayments were made semiannually that began 5½ years and ended 10 years after the disbursement.

Poverty Reduction and Growth Facility (PRGF): To support the efforts of national authorities and to combat the unprecedented problem of poverty due to policy conditionalities the agency need to change their way of lending. To mark the change in content, an approach to poverty reduction and enhanced country ownership was made by the IMF through the Poverty Reduction and Growth Facility (PRGF) in November 1999. (IMF , 2010)
Stand-by arrangements: They are the most common type of credit designed to provide short term financial assistance to donor conditions mostly in emergency situations. They are more transitory then permanent. (IMF , 2010)
Extended arrangements: The credit granted under this type is used to carry out fundamental reforms that require more time to install and take effect. Hence, the credit’s maturity is of longer time duration. (IMF , 2010)
Supplemental Reserve Facility (SRF): Countries that experience exceptional difficulties in their current and capital accounts due to loss of investor confidence and sharp decline in their reserves are granted such type of credit facility. The motive is to correct the imbalances in the balance of payments position. 
Over the years World Bank’s adjustment lending included: (Services, 2001):

· Structural Adjustment Loans

· Sectoral Structural Adjustment Loans

· Structural Adjustment Credits

· Subnational Adjustment Loans

· Special Structural Adjustment Loans

· Programmatic Adjustment Loans

· Programmatic Adjustment Credits

Different variety of approaches to adjustment lending appeared over the past two decades in response to altering borrower needs. During the early years of operation i.e. 1980s, structural adjustment loans (SALs) were supplemented by sector adjustment loans (SECALs). According to (Services, 2001) there have been approximately equal numbers of SALs (255) and SECALs (233). Subnational adjustment loans (SNALs) are a more recent innovation. Ongoing country program responses resulted in increasing demand for the initiation of such innovation where in 1998; the Bank approved eight SNALs in support of social and structural reforms at the regional or state level in large federal countries (Services, 2001). The East Asia crisis affected a majority of developing/emerging markets which prompted the Bank to introduce special structural adjustment loans (SSALs) for countries with exceptional/special financing needs. In the event of critical external capital market deterioration SSAL support for Argentina and Brazil proved viable to maintain the reform momentum and safety net protection. The Bank then in 1999 introduced programmatic adjustment loans and credits (PSALs/PSACs) to support medium-term reforms. In general, PSALs/PSACs are a multiyear agenda of policy and institutional reform consisting of a series of unifying annual operations. They require incremental phasing and close monitoring of progress since they are built on a firm base of prior analytic or advisory work. To date, these PSALs/PSACs have provided unified and constant Bank and donor country support for institutional reforms and capacity building that are included under the state reform programs.

Q10: What are the objectives of Structural Adjustment Programmes?

According to (Oringer & Welch, 1998); a common objective of all the subsequent structural adjustment programmes is a transition towards outward-directing development model stressing on the importance of one-to-one integration with the global economic structure of trade, finance and production from that of the inward-looking or self-directed development models of national consequence.

The objective of structural adjustment programmes is to stimulate economic growth while at the same time ensuring the stability of the internal and external economic system. The objective is to modify the economic structure so as to rekindle and enhance the growth and viability of the economy’s balance of payments condition over the medium term.

In essence, the shape of SAPs has been rested on 4 fundamental objectives as described below: (Jaunch, 1999)
1. Liberalisation: opening up of the national boundaries in order to promote international competitions and the free flow of capital. It is ensured through the abolition of foreign exchange and import controls
2. Privatization of state-owned enterprises and companies.

3. De-regulations of labor market and reducing the safety nets provided to society.

4. Improving competitive position of the national industries 
Plainly put structural adjustment means less government, freer trade and more private enterprise. They are meant to create a stringent anti-inflation programme. 

These programmes have macro as well as micro-economic objectives which are as follows:
Macroeconomic Objectives:

On the macro side the objective is to improve external balance as well as domestic fiscal balance. This commonly includes:

1. Adjusting fiscal as well as monetary policies in a way that can bring about overall reduction in demand within the economic system.

2. Adjusting policies dealing with the trade sector, specifically brining about adjustments in the exchange rate, trade taxes such as GST and subsidies provided to products exported so as to change the relative incentives between traded and non-traded goods.

Microeconomic Objectives:

On the micro side, the major objective is to allocate and use resources more efficiently by eliminating the distortions in the price structure, brining about more competition, and permitting deregulation that can disentangle controls over administrative structure and allow the market to operate freely. The objective is to define a value for commodities with the help of demand and supply forces. Such programmes involve management of government expenditure and public enterprises. It also allows the private sector to operate in areas where it has an advantage over the government and hence brings about reduction in the government’s presence.

Hence, it can be stated that the programmes have brought greater flexibility in market operation. Their main focus is on management of demand, global economic integration and promoting competition. 
Q11: What are the general priority areas of SAPs?
(Jaunch, 1999); wrote that, a fundamental condition of SAPs is the fact that the countries seeking loans will have to pay back their debt in hard currency. This fact calls for a shift towards export oriented economy since they earn the foreign exchange required to meet these obligations as they come due and also help in maintaining the balance of payments condition. The first feature is therefore a shift in production processes from goods that local people use towards commodities demanded or can be sold in the international market. In such a case the general priorities of such an adjustment programme are described below in detail:

1.  Macro-economic Stabilization: 
The first key objective of Structural Adjustment Lending (SAL) is to achieve and maintain stable macroeconomic environment. (Liu, 2010); argues that such a policy aims at mitigating short-run business cycle fluctuations around some long-run path for development through the use of two of the most emphasized policy instruments i.e. fiscal policy and monetary policy. It has been argued that such a policy helps in smoothing a country’s consumption pattern which can be viewed as welfare improving. This entails a strong and sustained commitment of several basic actions: 

· bringing down the fiscal deficit and keeping it a small fraction of Gross Domestic Product (GDP) by eliminating the stagnation in the tax revenue, withdrawal of subsidies and cuts in public expenditure.

· maintaining monetary discipline or handling appropriately the amount of money supply in the economy to curb inflation via the price of money – interest rates. This is because inflation has been shown to have a discouraging effect on savings and investment which are essential elements of long run economic growth.

· establishing a realistic exchange rate regime to spur export earnings and hence improving the balance of payments position and the amount of foreign exchange reserves. 

The governments occasionally complained on their difficulty to enforce such tactics, but according to Bretton Woods Institutions, a departure from this approach leads to the need for more adjustment later on

2. Domestic Resource Mobilization:

The second key priority area is domestic resource mobilization. In recent years, the Bretton Woods institutions have sought to strengthen the domestic financial institutions and liberalized interest rate policies in the developing countries by expanding their financial sector work because this helps channelize private savings. Their programmes seeks to promote policies that are market oriented for para-statals, insists on the financial strength of government/state owned enterprises, closes down activities that are a burden to the government’s budget and privatizes units in different sectors that can be more effectively managed by the private sector in order to reduce public sector inefficiencies. According to (Daviddi, 1994); a crucial role in macroeconomic adjustment and restructuring has been assigned to privatization. This policy accounts for the transfer of ownership rights from the state to the individual citizens. The programme accorded that all viable enterprises should be privatized while all non-viable enterprises should be closed down. This was deemed necessary for a majority of reasons including:

· Preventing expropriation of existing assets by the managers.

· Abolishing the political control over the enterprises.

· Obtaining consensus for the policy reforms.

· Increasing enterprise efficiency that can raise the revenue for state budget.

· Achieving both static (productive and allocative) and dynamic efficiency. 

3. Investment Efficiency:

The third major policy area is investment. The focus is to encourage better public and foreign investment. In the public sector the focus is to invest in the process of human capital production i.e. education as this eventually raises the productivity of physical capital and thereby raises the income of households. The structural lending for small and medium enterprises and credit programmes also help governments to: 

· close down uneconomic projects that are burden on its cost structure, 

· re-direct scarce resources towards private investment in sectors where such investments are readily available and are more efficient.

· restructure investment programmes to eliminate supply and production deficiencies by rehabilitating the various sectors.

4. Liberalized Trade Regimes:

Finally, the institutions’ contends that debtor countries seeking for adjustment assistance should eliminate the bias of their trade sector. This specifically calls for shifting towards export-led growth. This requires making the domestic commodities competitive in the international market by devaluation of the local currency. The establishment and maintenance of correct domestic currency exchange rate is the ‘sine qua non’ for success in this area. At the same time other measures are also taken to rationalize trade regimes so as to realize gains in efficiency and real growth of trade. In this case the first step is to reduce the taxes and quotas on imports. Incentives for foreign investment for trade liberalization are also promoted. This includes eliminating government regulations that restrict the freedom of action of foreign business. It is believed that a liberalized trade regime is likely to attract foreign direct investment as an economy with higher access to regional markets becomes attractive to foreign investors. According to (Shafaeddin, 2005); a reaction towards the unsuccessful demise of import substitution regime of the 1950s – 1970s has been the promotion of trade liberalization. It was a deliberate attempt to support the export promotion strategy. It was argued that in the vague of the operations of market forces, the private sector will be in a better position to achieve the objectives of growth and diversification of exports through such a liberalized trade regime. It was also led to the up-gradation of the productive sectors that will be facilitated by imported technology and improved skills enhanced by trade.

Q12: What is the composition of Structural Adjustment Programmes?

(Zaidi, 2005); illustrates that the different arenas around which these and other policies revolve are as follows:

1. Trade Policy: Countries are advised to adopt competitive real exchange rates, and the mechanism for doing this is devaluation. Both formal and informal devaluation in currency is carried out. In the formal one, devaluation is carried out by allowing the national currency to slide against international currencies. However, in the informal devaluation price controls are lifted and wages are freezed, which results in people not being able to buy as much with their money since wages in effect are lowered. A consistently depreciating currency is recommended to keep real exchange rates competitive. The lifting of restrictions on exports is advised so as to encourage exports. A decrease in quantitative restrictions in imports, i.e. quotas, and a reduction in tariffs are recommended to strengthen the international competitiveness of domestic industry. Essentially the principle is that the economy should follow an outward-oriented export-led path, and domestic and international prices should be brought in line with each other.

2. Fiscal Policy: The reduction and elimination of fiscal deficits by curtailing public expenditure is a high priority accompanied by an increase in prices in the public sectors so as to meet costs and increase revenues. As a high fiscal deficit increases the money supply in the economy therefore the objective was to eliminate inflationary trends. To improve the revenue raising ability of the government the taxation system was supposed to be reformed and rationalized. In the sectors such as energy and agriculture subsidies are supposed to be either substantially cut or eliminated altogether.
3. Monetary Policy: Institutions are to be restructured so as to facilitate resource mobilization and to reflect costs. Interest rates are to be relaxed. Time deposit rates and lending rates are to be liberalized. The efforts are supposed to be concentrated on “getting the fundamentals right”. By fundamentals it means good macroeconomic management through stable macroeconomic policies and measures to enhance savings and investment by following a contractionary monetary policy.
4. Industrial Policy: Protection is to be removed from the industrial sector so as to make the industrial sector competitive internationally. At the same time, to improve resource allocation all price control measures over goods are to be eliminated. This requires that as far as possible intervention in the market should be eliminated and an attempt should be made to ‘get prices right’. These industries that produce for exports are to be encouraged and promoted.
5. Public Enterprises: The preferential financial treatment to state economic enterprises is to be stopped and their performance is to be brought in line with the private sector. Public enterprises are to be reformed to improve efficiency and profitability. In order to reduce the government’s fiscal burden the unprofitable public enterprises are to be shut down or privatized.

6. Agriculture: The bias against agriculture is to be eliminated by adjusting the exchange rate and by removing the protection offered to industry. Agriculture prices are to be liberalized and subsidies discontinued.
Q13: What indicators are used to assess the functioning of SAPs in terms of improving economic performance?

Indicators used to assess a country’s performance in a World Bank supported structural adjustment programme includes: 

· real GDP growth rate; 

· proportion of domestic savings to GDP, and 

· proportion of exports to GDP.
Q14: What are the criticisms of Structural Adjustment Programmes?

In many aspects, the outcomes of structural adjustment programmes in many developing countries have been inconclusive. Empirical evidence supports the fact that the systematic implementation of SAPs have not resulted in a positive trend in macro-economic indicators. According to (Kosaikanont, 2001); the economic growth rates (GDP) of Brazil, Zambia and Argentina declined along with the consistency of high inflation rates following the programme implementations.

The IMF carried out two separate evaluations of the adjustment and stabilization programmes. One was carried out by the internal staff while the other by the external agencies. The results of these two evaluations were maintained in two separate reports. The period taken for evaluation was ten years before December 1994. The research done by the internal agents was presented in 1997 and the report was named as “The Economic Structural Adjustment Facilities at Ten Years: Economic Adjustment and Reform in Low-Income Countries.” On the other hand the research carried out by external bodies was maintained in a report named as “External Evaluation of the Economic Structural Adjustment Facilities: Report by a Group of Independent Experts.” This report was presented in 1998. In the research by the internal agents, the IMF took a sample of 36 different developing countries while the external bodies considered stakeholders in 8 different countries in the research.

IMF argued, considering the finding of these two researches that comparing the average growth rates of all countries adopting SAPs before and after the implementation, SAPs were effective in generating growth. On average, the economic growth rate of these countries improved by slightly over 2% per year. However, they contended that in only 50% of these countries had economic growth shown positive improvement (Kosaikanont, 2001)
The World Bank itself has become more considerate about the limitations of the stabilization and adjustment programmes, and more cautious in its evaluation. Serious shortcomings recognized by the World Bank include its failure to bring about increases in the levels of investment and employment. According to a World Bank report, (KEPA: 1998), structural adjustment programmes have failed to alleviate the problem of poverty. The report contends that there has been no direct linkage between the programmes and the debt relief package by empirically emphasizing upon the fact that the health situation in Africa during the period from 1960s-70s wasn’t too bad and has gotten worse since then. It illustrated it by presenting the fact that the average income fell by 10% in Latin American and Sub-Saharan Africa during the 1980s. Moreover, the cholera epidemic cases rose sharply along with the rise in malnutrition particularly among the children.

The conditionalities of the SAPs mark the approach towards the neo-colonialism domination. It has been argued that liberalization of foreign trade results in the movement of scarce state resources away from the priority areas and hence effects negatively the national economic development. According to (Busingye, 2002), the programmes have been identified as a capitulation to the global market which works in favor of the strong (North) at the expense of the weak (South).
The IMF and the World Bank are often criticized for over stressing macro-economic growth and under prioritizing the welfare of the people.  Much empirical evidence suggests that the costs and benefits of the structural adjustment and stabilization programme were not equally distributed and vulnerable people suffered a disproportionately negative impact. (Kosaikanont, 2001); states that unequal or disproportionate access to social and economic resources are claimed to have an unequal burden impact on the vulnerable or poverty stricken sects of the developing economies. The programmes in a sense have been associated with worsening welfare standards. Apart, from this the so called trickle-down effect did not function the way it was predicted to reason being the unequal distribution of the gains of economic growth. The foreign investors on grounds of having better knowledge of market and productions directed a significant amount of profit towards their side resulting in the improper functioning of the market in developing countries.
Structural Adjustment Programmes on part of austerity measures have resulted in significant spending cuts in important sectors of the society such as education and health. This has considerably reduced the standard of living of the general society and has alleviated the problem of poverty. At one hand where it does provide opportunity to enhance market oriented supply side enhancement at the other it does it at the cost of reducing productivity while increasing inequality and poverty.

A structural adjustment program leads to disastrous consequences for a developing economy in terms of contractions in economy and surge in unemployment due to measures such as reduction of government spending and labor wages. This creates an unrestricted cycle of economic stagnation and decline rather than of development because the state is prevented from stepping in to alter the situation. The much contended aims and objectives of rising employment and investment thus appears to be in sharp contrast to the actual verified economic scenario. Devaluation of the domestic currency and removal of price controls on imported products to further promote exports have resulted in contraction of economy as this raises the local cost of imported goods and raw materials. Rising exports of a small range of crops such as sugar, palm oil and bananas have led to a fall in prices and often to reduced foreign earnings. Much of the earnings in any case are used for serving debt rather than for productive investment.

(Jaunch, 1999); states that the deregulation of the banking system causes interest rates to rise sharply which makes most goods expensive and so unaffordable to the majority of the population. On the other hand, foreign companies repatriate the profits generated through exports due to the unrestricted flow of foreign reserves. The process of immigration accelerates due to increased unemployment caused by elimination of subsistence crops in the light of export orientation in agriculture sector.

According to (Services, 2001) some critics have stressed the importance of public tradeoffs, as part of public sector accountability and transparency of governments. It is argued that the democratic policy process of those countries which ask for the structural adjustment loans have been weakened by those that have no direct influence on the economic planning of the country. In their view, the implementation of such policy has only benefited the largest donor countries i.e. North. For example, the dismantling of controls in the financial system to allow investments from outside leads to the establishment of factories in poverty-stricken areas. Such corporate entities therefore exploit the huge amount of cheap labor. This coupled with the lack of environmental regulations put them in a favorable position to manufacture relatively cheap priced goods. Resultantly exports increase leading to a rise in corporate profits. Although the GDP increases but due to repatriation of cash flows, the majority of the profit actually benefits the corporation and the country in which the corporation is based.

(Olukoshi, 2000); states that these programmes actually became the part and parcel of the economic and social crisis faced by these nations before the implementation of such policies. These actually exacerbated them. The report highlighted the fact that in many countries, one of the assistance conditionality was the controversial withdrawal of subsidies and measures to recover cost. This was actually used as an acid test to ascertain the extent to which governments were willing or able to implement these reforms. As a result severe penalties were enforced on account of any lack of commitment. Often the penalties imposed were related to the social sector, where fee were imposed at all levels of education and health care.
In a report (Easterly, 2001) stated that when World Bank and IMF reached Southern then inadvertently poverty and hardship started increasing, although the corporate profits did go up. The report has contended upon the fact that these programmes have exposed the Bretton Woods institutions as false prophets whose mission is to safeguard the interests of those who already control the world wealth and power. The report also highlighted the fact that the poor sections of the society are more dependent upon the informal sector (i.e. Agriculture) which is not directly affected as much as the formal sector (i.e. industrial) by the structural adjustment programmes. Resultantly the poor people suffered due to being at a disadvantage to take the benefit from the new opportunities available in the new sectors by these reforms. They may in an effect be suffering more than they were before the implementation of these reforms where they lost employment opportunities in the old or traditional sector.
The adverse consequences on the economic and social sector had to do with the policy instruments developed to secure the market. In this aspect devaluation and cost-cutting is of significant interest as regards with its effect on income and social prosperity. Currency devaluation was designated as the key element that will accelerate the process of economic growth and will ultimately benefit the social sector. It was implemented along with many other complementary liberalization policies that were supposed to reorient the state of economic activity. However, these policies resulted in the dismal performance of the economic system and consequently resulted in social dislocation and unrest. The basic reason for this is the internal contradiction prevalent in these economic reforms whereby one component tended to cancel the effect of the other and thus policies resulted in opposite effect to what was expected. Hence it can be rightly said that currency devaluation, subsidy withdrawal, trade liberalization and interest rate deregulation acted alone and simultaneously to further weaken the productive base of the developing economies. This resulted in collapse of industries and agriculture supply falling way below expectations.

The World Bank staff argued that it is debatable whether reducing structural poverty has been figured out in the initial design of adjustment programmes. They continue to retreat that developing countries under adjustment often lack the resources and the capacity to implement programmes in its true sense. Proposing them to add to the already large demands to their economic systems the task of developing programmes to reduce poverty permanently may be very dangerous indeed. The Bank repeatedly emphasizes the point that adjustments necessarily carried transitional costs mostly for the poor that had to be experienced before economic growth and efficiency would generate broader economic improvements. Today the World Bank assumes little hope that efficient pricing and outward orientation is enough to raise incomes and hence diminish the levels or reduce the growth of poverty. There seems to be return to the thinking of the 1970s when the trickle down approach was in vogue. But studies indicate that medium and long term benefits of economic reform do not automatically trickle downwards and that the most vulnerable groups, particularly those in dire poverty, need to be protected and compensated with target policy measures.

Q15: Describe the history and experience of Pakistan in terms of the Structural Adjustment Programmes?

Pakistan has been following the economic policies of the IMF and World Bank over the last 20 years. It is since 1988 that the country has been adherent to the structural adjustment programmes. It has no independent or an exclusive economic programme of its own. The various governments have been strictly following the dictates of the two Bretton Woods institutions. The policy measures undertaken by the various governments in power since 1988 match very accurately to the details in the Policy Framework Papers. The government under such economic conditionalities had little room to be innovative and so has been merely following the steps that are incorporated in the programme document. The period since 1988 has been termed as the ‘economic management under structural adjustment programmes’ by the various economic analysts. 

According to (Kemal, 2001), To achieve increasing levels of economic performance in terms of higher employment, growth and wages or to improve the levels of efficiency Pakistan has implemented various structural and stabilization programmes throughout the past three decades.

(Nasir, 2001); stated that the main aim of SAPs in Pakistan is to cater to the problem of increasing deficits in foreign trade and the mounting external debt burden. The programme was intended to spur the level of exports, foreign remittances and foreign direct investment. The programmes also seeked to improve the level of foreign exchange reserves by decreasing foreign debt liability. The reform contained economic liberalization and fiscal deficit reduction through rationalization of tariff structure and elimination of subsidies, privatization of public enterprises through divestiture and de-regulation of investments.

Since July 11, 1980, Pakistan is receiving funds in the form of Enhanced Structural Adjustment Facility (ESAF). The first structural adjustment loan under the IMF Extended Fund Facility (EFF) was made available to Pakistan in July 1980. These concessional funds amounted to about US $1.3 billion, (Nasir, 2001) Pakistan was advised to:

· Delink the rupee from dollar, 

· Direct towards import substitution regime,

· Reduce the fiscal deficit by reduction in government expenditures,

· Increase domestic resource mobilization through rationalization of taxation structure,

· Encourage savings by increasing the discount rate,

· Implement price reform measures, and

· Direct towards export led growth and privatization.

The Zia regime, at that time, unlike those that have followed it, was selective in its choice of policy options:

· The rupee was delinked and devalued from the US dollar,

· Farmgate prices were raised, and

· Some import liberalization took place

· To attract capital a general assurance was also given to the private sector

The most current IMF loan arrangement obtained by Pakistan was in FY08. The economy experienced a continued rise in inflation with the rate as high as 33% leading to the state of hyperinflation due to domestic demand pressures evidenced by growing private sector credit and the monetization of fiscal deficit by direct borrowings from the Central Bank. Moreover, due to the general slowdown in the international commodity market triggered by the global financial crisis along with the deteriorating political and security issues the exports experienced a sharp decline where as the imports rose steadily fuelled by consumerism. There was thus a build-up in the macroeconomic imbalances as reflected in the rising fiscal and current account deficit. This lead to a massive deterioration in the balance of payments position and consequently a rapid depletion in the foreign exchange reserves putting the country in a dire need of external financial assistance. The government therefore seeked IMF for its financial support and in November 2008, the institution granted a sum of US$ 7.6 billion under the Stand-By Arrangement and implemented a macroeconomic stabilization programme.

(Anwar, 2001); stated that the trade performance has been poor despite liberalization. The attempts to lower the tariff rates have resulted into a considerable loss in government revenue which has been compensated by the cuts in public sector expenditure in order to achieve the target of fiscal deficit. The government in an attempt to reduce burden on expenditures freezed employment in public sector and granted wage increases below the rate of inflation. These developments and measures led to increased indebtedness, lower GDP growth, higher unemployment and thus increased the incidence of poverty within the country.
According to (Financial Stability Review, 2008-09) report; the aim of the stabilization program is on the tightening of monetary and fiscal systems so as to reduce pressures on domestic demand for both domestic and imported goods. They further aim to reduce the pressure on the exchange rate and place solid checks on the rupee’s continued depreciation.  The institution and State Bank focus on reforms that can increase the revenue generating ability and overcome the bottlenecks in energy sector that have caused an adverse impact on the country’s economic activity.

Pakistan has indeed put in considerable efforts to come a long way from the unsustainable balance of payment position and high inflation that occurred in FY08-09. Nevertheless, significant challenges remain before the country can truly consider itself to be out of the dilemma. It should be noted that the savings and investment pattern in the country is not very encouraging.  The economic reform process has been hindered by the structural weaknesses in the economy. The main challenge for the economy in the near future is to get credit flowing again i.e. to promote economic growth by restoring and fostering financial stability. 
The different IMF arrangements with Pakistan are shown in Appendix A in a chronological sequence at the back of this report.
These programmes aim out for the curtailment of the budgetary as well as balance of payments deficits and implementation of market-friendly policies that are supposed to help in enhancing the efficiency levels and attaining higher output levels. However, (Kemal, Structural Adjustment and Poverty in Pakistan, 2003) states that in the transitional period, policies aiming at deflation and structural changes in the financial and productive sector can result in lower levels of efficiency in terms of loss of output.

Chapter # 3:

FINDINGS
IMPACT ON HUMAN DEVELOPMENT INDICATORS: 
(A Case of Pakistan)
It has been argued by the economists within the country that the implemented Structural Adjustment Programmes have resulted in falling rates of GDP growth, rising unemployment and increasing poverty levels within the country. There is therefore a need to closely examine the nature of these policies so as to ascertain whether they have been responsible for such negative economic and social effects and bring about the necessary policy change if indeed they have distorted the national prosperity.

The main aim of this study is to identify those economic policies, especially at the macro level, which have impacted the process of economic growth and development within the country. The aim is to identify those policies that can not only bring about a positive change in people’s lives but rather ensure an adequate access to education and health services that can fight poverty in terms of improvements in the human development indicators. Therefore the plan of the study is to first examine the trends in the three human development indicators and then assess the performance of some key macroeconomic variables that have directly or indirectly impacted the social welfare of the society.

The impact of Structural Adjustment Programmes (SAPs) on a large number of variables is difficult to evaluate since a number of other factors besides the policy conditionalities effect the economic development process.  Therefore according to (Kemal, Structural Adjustment, Macroeconomic Policies and Poverty Trends in Pakistan, 2001) counter-factual needs to be established so as to evaluate the impact of SAP. However, due to reliance on historical functional relations for performance evaluation there are significant problems in its formulation that need to be well understood.

HUMAN DEVELOPMENT INDEX:

The three dimensions human development index that will be used in the study includes:

1. Living a long and healthy life (measured by Life Expectancy and Infant Mortality Rate)

2. The level of knowledge attained or considered as educated (measured by Adult Literacy Rate and Gross Enrollment in education)

3. Pursuing a modest and decent living standard (measured by purchasing power parity and income)

According to the Human Development Report 2010, between 1980 and 2010 Pakistan's HDI rose from 0.311 to 0.490 today which depicts an annual increase of 1.5%. The country in this perspective has been given a rank of 125 out of a total of 169 countries that have a comparable data. South Asia’s HDI increased from 0.315 in 1980 to 0.516 currently. So, improvement has placed Pakistan further below the average of the region. The HDI reflects the conditions at the national as well as regional level. It illustrates openly the huge gaps in living standards and way of life that continue to divide the global world.

Consider the following data:

	Year
	Development Expenditure
	Defense Expenditure
	Interest Payments
	Budget Deficit

	1980-81
	9.3
	5.5
	2.1
	5.3

	1982-83
	8.1
	6.4
	3.1
	7.0

	1985-86
	7.7
	6.9
	3.8
	8.1

	1986-87
	6.3
	7.2
	4.2
	8.2

	1987-88
	6.9
	7.0
	4.9
	8.5

	1988-89
	6.3
	6.6
	5.0
	7.4

	1989-90
	6.5
	6.8
	5.4
	6.5

	1991-92
	7.6
	6.3
	5.2
	7.5

	1992-93
	5.7
	6.6
	5.9
	8.1

	1993-94
	4.6
	5.9
	5.8
	5.9

	1994-95
	4.4
	5.6
	5.2
	5.6

	1996-97
	3.5
	5.2
	6.6
	6.4

	1997-98
	3.9
	5.1
	7.6
	7.7

	1998-99
	3.4
	4.9
	7.5
	6.1

	1999-00
	2.2
	4.0
	6.9
	5.4

	2000-01
	1.7
	3.2
	6.0
	4.3

	2001-02
	2.9
	3.4
	6.2
	4.3

	2002-03
	2.2
	3.3
	4.9
	3.7

	2003-04
	3.0
	3.0
	4.1
	3.3


Source: (Kemal, Structural Adjustment and Poverty in Pakistan, 2003)

It can be inferred from the above data that following the implementation of structural adjustment programmes, the development expenditure as percentage of GDP has fallen from 9.3% in 1980-81 to 3% in 2003-04. This sharp reduction in expenditures on development objectives have been related to serious consequences for the human capital enhancement, development of infrastructure, generation of employment opportunities and resultantly on the GDP growth and the poverty levels. The profitability of industrial activity goes down with the decline in infrastructure investment. Similarly, low levels of human capital and productivity results from reduced allocations to the social sectors like health and education.
1. HEALTH INDICATORS:

Investments in the health sector are considered to be an integral part of poverty alleviation in a country. It is important not only to bring down the poverty rate but also for productivity enhancement. Health care is indeed a reflection of the social, economic and political structure prevalent in a country.

Pakistan government though have made efforts in terms of increasing the investment in improving the nutritional status of the citizens but still it lags behind in improving the health indicators compared to other developing countries. The infant and maternal mortality rates are indeed high due to basically the non-availability of clean water and hygienic conditions.

· Health Expenditure:

Although the government and policy makers have increased the amount of expenditure in health sector to three fold over the years, as a percentage of GDP it has declined. In the current fiscal year the projection is made at 0.54 percent of the GDP which is lowest compared to the countries’ with the same income level (Pakistan Economic Review, 2009-10). It has been argued that in Pakistan the health care system is an inequitable, curative care system that does not fulfill the requirement of a vast majority of citizens.
	FISCAL YEAR
	TOTAL HEALTH EXPENDITURES (Rs. Billions)
	HEALTH EXPENDITURE AS PERCENTAGE % OF GDP

	1988-89
	--
	1.0

	1989-90
	--
	1.0

	1990-91
	--
	0.9

	1991-92
	--
	0.7

	1992-93
	--
	0.7

	1993-94
	--
	0.7

	1994-95
	--
	0.6

	1995-96
	--
	0.8

	1996-97
	--
	0.8

	1997-98
	--
	0.7

	1998-99
	--
	--

	1999-00
	--
	--

	2000-01
	24.28
	0.7

	2001-02
	25.41
	0.6

	2002-03
	28.81
	0.6

	2003-04
	32.81
	0.6

	2004-05
	38.00
	0.6

	2005-06
	40.00
	0.5

	2006-07
	50.00
	0.6

	2007-08
	60.00
	0.6

	2008-09
	74.00
	0.6

	2009-10
	79.00
	0.5


Source: Pakistan Economic Survey (various issues)

It can be observed from the above figures that the health expenditure as percentage of GDP has declined from 1% of GDP to 0.5% since the period of implementation of the structural adjustment and stabilization programme with in the country. Considering the fact that the annual population growth rate in Pakistan is higher about 2.1% (2009) than in any other country except for Nigeria the health sector investment is dismally low and thus does not fulfill the requirements.

· Life Expectancy and Infant Mortality:

Over the years, the life expectancy of both males and females has increased over the years. At the same time, the infant mortality rate has decreased. Consider the following statistics:

	
	1965
	1970
	1980
	1990
	2000
	2005
	2010

	Life Expectancy at birth (overall in years)
	45.8
	48.1
	52.8
	55.8
	63.9
	65.6
	67.2

	Infant Mortality Rate (per 1000)
	149
	142
	124
	103
	82
	65
	72


Source: Pakistan Economic Survey (various issues)

In the 44 year period between 1965 and 2009, the infant mortality rate fell by almost 56.4% where as the life expectancy increased by 19.4 years over the same period. One of the most effective means of lowering infant mortality is supplying the households with adequate amount of clean water. Even though much improvement in drinking water availability is made in both the rural and urban areas since 1970s, still only half of Pakistan’s population who live in rural areas are provided with what is known as safe drinking water (Zaidi: 2005). At the same time although a number of health care units such as Hospitals, Basic Health Units and Rural health facilities have been established over the years as part of the curative side of the health sector but no improvements have been made in their quality upgrading. These facilities are all in a dismal operating conditions. Despite the fact that almost half of the country’s population lives in the rural areas, most of the health facilities are found in cities. One of the reasons for this urban bias is that the ruling clique and pressure groups in most of the developing countries are residing in the cities and so are fully enjoying the fruits of ‘development’.  Moreover, no considerable efforts have been made in the preventive side of the health sector due to which the sanitation conditions are either nonexistent (especially in the rural areas) or are in poor state of affairs.

It can rightly illustrated here (Zaidi:2005) that since the health care is a reflection of the social, economic and political structure prevalent in a country hence because of the fact that in a developing country like Pakistan the small ruling clique has access to all the resources and power, so the health sector reflects this pattern. The structure shows health for a few and not for all. An equally significant change in the society is required to bring about a major change in the system and structure of health care. A more equitable distribution of wealth and income has to be made to ensure equitable access to health facilities. Moreover, this will help in making considerable efforts towards the preventive health care side which is the first significant step a nation must take in order improve the living standards. However, unless this bias in income distribution is eliminated it wouldn’t be possible to change the prevailing state of affairs. Above all, this will also lead to a considerable involvement of the private sector in the preventive health sector.

The other fact that also remains is that the government spending only 0.5% of GDP on health and decreasing the amount of expenditure in the health sector is not helping at all in improving the current dismal situation of the health sector. The only effort if made is only on increasing the quantity of health-related services. The interest to meet the numerical targets has compromised the quality and type of facility provided. The end result has been unmanned and unsupervised health services.

It should also be illustrated that the privatization of the health sector has not resulted in any significant improvements in the quality of health facilities and standard of living. There motive in providing the health facilities have only related to the profit-making and so they have not complemented with the efforts of the government in improving the health system. Hence, there is a dire need that the private sector should be made aware of its social responsibilities. Measures such as taxation and cross-subsidization should be put in to effect to support those who cannot afford the higher private sector prices.

2. EDUCATION INDICATORS:

It has been widely acknowledged that education is the single most important factors that contribute towards poverty alleviation. It is a vital component towards economic and social development. It plays an overarching and cross-cutting impact on all aspects of human life. In order to enhance human capital it has been strongly emphasized to increase investment in the education sector. It can result to a significant increase in the rate of growth of output and economic development along with social prosperity.
· Literacy Rate:

Consider the following data:

	
	LITERACY RATES IN PAKISTAN 1951 - 2009

	YEAR
	TOTAL
	MALE
	FEMALE

	1951
	13
	17
	9

	1961
	18
	27
	8

	1972
	22
	30
	12

	1981
	26
	35
	16

	1990
	35
	45
	21

	2000
	47
	59
	35

	2009
	57
	69
	45


Source: Pakistan Economic Survey (various issues)

It can be seen from the above data that Pakistan’s literacy rate has been increased over the years. While literacy rate has been increased four times since 1951, there is marked regional distribution along with the quality of education provided. Hence, it is futile to talk about a single literacy rate for the country. There is an excessive regional disparity with the rich classes enjoying all the benefits of educational facilities (Zaidi:2005).

· Net Enrollment Rates:

Consider the following data for Net Primary Enrollment Rates:

	
	NET ENROLLMENT RATES (PRIMARY)

	
	1991
	1997
	2002
	2009

	MALE
	49
	46
	46
	61

	FEMALE
	37
	37
	38
	54


Source: Pakistan Economic Survey (various issues)

The net enrollment rate as depicted by the above table has increased considerably over the years. However, the enrollment rate of females is still lower than that of the males. The low enrollment rates in the 1990s are an indicator of the rising poverty within the country. Poverty rose from 17 percent in 1980s to almost 33 percent by the end of the 1990s (Pakistan Economic Review:2009-10). 

· Education Expenditure:

Consider the following data:

	
	EDUCATION EXPENDITURE

	YEAR
	AS % OF GDP
	AS % OF PUBLIC EXPENDITURE

	1970s
	1.4
	

	1980s
	2.3
	

	1990
	2.6
	7.4

	1995
	2.0
	8.2

	2000
	1.6
	7.9

	2005
	2.2
	

	2009
	2.1
	


Source: Pakistan Economic Survey (various issues)

It should also be illustrated that while the government expenditure in education has been mere 2% of the GDP, there has been a gradual increase in the number of enrollment. This means that the supply has fall short of demand for education facilities. Although the private sector has taken the initiative to fill the gap the quality and standard of the education has been greatly compromised. Class rooms and schools are becoming congested due to which the state has failed to achieve the real goal of the education investment relating to a satisfactory level of human development. 

There hasn’t been made any significant contribution towards improving the state of education within the country. Pakistan’s development policies have largely focused on realizing high economic growth and have only sparingly aimed at the provision of social necessities. There is therefore a dire need to make larger human resource investments so as to achieve social goals. 

3. LIVING STANDARDS: (INCOME INDICATORS)

The macroeconomic stability injected in the economy by the assistance of IMF loan has indeed kindled a moderate recovery in the economy after the economic crises faced in the history. However, the recovery is still less than secure. Though inflation has been controlled to a large extent unemployment rate is believed to increase in the near future.

· Gross Domestic Product: (GDP)

After a mere 1.2% growth in the GDP in FY08-09, the economy grew by 4.1% in FY09-10. Consider the following data:

	
	1950s
	1960s
	1970s
	1987-88 to 1992-93 
	1992-93 to 1997-98 
	1998-99 to 2000-02 
	2002-03 to 2007-08
	2008-09
	2009-10

	GDP 
	3.1
	6.8
	4.8
	5.0 
	4.1 
	3.3 
	6.6
	1.2
	4.1

	Manufacturing 
	--
	9.9
	5.5
	5.0 
	3.5 
	4.5 
	5.4
	-3.7
	5.2

	Agriculture 
	1.6
	5.1
	2.4
	3.7 
	5.6 
	1.6 
	2.3
	4.0
	2.0


Source: (Kemal, Structural Adjustment and Poverty in Pakistan, 2003); and Economic Survey 2009-10

It can be inferred from the above data that GDP growth rates in the 1990’s and end 2000’s have fallen compared to that in 1960’s, 70’s and 80’s. In the past 4-5 years GDP has fallen down drastically especially in the fiscal year 2008-09 due to severe energy crisis and electricity shortages around the country throughout the year as well as due to the rising inflation rates of the imported and domestic commodities. The increase in international oil prices during the first quarter of 2007-08 posed significant challenges to the manufacturing sector along with the excessive load shedding consequently the sector witnessed a negative growth rate of -3.7% in FY08-09. However, the sector recovered and revived in FY09-10 with a growth rate of 5.2%. Nevertheless, it should be noted that compared to growth rates of the sector pre-adjustment periods i.e. 1970’s the growth rate in the post-adjustment periods of 2000’s has declined to 5.2% from that of 9.9% and 5.5% in 1960’s and 1970’s respectively. The Agricultures sector on the other hand showed an opposite trend with its growth rate declining from 4.0% in FY08-09 to 2.0% in FY09-10. However, over the years from that of pre-adjustment period to post-adjustment period, the sector has shown the similar dismal trends as that of manufacturing sector with its growth rate declining from 5.1% and 2.4% in the 1960s and 1970s respectively to 2.4% by the end of 2000s.

The growth of economy is strongly related positively to the rate of investment. While public investment over the years has fallen on account of the conditionality to reduce the fiscal deficit, the private investment on the other hand didn’t showed a considerable improvement due to the political unrest and the deteriorating law and order situation prevalent in the country.

Moreover, the manufacturing sector has recorded dismal growth rate since the implementation of structural adjustment and stabilization programmes. The reduction in import tariffs has not proved to be beneficial for the domestic industry. Although the tariff rates on raw materials and key intermediate inputs decreased but the domestic demand for the national products declined at the same time. This is because the imported products along with being of superior quality were also cheap in price compared to the domestic products. The capacity in the productive units that have been released by a decline in demand has not been compensated by the increase in exports. Moreover, the policies aiming at deflation have resulted in under-utilization of capacity leading to closure of many key industrial units.  The lack of diversification, tariff rationalization, low levels of protection and load shedding resulted in continuation of smuggling activities within the country along with the decrease in investment levels which is the main factor behind the decline in manufacturing output

Based on the purchasing power parity, the GDP per capita over the years is being depicted below:

	YEAR
	GDP (PPP) PER CAPITA (US $)
	PRECENT CHANGE

	1980
	596
	

	1981
	677
	13.5%

	1982
	743
	9.8%

	1983
	802
	7.9%

	1984
	850
	6.1%

	1985
	917
	7.9%

	1986
	963
	5.0%

	1987
	1027
	6.7%

	1988
	1115
	8.5%

	1989
	1184
	6.2%

	1990
	1248
	5.4%

	1991
	1333
	6.8%

	1992
	1430
	7.2%

	1993
	1442
	1.0%

	1994
	1490
	3.3%

	1995
	1558
	4.5%

	1996
	1624
	4.3%

	1997
	1630
	0.4%

	1998
	1652
	1.3%

	1999
	1698
	2.8%

	2000
	1778
	4.7%

	2001
	1814
	2.1%

	2002
	1865
	2.8%

	2003
	1949
	4.5%

	2004
	2083
	6.9%

	2005
	2231
	7.1%

	2006
	2401
	7.6%

	2007
	2562
	6.7%

	2008
	2624
	2.4%

	2009
	2671
	1.8%


Source: Pakistan Economic Survey (Various Issues)

The above data indicates that although the GDP per capita has been rising over the years but the rise in percentage terms is not satisfactory. The change in GDP with the increase in population is though positive but has not resulted in any significant improvement in the people’s living standards. The increase in population is more than the rise in Gross Domestic product. Hence, the resulting effect is a continuous rise in poverty within the country.

Of specific interest in GDP is the balance of payments condition. Removal of non-tariff barriers, tariff rationalization and devaluation of exchange rate has some important implications on both exports and imports. Consider the following trend in balance of payments over the years:

	(Billion $) 

Year
	Exports
	Imports
	Trade Balance
	Remittances
	Current Account Deficit

	1987-88
	4.4
	6.4
	-2.0
	2.0
	-1.7

	1990-91
	6.1
	7.6
	-1.4
	1.8
	-2.2

	1991-92
	6.9
	9.2
	-2.3
	1.5
	-1.3

	1994-95
	8.1
	10.4
	-2.3
	1.9
	-2.5

	1995-96
	8.7
	11.8
	-3.1
	1.5
	-4.6

	1996-97
	8.3
	11.9
	-3.6
	1.4
	-3.8

	1997-98
	8.6
	10.1
	-1.5
	1.5
	1.9

	1999-00
	8.5
	10.3
	-1.8
	1.0
	-1.1

	2000-01
	8.9
	10.2
	-1.3
	1.1
	–0.5

	2001-02
	9.2
	10.7
	–1.5
	2.4
	–1.4

	2006-07
	17.1
	26.6 
	-9.5
	4.4 
	-6.9 

	2007-08
	20.2
	35.0
	-14.8
	5.8 
	-13.9 

	2008-09
	19.1
	31.7
	-12.6
	7.8
	-9.2


Source: Pakistan Economic Survey 2009-10

It can be inferred from the above data that compared to the balance of payments deficit in the 1980s and 1990s; the amount has now risen considerably in the negative direction. It’s an indicative of the deteriorating balance of payments condition of the economy. As mainly an import-based country the devaluation of the currency has not helped in generating significant amount of foreign exchange reserves but has actually reduced the holdings in this specific account. Although the exports have shown a considerable increase over the years but the pace of increase couldn’t match that of imports hence the current deficit continued increased. It reached a peak of US $13.9 billion in the FY07-08 where the foreign exchange reserves declined sharply due to massive import bill. The growth in imports increased substantially owing to unprecedented rise in oil and food prices.  The hike in international oil and commodity prices placed a strong downward force on the foreign exchange reserves. The economy wasn’t able to bear any more price shock hence the IMF loan injection rescued the economy from an already adverse foreign exchange condition. In the 1990s there import bill mainly contained items such as power machinery and transport equipment. The continuous increase in the current account deficit has placed even more debt burden on the economy and hence a further dependence on IMF and World Bank’s assistance.
· Inflation Rate:

On account of a number of adverse developments the inflation rate has intensified over the last one year though in FY08-09 the economy experienced a state of hyperinflation with the inflation rate rising to 33%. Consider the following data:
	Period
	Consumer

Price Index
	Wholesale

Price Index

	1987-88
	6.3
	10.0

	1988-89
	10.4
	9.7

	1990-91
	12.7
	11.7

	1991-92
	10.6
	9.8

	1994-95
	13.0
	16.0

	1996-97
	11.8
	13.0

	1998-99
	5.7
	6.3

	2000-01
	4.4
	6.2

	2005-06
	8.0
	10.1

	2006-07
	7.9
	6.9

	2007-08
	11.3
	14.2

	2008-09
	21.56
	19.82

	2009-10
	11.49
	11.26

	April-10
	13.3
	--


Source: (Kemal, Structural Adjustment and Poverty in Pakistan, 2003); and Pakistan Economic Survey 2009-10

Since wages failed to rise in proportion with the inflation rate, the real wages have declined decreasing the purchasing power of the citizens leading to a rise in poverty. Real wages of both skilled and unskilled have declined. During the period from 1998 to 2007 inflation rate declined due to contractions in the monetary policy showing the success of stabilization policies. However, post this period inflation rate increased due to increase in the international commodity prices and consequently the imported products. In a matter of fact the domestic demand fuelled by consumerism caused the inflation rate to rise steadily in the year 2008-09. According to the Economic Survey 2009-10; a sharp hike in international commodity prices persisting since the beginning of 2009 in the food and energy sector has in an effect placed strong upward pressure on the level of domestic prices. The IMF Commodity Price Index experienced a 49% increase due to a 70% rise in the level on international oil prices on an year-on-year basis from April 2009 to April 2010. (Pakistan Economic Survey 2009-10)
· Unemployment Rates:

Pakistan is currently the 6th most populous country in the world. It has an estimated population of 169.9 million (June 2009). Accordingly it has been predicted that it will become the 4th lost populous country in the world by 2050 based upon the annual population growth rate of 2.05 percent. (Pakistan Economic Survey 2009-10)

Employment is more of a social issue than an economic one since it touches the lives of every person living in a country. Public sector employment has been considered an important factor for antipoverty measures; however, it has been evidenced that the unemployment rate has surged while the real wages have declined.

Consider the following data:

	
	1987-88
	1992-93
	1997-98
	1999-00
	2002-03
	2005-06
	2008-09
	2009-10

	Labor Force
	29.9
	32.4
	38.2
	41.0
	41.83
	50.33
	51.78
	53.72

	Employment
	28.9
	30.9
	35.9
	37.5
	38.37
	47.65
	49.09
	50.79

	Unemployment Rate (%)
	3.3
	4.7
	5.9
	7.8
	8.27
	6.2
	5.2
	5.5


Source: Economic Survey of Pakistan 2009-10

Pakistan is the 10th largest country in the world according to the size of the labor force. The labor force is estimated at 53.72 million with the participation rate of 32.8 % as per the latest Labor Force Survey of 2008-09. Of the total labor force, 50.79 million are employed while 2.93 million persons are unemployed. Hence, the resulting unemployment rate is 5.5 percent.

Compared to historical trend of 3 percent, unemployment levels remained around 5 percent before the period from 1993‐1999. In FY02 a sharp increase of 8.27% was seen. The rate fell during the period from 2003 to 2007. However, reaching a low point of 5.2% in 2008‐09 it rose again to 5.5% in FY09.

At the presently low rate of labor absorption by the market it is estimated that the number of unemployed people will increase in the near future owing to 1.3 million of people entering the job market each year.

Lower employment relates to lesser economic activity and hence a decline in the GDP. Compared to the unemployment rate during 1980s and the beginning of 1990s, it has risen considerably during the last decade. It should also be mentioned that lower levels of employment in the economy translates in to inequitable distribution of income and hence raises the incidence of poverty. Lower literacy rate and poor levels of skills in Pakistan are a reason of rising unemployment with in the country. According to the Economic Survey 2008-09, 46% of the labor force within the country has less than one year of education. There is huge supply of labor compared to only a small amount of labor demand and hence this mismatch causes the wages to decline leading to more and more unemployment. The acceleration of economic growth and use of high technology requires highly trained and skilled labor the demand of which is quite scanty within the economy. Moreover, competitiveness is an important factor in gaining global market share without it survival in the international trade is extremely difficult. Hence, one factor for the decrease in economic growth and deteriorating trade terms of the country is the loss in productive employment opportunities.
· Income Distribution:

National poverty and income distribution are directly related to the state of the economic system which is linked with external and internal economic policies. There has been a rising trend in income inequality and poverty with in the country following the imposition of the policy reforms. The trickle-down effect didn’t materialize at all and the reduction in subsidies along with the rationalization of the tax structure has benefited the richest section of the society only. Consider the following trend in the Gini coefficient over the years:
	Year
	Total
	Rural
	Urban

	1963-64
	0.355
	0.348
	0.368

	1968-69
	0.328
	0.293
	0.370

	1970-71
	0.326
	0.273
	0.359

	1971-72
	0.344
	0.309
	0.381

	1979-80
	0.375
	0.319
	0.380

	1984-85
	0.428
	0.345
	0.379

	1987-88
	0.348
	0.307
	0.366

	1990-91
	0.407
	0.410
	0.390

	1996-97
	0.400
	0.41
	0.380

	1998-99
	0.410
	0.40
	0.330

	2000-01
	0.2752
	0.2367
	0.3227

	2004-05
	0.2976
	0.2519
	0.3388

	2005-06
	0.3018
	0.2462
	0.349


Source: Pakistan Economic Survey (various issues)

It can be inferred from the above data that the gini coefficient following the implementation of Structural Adjustment Programmes increased considerably in the 1980’s and 1990’s. Though the above data shows that the gini coefficient declined in the beginning of 2000’s, but as for the real trend in income distribution consider the following data:
	YEARS
	SHARE OF POOREST 20%
	SHARE OF RICHEST 20%

	1971-1972
	7.79
	44.27

	1979
	7.17
	47.11

	1984-85
	7.1
	45.57

	1985-86
	7.41
	44.16

	1986-87
	7.67
	43.91

	1987-88
	7.66
	44.16

	1990-91
	6.07
	47.53

	1991-92
	6.59
	46.44

	1992-93
	6.57
	45.69

	1993-94
	7.11
	43.51

	1996-97
	6.57
	48.67

	2001-02
	6.66
	48.08

	2004-05
	6.37
	50.02


Source: Pakistan Economic Survey (various issues)

It clearly indicates that the income inequality has worsened with the richest getting all the benefits of increasing wealth. According to a US department report released in 2006, the gini coefficient of Pakistan increased to 0.68. The trend continues unabated despite all claims of poverty reduction. The share of richest 20% of the society has increased to almost 50% following the reform agenda while that of the poorest 20% declined to almost 6%. The devastating factors for income and wealth inequalities in Pakistan are the withdrawal of subsidies and regressive tax system. Initially, before the adjustment programmes a large of government expenditure was utilized for consumer and production subsidies to respectively help the poor and encourage the exports. Elimination of subsidies in the agriculture sectors increased the prices of fertilizers, pesticides etc, though farmers were compensated by the increase in prices but this only benefited the large farmers since small farmers had only a small market surplus. At the same time a number of tax exemptions were provided. The imposition of adjustment policies broadened the tax base and abolished the tax exemptions in order to reduce budget deficit by revenue generation and elimination of subsidies. However, these measures of deregulation and an effort towards the market oriented economy abolished the initial safeguard provided to poor. Resultantly the prices of essential commodities increased where poorest people borne the greatest burden of such rise. Subsidies were essentially withdrawn from 1.7% of the GDP in 1988-89 to 0.5% in 1997-98 (Iqbal & Siddiqui, 1998). At the same time, the burden of indirect taxes on the poor increased. The share of wages in the national income fell and the purchasing power declined. According to a report by Kemal there was a decline of 4.3% in the tax burden of the rich with an increase in the tax burden of 10.3% on the poor following the implementation of reform policies. Moreover, revenue loss resulting from reduction in import tariffs was compensated by raising the sales tax revenue hence widening the tax base. This further increased the burden of tax on the poverty stricken group. It could be rightly said that the tariff rationalization and reduction in import duties of inputs benefited only the producers whereas the extension of the tax base to the production stage resulted in the increase of tax burden on the poor consumers. 
A summary conclusion of the above indicators of living standard gives the following picture of the Pakistan’s economy:

	Decade
	Growth
	Poverty
	Income Distribution (Gini)

	1950s
	Stagnated
	Persisted
	Unknown

	1960s
	Rapid increase
	Increased
	Improved

	1970s
	Slow, stagnated
	Declined
	Worsened

	1980s
	Rapid increase
	Declined
	Rapid deterioration, followed by rapid improvement

	1990s
	Substantial decline
	Increased considerably
	Worsened

	2000s
	Improvement followed by decline
	increased
	Worsened


There is therefore, a need to enhance the investments on the development sector by increasing the proportion of public expenditures. Such increases can improve the quality of life, raises the productivity of human capital, generates significant employment opportunities and hence creates a vicious cycle of intergenerational economic and social mobility that can eradicate poverty.

Chapter # 4:
ANALYSIS

GROWTH AND DEVELOPMENT:

The integral components to growth and development of an economic and social system are the two vital ingredients of human capital i.e. health and education. To ascertain the social development and technological advancement it is therefore necessary to assess the trends in these two basic inputs of production function over the years. The well being of the poor has worsened over the years in the developing world since they are deprived satisfactory health which is the central condition of human capital. Moreover, the productivity levels have declined because the next essential prerequisite education has not shown a sustainable and efficient trend in the developing countries. This can be rightly justified by examining the trends in the health and education levels of a developing country such as Pakistan. On the basis of the above described findings the impact of structural adjustment programmes on the growth and development process in the developing economy like Pakistan can be stated under the following:

1. Deteriorating Health Standards

2. Inefficient Education System

3. Rising Income Inequalities

1. DETERIORATING HEALTH STANDARDS:

The impact of structural adjustment programmes on the growth level of Pakistan economy has generally been recessionary due to the cuts in public expenditure and investment. Moreover, the growth effects did not trickle-down to the poor resulting in rising income and wealth inequalities leading to a rise in poverty levels. The efficiency levels of the developing economies did not improve at all and the unquestionable consequence of such policies has been an increasing dependence on the external foreign assistance. Pakistan’s experience with the structural adjustment programmes does not support the trickle-down theory. Neither the incomes of the poor section of the society increased nor does their health and education improved to any satisfactory level. The expenditure level on the health sector in absolute terms increased over the years but as percentage to GDP it declined. Any growth in GDP levels have been accompanied with a decline in investment in the health sector. Moreover, the focus of the expenditure has been only towards the curative health sector side where as none has been the efforts towards the preventive health sector (Zaidi, 2005). Preventive efforts are the first measures to improve the health condition of the society. Over the years the sanitation levels have worsened in the developing countries such as Pakistan due to the setting up of new industries and increase in imported products from abroad. It can be rightly said that opening up of the domestic boundaries and the inclusion of foreign products due to reduction in import tariffs have spurred consumerism which has deteriorated the sanitation condition. No preventive measures were indeed taken to account for the sharp surge in the quantity of food and other commodities. The only efforts were made on the curative side of the health sector that although did improve the life expectancy and infant mortality rates but failed to account for any decrease in poverty levels and to improve the living standards of the general public. Moreover, the degradation of the environment and excessive pollution caused by the establishment of the industries in different sectors and an increase in the quantity of locomotives has further deteriorated has further added to the problem of pollution and consequently to the health conditions. 

In the light of above discussion it should be concluded that the policies of the Bretton Woods institutions have impeded the developing countries development by undermining their health. The perspective of free market perspective has not considered health as a crucial element of economic growth and human development. The impact of environmental degradation has also been found as a complementary contributor to deteriorating health conditions in Pakistan. The availability of clean water has been most affected in this regard (Zaidi, 2005). The level of clean water has decreased sharply in both the rural and urban areas due to the polluting of water by the new established multinational corporations. 

The privatization of the health sector accelerated but did not account for any improvement in the health conditions as their motive has only been profit-seeking and maximizing their income. 
2. INEFFICIENT EDUCATION SYSTEM:

The imposition of structural adjustment programmes has failed to produce an efficient amount of human capital as an infrastructure to gains in productivity through technology development and advancement. The education expenditure owing to the conditionality of cuts in fiscal deficit has decreased over the years and the private sector though took initiative to account for the loss in education investment but has not lead to any significant improvements in literacy levels or in creation of effective human capital. This has lead to failure in meeting the social goals. As education expenditure remains at a low level of the GDP the increased demand for educational facilities have not been overcome by an increase in the supply of education facilities. These are serious bottlenecks to social and economic development. The focus under the structural adjustment programmes has only been towards increasing the level of physical capital; whereas no significant efforts have been made towards the development of human capital by providing appropriate schooling and on-the-job training. The human resource development being an important component of improving the social harmony and prosperity has been neglected. In this aspect no focus has been made towards increasing the investment on research and development sector which is a vital factor towards the improvement in efficiency levels in this face paced highly advanced era.

The educational attainment system in the developing countries can be well understood or explained by examining the educational supply and demand mechanism or the relationship between employment opportunities and educational demand. 

In this context, it is crucial to state the illustration by (Todaro & Smith, 2003) that unlike the developed countries where the supply of educational facilities is determined by the employment opportunities available in the market, in developing countries this is largely determined by the huge demand for education attainment. Hence, the principle of optimum allocation of resources is somehow non-existent in the developing countries and the state intervenes to cater for the large demand for education. This is because the demand in the developing world is basically a derived demand for education. It is motivated by the factors such as (1) more income through employment in the modern sector (2) less educational costs both direct and indirect. The governments in the developing countries therefore, make considerable efforts to generate educational investments within their financial feasibility or budget limits. On the other hand, it is imperative to mention as that in the developing countries the rate of increase in the employment opportunities is less than the rate at which the labor force enters the market. Consequently, in developing countries such as Pakistan, India and Bangladesh the wage level of a particular job is determined by the level of education attained or the educational qualification rather than on the level of skills required for that particular job. The end result is even more upward movement of the educational demand. The irony behind this is the fact that more unprofitable a given level of education becomes, the greater is the demand for it among the general public as it then becomes the precondition for the next higher level of education (Todaro & Smith; 2003). 

Therefore, the supply and demand are equated not by the price-adjusting market mechanism but internally by the state through provision of more educational facilities which is difficult to justify either socially or financially. In another sense, it is imperative to state that the more and more funds/resources (private as well as social) in the developing countries are misallocated to finance the educational requirements and the potential to create new job opportunities diminish for the lack of financial resources. The point that needs to be understood and emphasized here is the fact that it is the quality of education and not the quantity of education that explains differential earnings and productivity. Moreover, there needs to be more and more creation of employment opportunities in the developing countries to bring the rate of absorption and rate of entrance in the market in equilibrium through following the principle of optimal allocation of resources. The governments need to deepen the investment in the human capital and reform deeply and thoroughly the country’s education system.

Both education and health are vital component of growth and development. The unsatisfactory health conditions within the country have lead to inadequate levels of education. This means that the basic inputs to production function i.e. health and education has been showing adverse trends so far. Increases in productivity cannot be achieved unless successful education and satisfactory health condition is sustained. At the same time the distribution of health and education facilities in the developing countries is as important as the distribution of income. It can be rightly concluded that most of the quality oriented health and education facilities is only available with the rich class due to their larger incomes and earning power. Hence, any development in the two sectors has only benefited the upper class while the poor people still experience the same hardship as before the implementation of programmes. It may be inferred that the literacy rate and life expectancy improved only for the better off people while these are lower for the poor people. Moreover, compared to the human capital situation of the developed countries it is far low in the developing countries. Unless and until the effects of health spending are not spilled over to increasing the effectiveness of educational system in developing countries, the benefits of increased growth and development cannot be achieved. The poverty itself is the root cause of poor health and sanitary conditions in the developing countries. It is therefore obligatory that the investments in human capital have to be taken with both equity and efficiency to successfully realize their potential impact on incomes. Greater health capital can therefore increase the return on investment in the education and vice versa. Improvements in the productive efficiency from educational investments raise the return on health related investments.
3. RISING INCOME INEQUALITIES:

Following the implementation of the structural adjustment programmes their resulted a net negative effect on the social prosperity of the poor people. Elimination of subsidies and the removal of price controls caused a drastic surge in the prices of food and daily commodities. Since the poor have low purchasing power due to low levels of income they were hit badly by such biased policy regimes. The overarching effect is the increased concentration and inequality of the national income. Moreover, the devaluation of the local currency adversely affected the middle and low income class. The principle source of income i.e. wages for the poor decreased drastically as part of the policies. This happened because the share of labor in income derived from value added in manufacturing decreased sharply. Hence, widening and deepening of various social inequalities has been observed as an unrequited result of the structural adjustment programmes. The living standards of the poor deteriorated because of the deterioration in the purchasing power of their wages owing to the currency devaluation and the rise in interest rates. Moreover, the broadening up of the tax base and the elimination of tax exemptions again affected the poor even more brutally. It abolished the initial safeguard provided to the poor. The net resultant of the elimination of subsidies and the abolition of tax exemptions have been the increase in prices of essential commodities and consequently a general surge in inflation within the economy. It can be rightly concluded that the shift towards a more market oriented economy increased the levels of poverty within a developing economy that followed the regime of structural adjustment programmes. The reduction in subsidies in the agriculture sector which is the vital sector of economic growth in the developing countries and the sector, on which the majority of the poor population is dependent, resulted in the declining of income derived from the sector. As (Kemal, Structural Adjustment and Poverty in Pakistan, 2003); illustrates that it was mostly the small farmers and laborers in the sector who were most affected by the elimination in subsidies since the increase in prices only benefited the large farmers. The increase in prices of the agriculture raw material and other infrastructure decreased the earning and consumption power of the small poverty stricken farmers. Moreover, the modern manufacturing sector did not have the capacity to absorb the labor freed from the traditional agriculture sector in the developing countries.

The emphasis on shifting from an import-oriented economic system to domestic production and consumption did not occur in its true sense. It has been observed that the comparative advantage of the developing economies that was initially predicted to play its part in the international trade did not materialize at all.

The evidence of income and wealth inequalities can also be ascertained from examining the health and education sectors of the developing countries. On this account it must be stated here that the curative side of the health sector being expensive is only available to the affluent section of the society in developing countries where as the cheap preventive side to which the poorer section is more close are mostly ignored or overlooked. Hence, it can be rightly concluded that the conditions in health sector are the cause as well as effect of the income and wealth inequalities in the developing world. Moreover, the government owing to the free market ideology has failed to place in any significant checks and balances on the operations of the private sector. The state intervention in the private sector is therefore a necessary condition to ensure that the increases and improvements in the health care facilities reach to those who need the most of it. The average health levels within the country has caused even greater levels of inequality in the distribution of the health related resources and facilities. This is the reason behind poor being significantly less healthy than the more affluent. There is therefore a dire need of the government to play a vital role in the health conditions of its citizens as the factor is crucial for poverty alleviation.

In the education sector, over time in response to having more income the elites in the developing society tends to be the only class attaining that higher education level and thus secures the job positions available in the market excluding the middle or low income class. This leads to even more and more poverty and a vicious cycle of downwards movement in the social class starts. Such sort of educational system lead to more and more income inequalities since its distribution is tilted more towards the affluent section. The private cost of the education is more for the poor than for the rich ones due to the effects of opportunity cost. Hence, due to lower incomes the rate of return on educational investment for the poor is less than that for the elites (Todaro & Smith, 2003). Thus, the in-egalitarian educational system perpetuates concentration of income within the higher income class since the income accrues primarily for this specific class.

ECONOMIC DEPENDENCE:

It can be duly contended that the structural adjustment programmes can be viewed as manifesting a double standard. Examining the balance of payments position of these policies can be stated as a mechanism to maintain the dependency of the third World nations on the rich industrialized states. As these programmes are designed and imposed by the international financial institutions whose control lies with the rich nations they have been used to manipulate the economies of developing countries for preserving the global economic/market system of the rich industrialized nations. The following factors can help explain the increased dependency of the developing countries on the external financial assistance:
1. PRICE WAR:

There are numerous factors that add to the misery of developing countries on account of the implementation of the structural adjustment programmes and to keep them dependent on the financial assistance from the developed nations. The most prominent of theses is the phenomenon of free trade and tariff rationalization whose impact can be well understood by looking at the balance of payments condition of a developing country such as Pakistan. A central condition for the developing country to help pay off its debt has been the export of essential commodities. The idea is that export of the commodities will help generate revenue with which the debt burden can be reduced. (Shah, 2007)in an article states that dozens of developing countries therefore start concentrating on the export sector and compete with each other in the international market. As a result the situation starts resembling like a huge scale price war. Such commodities then again become cheaper favoring the consumers in the west. Hence, overtime, the revenue from exports starts decreasing as the industries in the developing countries that are involved in the export sector of the economy are often economically weak and socially unstable to weather the phenomenon of declining prices of their commodities in the global market place and make themselves competitive. In such circumstances, over the period of time the value of exports starts decreasing which deteriorates the external account balance as well as leads to the further devaluation of the domestic currency. Ultimately, the developing economy is again dependent upon the external loan assistance to pay off its import bill.

2. PEGGING OF CURRENCY:

These countries are then asked to peg their currency with the dollar which is often unrealistic and costly due to the increase in interest rates (Shah, 2007). These measures further ensure that the developing countries remain poor or get even poorer since the donors keep the exchange rate in their favor.

3. DEINDUSTRIALIZATION:

The phenomenon of encouraging competition in the free market/free trade regime as a way to make developing countries’ product more competitive is again of a negative consequence. It can be rightly stated that the assumption of devaluating the domestic currency and reducing import tariffs immediately have not given the domestic industries in the developing countries adequate time to become competitive with respect to the foreign industries. Resultantly, deindustrialization in many developing countries has been the outcome of such unrealistic measures (Zaidi, 2005). The reason is that the industries in developing countries often lack the technological and managerial abilities to compete with the foreign industries whose products are cheap and comparatively of higher quality and thus appeals largely to the consumers in the developing world. Hence, trade liberalization has not made the domestic industries stronger but it has closes them down. This in turn translated into high rate of unemployment, declining export revenue and rising import bills and hence increasing debt levels for the developing nations and increasing their already alarming levels of poverty. This form of trade instead of being a free trade is more a one-way, unequal free trade.

4. SMALL MULTIPLIER EFFECT:

The phenomenon of economic dependency can also be ascertained through the multiplier effect. As the developing countries through opening up of their domestic economy as prescribed by the regime of trade liberalization spends more of its money on the purchase of products imported from abroad/industrialized nations the circulation of its money is more in the exporting country (Shah, 2007). Hence, this leads towards the reduction in Gross Domestic Product (GDP) as previously the circulation of this money was largely within the domestic boarders which gave rise to larger multiplier effect compared to the current situation. This imbalance in trade again expands the gap between the rich and the poor.

5. UNEQUAL EXCHANGE:

Further, the free trade in its form being carried out today is more like a phenomenon of unequal exchange (Shah, 2007). Unequal exchange in the sense because it decreases the purchasing power of the developing countries’ export earnings and consequently leads towards more dependence on foreign trade. Developing countries usually exports raw materials and unfinished products which are cheaper and needs to be further processed into value-added finished/refined products where as developed countries exports value added finished commodities which are high priced. They often import the materials required for the processing from the developing countries. Hence, a developing country loses out when it gets less from the export of unfinished/raw materials while the developed country gets more from the export of finished products than it initially pays for the purchase of the required raw materials from the developing country. This in an effect leads to the chronic deficits in the developing economies’ current account balance. The phenomenon can therefore be recognized as a means of exploitation rather than of enhancement/improvement. 

Majority of developing countries earn their foreign exchange earnings through the export of primary commodities which carries with it high degree of risk and uncertainty since the prices of such commodities keep on falling. Moreover, to fuel their industrial expansion and meet the demands their consumers their high priced imports such as machinery and capital goods, as is the case with Pakistan, keeps on rising (Kemal, Structural Adjustment and Poverty in Pakistan, 2003). This leads to a rapid depletion in the international reserves due to high import bills and reduced export receipts. Due to such unequal real world of international commerce developing countries have found themselves to be more dependent on the rich nations than ever before.

6. LOW INCOME AND PRICE ELASTICITIES:

The income and price elasticity of demand of the commodities exported by the developing countries can also explain the instability in their export earnings and consequently a dependency on the foreign assistance. The income elasticity of demand for the primary commodities being low implies that any increases in the incomes of the rich nations have resulted into decline in their demand for the exports from the developing nations. Similarly, any fluctuation in the demand and supply of the commodities from developing nations has resulted into large volatile fluctuations in their price owing to the low price elasticity of their low value added products (Todaro & Smith, 2003). The net result has been a long term transfer of funds or income from the poor developing nations towards the rich developed nations. Such transfer of wealth has increased their economic dependence on the wealthier nations.

The factors mentioned above have resulted into a built-up of unsustainable level of debt. This is in sharp contrast to the initial objective behind the implementation of structural adjustment programmes where the trade liberalization was implied as one of the mechanism through which the developing countries would be able to pay off their loan and reduce their debt burden.
THE NEGATIVE CONSEQUENCES OF NEOLIBERAL IDEOLOGY:

The structural adjustment programmes have failed to trigger the inflow of capital despite the World Bank and IMF claim of economic prosperity. Many question the unrealistic assumptions on which the policy regime is based. The neoliberal ideology of development has been criticized for its ineffectiveness of generating growth and development and its unquestionable result for more dependency on the rich developed nations of the world. It can be rightly stated that this model of growth have led towards more distribution and concentration of wealth in the North where the wealth and capital is increasingly flowing from the developing nations towards the developed nations. It is largely due to the unrealistic and impractical assumption that market knows best and that the market signals are best and sufficient to the road towards efficiency. It can be concluded that increasing income by reducing expenditure on health and education i.e. human capital has led to chronic failures and sharp rise on poverty in the developing and underdeveloped nations.

Debt has been used as an efficient tool by the IMF and World Bank to ensure that their neo-liberal policies continue to be implemented and lead to a flow of scarce funds and capital from their weak economies to the rich developed nations who at the first place created these institutions and are managing their operations. It can be stated that many developing nations are in debt and poverty partly due to the policies of these institutions. It therefore needs to be understood that investing in healthy, well-fed and literate population is the only choice a country can make to reduce poverty and eliminate dependency to increase pace towards economic growth and development.
1. FLOW OF CAPITAL FROM DEVELOPING TO DEVELOPED NATIONS:

A central condition of the ideology is opening up of the domestic border and encouraging a market for international trade. This specific phenomenon promotes globalization under the notion of trade liberalization. The problem with it is that most developing countries export and sell abroad low value added and thus cheap products particularly raw material and buy or import high value added and thus expensive technology products. There is therefore a smaller multiplier effect created within the developing economy as the bulk of the money is invested in the exporting country. The ultimate result is the same as depicted previously where the capital flows from the developing to developed economies. The neoclassical factor endowment theory which perpetuates the doctrine of comparative advantage is therefore not materializing into substantial gains for the developing nations as argued since their labor-intensive products are generating insufficient monetary capital on which to base economic development. Furthermore, this emphasizes on the fact that any initial state of unequal trade or growth between rich and the poor nations will be reinforced and exacerbated by the very trade that the resource endowments were supposed to justify and hence they are in a state of constant change. Hence, the tariff rationalization and elimination of protectionists’ measures have not benefited the domestic economies of developing world but have made them weak on account of the rising current account deficits and the consequently sharp depletion of their international monetary reserves. In the other sense, the underlying assumption of increasing competition amongst the manufacturing units in the developing countries through liberalization did not materialize at all. The industries having a fragile base closed down due to more quality and cheap products from abroad that increasingly gained strength in the market. This implies the need for the wealthy to sell the tools of production to the poor to avoid the monopolization of the methods to produce and the exploitation of the small resources of the poor nation.
2. ECONOMIC DEPENDENCE ON EXOGENOUS FACTORS:

Financial openness or economic liberalization in the essence promotes the doctrine of globalization. The countries are incorporated into the world economy. However, it should be mentioned that in a closed economy the economic policies effect only within the domestic boundaries since the unit of analysis in such a case is one’s own economy but the opening up of financial boundaries exerts the pressure of economic policies of one economy on the other (Zaidi, 2005). Events taking place at one part of the world can quickly creep to the other part effecting the latter with even dire consequences. The countries in a sense have become dependent on the factors to which they are not related or have an influence on. The global financial crisis and the melt down of the East Asian Crisis can partly be explained by this phenomenon of financial integration and openness. The fact lies that the overly aggressive deregulation of the emerging economies make them vulnerable to exogenous shocks.

3. INTERNATIONAL SUBSTITUTABILITY OF ASSETS:

The neoliberal ideology promotes and is vested on the premise of the international substitutability of assets. A large and resource rich country has control not only over its own financial assets but can also affect the financial targets and systems of the other countries. Hence, a resource poor country such as the underdeveloped nations  have only a little influence or control over its own financial position such as the interest rates and the money supply due to the financial openness and merger of the global economies. Consequently, in a floating or free exchange rate system weaker countries are more subject to the ill effects of the international capital flows sound due to the investor biases and preferences despite of the fact that domestic policies are sound (Zaidi, 2005).

4. LOSS OF AUTONOMY IN ECONOMIC PLANNING:

The internationalization of capital promoted by the structural adjustment programmes have resulted in the loss of autonomy in economic planning. Attempts to liberalize have thus resulted in the domestic planning to be quite powerless. Events happening in one part of the globe can result in the tremendous flight of capital from the other such as a rise of interest rates in the west can lead to a large outflow of capital form a developing country. In an effect it has created havoc in the smaller more exposed economies.

5. INCREASED DEPENDECNY ON TRADE:

It should be made clear in the light of international trade that countries differ in their resource endowments, their scale economies and their capacities for growth and development. Thus based on such criteria developing countries does not have the human or material resources on which to base a sustained and self-sufficient strategy of economic and social development. The exports of developing countries are much less diversified than those of the developed nations and thus do not have the required potential to sustain continued existence in the international commerce. In an effect, the developing nations are becoming more and more dependent on trade to generate revenue than they were ever before the implementation of such policies.

6. NON-EXISTENCE OF CRUCIAL PRE-CONDITIONS:

The neoliberal ideology which is the guiding philosophy behind the Bretton Woods policy conditionalities more exists in theory than in practice. The ideology itself is not a false paradigm but the conditions required to implement it properly is non-existent in the developing countries. The ideology uses price mechanisms to allocate resources effectively and efficiently. Under ideal conditions of full employment and perfect competition this might be the case but such conditions are not available at all in the developing nations. An excellent example is the education sector where there is high labor force in comparison with the small amount of employment opportunities present in the market. Hence, the education supply and demand is more catered by the government instead of being optimally determined by the market itself.

7. INFLEXIBLE ECONOMIC STRUCTURES:

The economic structures of most developing nations are inflexible and therefore unable to adjust to the changing situations in the world prices and markets. This is due to the fact of dependency on a few primary products for export where all the investments are diverged towards the maintenance of infrastructure and economic facilities that help the flow of such inefficient primary commodities (Todaro & Smith, 2003). Hence, they cannot be easily transferred to the manufacturing sector. It may take many years for a developing nation to transform from the export-orientation of primary commodities to the diversified export of technology-oriented products. Such rigidities coupled with the lack of managerial and skilled labor hampers the smooth and frictionless adoption of the neo-classical model of development promoted by the Structural Adjustment Programmes. Hence, the internal processes of adjustment and resource relocation necessary to capitalize on changing world economic conditions are much more difficult for the less diversified developing countries to realize than for their rich counter parts.
8. UNDERPRICING OF NATIONAL FIRMS:

In another way, the large firms that gained entry into the domestic market of developing nations through reduction of barriers to import exert even greater competitive pressures on the price structures. The larger multinational firms increasingly under-price smaller national firms and thus gains monopolistic control over the market (Todaro & Smith, 2003). This spurs the process of consumerism as was the case with the Pakistan in the 2008 financial crisis where the increased amount of imports over the years wiped off the domestic textile, electronics and other industries leading towards a huge built-up of import bill with low export revenue and thus a sharp depletion in its foreign exchange reserves. The ultimate result is an increase in unemployment due to reduced profits for the domestic firms and thus a consequent rise in poverty. 

9. RISE IN THE GENERAL PRICE LEVEL:

The reduction in subsidies and increase in the tax base has further accentuated the problem of poverty where those in the lowest income bracket are affected the most. The reduction in subsidies in the agriculture sector has affected small farmers negatively since the consequent rise in prices did not account for any significant rise in their revenue/profits. The rise in prices of the raw materials and other commodities used in the agriculture nullified the effect of any increase in the prices of agriculture output. Rationalization of the tax structure along with the reduction is subsidies induced a stream of inflation within the country affecting badly the poor people. The imposition of value added tax in the manufacturing sector was increasingly passed on to the end consumers by the rise in the prices of the commodities. Hence, the attempts to foster domestic resource mobilization hence affected mostly the poor with null or negligible effect on the rich.

10. DECREASE IN THE NATIONAL INCOME:

Privatization of the state owned enterprises a central condition the Structural Adjustment Programmes is even a greater exploitative tool used by the rich nations. Control over the domestic industries and sector by the multinational firms not only reduces influence over the industry but leads to the reduction in the gains in profit accruing to the nationals. Significantly, the repatriation of profits in this effect causes the resources to be manipulated and used for the vested interest of the multinational firm. The production factors such as land, labor and capital in the enclave economies in developing countries are through liberalization mostly owned by the foreigners and they operate as extractionalists who use the resources and repatriate the profits back to their home country. (Todaro & Smith, 2003) illustrates that the net effect is that the national income measured in terms of GDP is much lower than the net national income measured in terms of GNP in the developing countries since most of the generated wealth through export has been transferred abroad. Trade therefore, seems to be happening between rich nations and other people of the rich nations instead of being between rich and poor. A large portion of the benefits are reaped by the foreign enterprises in the developing nations. In Pakistan, the privatization of formerly government owned enterprises such as OGDCL and PSO has not resulted in any increase in the revenue raising ability of the government.

11. REDUCTION IN WAGES AND WORKER LAYOFF:

As a result of privatization not only the consumers suffered by the increase in prices but also the workers. There has been a gradual rise in unemployment following the privatization myth. Unproductive workers were laid off and the wages of the remaining workers were decreased to trim the cost that can ultimately raise the profit levels (Stiglitz, 2001). The government due to the conditionality of reducing the fiscal deficits and increasing the interest rates didn’t play any significant role in curbing the problem of increased unemployment within the country by generating employment opportunities. The private sector can thus be visualized as the force that exploited and took maximum benefit in the wake of such conditionalities.

SHIFT TOWARDS ENDOGENOUS GROWTH:

In the wake of the above discussion on the weaknesses and the exploitative nature of the neoliberal ideology it should be concluded by asking the question if development has really been the objective of the Bretton Woods institution. The attempts to raise the income level that can ultimately generate increases in human capital have to be questioned since the effects clearly illustrate that the phenomenon did not materialize at all.

Therefore, a recommendation towards the endogenous growth theory as a philosophy towards the design of Structural Adjustment Programmes can be made. Here the emphasis is to focus efforts towards the investment in the human capital accentuation particularly in the health and education sector that can consequently raise the income level of the population and move them out of the hands of poverty.

This endogenous emphasis can be based on the analogy that most of the rich nations of the world today have prospered in the past in terms of economic growth and development by promoting protectionism and keeping their boarders closed for foreign intervention (Zaidi, 2005). This validates the proposition that some form of protection allows capital to remain within the domestic boarders and thus enhances the economy through the multiplier effect.

The emphasis here is on the inward-looking orientation towards growth. A protectionist design of the developing economy should be made to insulate it from the exogenous effects in the world market in order to give the domestic industries an opportunity to advance to the stage where they could be competitive. These measures will require the foreign investors to employ native workers in skilled positions and to purchase inputs from domestic producers as a way to ensure technology transfer.

The endogenous growth theory offers a way for the developing countries to increase the pace of growth and development without being dependent on the international trade and thus experience its negative consequences. The theory focuses on education and on-the-job training as a means to economic growth and ultimately asserts the point that quality education cannot be attained without a proper health condition. So, healthy conditions are conducive to education that causes increased growth.

The theory is an effect is an alternative to globalization and international substitutability of assets. It undermines the effect of false notion of the comparative advantage and offers a way to enhance growth without the export sector being exploited by the capitalists from the developed nations.

Furthermore, the problem of dependencia and internal inequalities can be eliminated by following an inward-oriented growth path. The theory therefore reflects on the fact that the countries can in an effect operate within the process of globalization through focusing their operations towards the complementary activities such as education and health. It further reinstates that retraining and other administrative frameworks can support them in rekindling growth and efficiency through the system of rent collection from foreign corporations within their political domains and economic boundaries.

The theory asserts that the government should focus on the creation and maintenance of knowledge by investing in complementary human capital i.e. health and education. Specifically, the theory asserts investment in the research and development area that can considerably increase the pace of adjustment of a developing country in this fast altering highly technology oriented global market. In its effect, the development cost must be high but after it has been paid the knowledge can be reproduced at a very little cost since that knowledge will have a positive effect on the production possibilities of other firms.

A central condition in such a growth orientation is that it will result in more focus towards the preventive health care facilities than towards its curative side since an educated society will itself invest in the preventive measures, a factor which is largely non-existent in the developing world due to illiteracy and poverty. This is one of the pre-condition to the adoption of such an inbound growth theory where labor is measured in terms of skills available from a healthy body.

The theory itself encourages investment in new research that can only be generated by accumulating a stock of potential human capital as opposed to the investment in physical capital accumulation which the current neoclassical theory proposes. There is therefore a need to subsidize the factors necessary to foster build-up of human capital. Hence, subsidies need to be introduced in the health and education sector of a developing economy. The irony is made that the economy which has the larger stock of human capital will grow faster as is the case with the rich industrialized nations that have integrated their economies with the rest of the world. 

The theory to some extent encourages monopoly power within the economy in order to foster more research and an even more consistency in the efforts to generate new advances. Hence, protection through closing of domestic economic boundaries and copy right acts such as patenting is vital condition for the theory to show benefits in its true sense. The theory also asserts that a developing country needs to limit imports of foreign products because the goods produced locally will allow them to keep money from their country within their economy. Thus, the theory proposes imposition of tariff restrictions and quotas or by selectively weakening the intellectual property rights so that domestic rights are preserved by undermining the foreign rights. However, this reduces the incentive to innovate if the barriers are kept too high and the new inventions can’t cross the national lines.

Hence, the endogenous growth is all about finding economic growth and development through finding a right balance between three factors i.e. copying and innovation, trade liberalization and imposition of tariffs, incentives to Research and Development and barriers to trade in order to discourage external goods. 

In this effect, the need is to promote innovation-mediated production by promoting decentralized decision making in a system of mass production and makes learning important by using the skills and knowledge all the employees. This type of development is good for developing countries because it does not account for large technology investments. If a firm has minimal amount of capital to invest in R&D then in the theory’s vague the workers constitute the important source of innovation and improvement. Hence, this requires the development of necessary human and physical infrastructures which are essentially the key aspects of the theory. This stresses the fact the every nation has resources and assets that can be unleashed fully for innovation if the human resources are managed and cultivated properly.
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CONCLUSION AND RECOMMENDATIONS

On the basis of the above discussion it can concluded that the IMF and World Bank’s Structural Adjustment Programmes:

· Have resulted in an increase in poverty levels on account of the deteriorating health standards and inefficient education system. The financial austerity resulted in the reduction in government expenditure in the health and education sectors. This seriously affected those living in the lower income brackets.

· Have increased income and wealth inequality in the developing nations on vague of the implementation of the policy regimes due to elimination of the subsidies and the increase in the tax base through tariff rationalization.

· Have by the provision of free or open market resulted in the rise in prices of the essential commodities creating inflation within the economy. Furthermore, the devaluation of the domestic currency again increased the prices of imported products which decreased the purchasing power of the labor wages.

· Increased unemployment rates due to the opening up of domestic boundaries through tariff reduction. The resulting increase in the imported products and the establishment of foreign enterprises caused closure of the inefficient domestic units that spurred unemployment within the developing economies.

· Lead to a disproportionate rise in the miseries of the poor people through deep reductions in social safety nets. Broadening of tax base, privatization of state firms, huge labor layoffs and decreases in social privileges have led to deepening of poverty levels.

· Undermined the sovereignty and autonomy of state by limiting its role for socio-economic intervention through measures such as deregulation, privatization and liberalization.

· Supported the neoliberal ideology which promotes globalization. This has resulted into the international substitutability of assets. Thus, changes in the financial conditions of one economy are automatically transferred to the other which can result in to crisis such as the flight of capital.

· Resulted in the continued dependence of the poor nations to the rich nations because of the deterioration in their balance of payments conditions and the resultant transfer of wealth and capital from the developing to the developed nations due to the promotion of international trade.

· Translated into less economic gains for the developing nations as their economic structures are weak and inflexible; therefore made their economy even weaker.

· Resulted in the more pronounced effect of sudden and rapid deindustrialization in the developing economies resulting into unemployment and the consequent loss in export revenue.

· Decrease in the national income measured in terms of GDP than the net external national income due to the extractionalists’ nature of the multinational firms operating in the developing nations and taking the benefit cheap factors of production in these small economies.

Some specific alternatives for these reforms include the following:

· Promoting diversification in the products that developing countries export so as to nullify the effect of small multiplier effect created by losing the money on the purchase of imported value added products.

· Reducing the dependence on the trade by providing some form of protection to the infant industries of the developing countries. Else only regional trade should be promoted till the time the developing economy is strong enough to deal with the challenges that international trade brings with it.

· A focus towards non-price structural reforms such as agricultural and land reforms to institute accountable practices and enforce democratic practices. 

· Reducing the developing countries’ dependency by barricading the flow of capital from the South to the North through regulating the capital markets and addressing the unfair trading practices.

· The specific conditions of an economy should be taken into consideration and addressed fully in the design of the policies instead of applying a standard general formula on all the developing nations since it is unable to account for and adjust with the prevailing economic and financial situations.
· The emphasis on ‘getting prices right’ and on letting the market determine resource allocation, may not be feasible in countries where the market is small, does not exist, or is distorted by numerous imperfections such as in the education sector of the developing countries. Hence, it is important to take into account institutional characteristics specific to a country.

· A focus or shift towards the endogenous growth model should be made in order to eliminate poverty by increasing investment on the human capital i.e. health and education which is a vital towards the enhancement of the national income.

· Emphasis should be placed on revenue generation through consumption and the imposition of taxes on wealth and income in order to avoid excessive cuts in development expenditure. This will in turn help in achieving fiscal balances.
· More efforts and investment of capital should be made on the research and development sector so as to enable the developing economies to adjust fully well with the changes taking place in terms of technological advancements around the globe.

· A transfer of technology or tools for production from the developed to the developing nations should be promoted and enhanced so as to lead towards a more efficient and just system of economic development and distribution of wealth.
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APPENDIX (A):
	S.NO
	IMF PROGRAMME
	TO RUN FOR (COVERAGE)
	TOTAL AMOUNT US$ MILLION
	COMPLETED/

DELAYED/

SUSPENDED

	
	
	
	Sanctioned
	Drawn
	

	1.
	Extended Fund Facility (EFF)
	1980-1981
	1268
	349
	---

	2.
	Extended Fund Facility (EFF)
	1981-1983
	919
	730
	---

	3.
	Structural Adjustment Facility (SAF)
	1988-1991 (3years)
	516
	516
	Completed after delay of one year

	4.
	Stand-By Arrangement (SBA)
	1988-1991 (3years)
	259
	259
	Completed after delay of one year

	5.
	Contingency & Compensatory Financing Facility (CCFF)
	1991-1992

(one time)
	171.6
	171.6
	One time facility in one tranche

	6.
	Emergency Assistance
	1992-1993

(one time)
	262
	262
	One time drawn in one tranche

	7.
	Stand-By Arrangement (SBA)
	1993-1994

(1-1.5 years)
	377
	125.5
	Suspended in 1993

	8.
	Enhanced Structural Adjustment Facility (ESAF)
	1993-1996

(3 years)
	849
	290
	Suspended after about a year plus

	9.
	Extended Fund Facility (EFF)
	1993-1996

(3 years)
	531
	177
	Suspended after about a year plus

	10.
	Stand-By Arrangement (SBA)
	1995-1997

(1-1.5 years)
	600
	277
	1. Programme suspended in March 1996.



	11.
	Enhanced Structural Adjustment Facility (ESAF)
	1997-2000

(3 years)
	216
	150
	2. Programme reactivated in Dec 1996.

3. Again suspended in 1997

	12.
	Extended Fund Facility (EFF)
	1997-2000

(3 years)
	935
	310
	Suspended in Oct 1997

	13.
	Enhanced Structural Adjustment Facility (ESAF)
	1998-2001

(3 years)
	623
	77
	Suspended in Oct 1997

	14.
	Extended Fund Facility (EFF)
	1998-2001

(3 years)
	637
	53
	Suspended after nuclear test in May 1998 & reactivated in January 1999. Again suspended in Sep 1999.

	15.
	Contingency & Compensatory Financing Facility (CCFF)
	January 1999

(one time)
	557
	77.6
	Suspended after nuclear test in May 1998 & reactivated in January 1999. Again suspended in Sep 1999.

	16.
	Stand-By Arrangement (SBA)
	November 2000- September 2001

(10 months)
	495
	495
	Completed in one tranche drawn.

First full programme to be completed

	17.
	Poverty Reduction Growth Facility (PRGF)
	December 2001-December 2004

(3 years)
	1300
	
	Fulfilled and completed prior to termination date

	18.
	Stand-By Arrangement (SBA)
	November 2008
	760
	
	


Source: Issues in Pakistan’s Economy (Zaidi; 2005)
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