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BROADLY speaking, Pakistan’s economic policies in the 1960s and since 1977 have been fairly consistent, although their execution has left much to be desired. 

So, considering that the thrust of economic policy has been fairly constant (except for nationalisation in the 1970s) the variations in economic output need to be explained. 

The dominant narrative of Pakistan’s tumultuous and uneasy political journey since independence has comprised the precarious nature of civil-military relations that have caused severe damage to democracy in the country. This is true. However, what needs to be added to this narrative is the enormous cost to the economy in view of the frequent changes in the political order and transitions from one government to the other. 

These changes have proved to be painful and the political instability associated with them has derailed the economy too many times. From an economic viewpoint, there have been several turbulent periods in Pakistan’s history. 

In 1951, the country’s first prime minister, Liaquat Ali Khan, was assassinated. The year 1958 saw the first military coup. In 1971 East Pakistan was lost. In 1977 the Pakistan National Alliance held agitations against Zulfikar Ali Bhutto who was replaced by Gen Ziaul Haq. In 1988, Benazir Bhutto took over as the democratically elected prime minister of Pakistan. 

There were positive expectations at the emergence of democracy in 1988 and the economy did not suffer so much. But in 1992-93 there was a tussle between the prime minister and the president; eventually both lost their jobs. In 1996-97 then President Farooq Leghari dissolved the assembly headed by his own party leader while 2000-01 marked the full year of transition from Nawaz Sharif’s rule to the military regime headed by Gen Pervez Musharraf. In 2008, when the general handed over power to a democratically elected government, we once again witnessed a big dip in Pakistan’s economic fortunes. 

The pattern shows that political instability and frequent changes in political regimes extract an enormous price from the economy. Although the economy has become so resilient that the impact of these shocks and other unanticipated external shocks last no more than a couple of years, the loss to the country’s economic potential is tremendous. 

Had the years of sharp economic fall been quite normal, per capita income growth would have been 3.5 per cent annually instead of 2.5 per cent, lifting more people out of poverty and creating a much larger middle class. Although the rates of high growth observed in the 1960s, 1980s and in the Musharraf era may be attributed to the existence of military governments in the country, this is, in fact, a spurious correlation. The shocks suffered by the economy due to sudden reversals, abrupt disruptions and dislocations in the immediate aftermath of the military regimes in 1971-72, 1988-89 and 2008-09 have hardly been commented on. 

These dislocations have in fact lowered potential growth in subsequent periods. Superficially the growth rates moved up in the short-term during military rule but the long-term effects of these interventions on equitable and sustainable growth have been pernicious. 

What is the link between political stability and economic growth? Political stability promotes transparency, the rule of law and predictability and continuity of economic policies. It thus creates confidence among investors that they can do business and earn a decent return. Efficiency in the allocation of resources and higher capital investment under a stable political environment increases the rate of economic growth. 

When the political situation becomes unstable, investors adopt a wait-and-see attitude. Incoming governments suspend or cancel public investment projects initiated by their predecessors, whose costs have already been incurred but whose benefits have not been passed on to the population as originally planned. New projects and investments under new identities are begun, but they also meet the same fate when the government changes. So the cycle continues. 

The resulting cost-benefit ratios therefore become negative or marginal leading to poor returns on public investment, inefficient allocation of resources by the private sector due to shortages of public goods, and the lowering of economic growth rates. Structural reforms that take quite some time to show results are suddenly swept aside by new governments, depriving the people of the good that these reforms would have eventually brought. 

Civil servants serving the previous government are unceremoniously shunted out, sending out a negative signal that loyalty and obsequiousness rather than merit and competence are traits that will be preferred. So the last bastion of resistance against wrong policies and ill-conceived programmes is also neutralised. Economic expansion therefore comes to a halt, giving rise to unemployment and poverty. In case the government pursues expansionary fiscal and monetary policies to stimulate the economy, higher inflation ensues, hurting the poor. 

These facts should lead us to the conclusion that fre

quent changes in government either through military coups or dismissals by the heads of government should be avoided. A developing economy like Pakistan cannot afford so many abrupt shocks. The recurrence of political instability at periodic intervals has caused the moving curve of Pakistan’s economy to go down. 

Elected governments should be allowed to complete their tenure of five years. They should be thrown out by the electorate at election time if they have proved disappointing. But the premature removal of elected governments will only strain the economy and aggravate the people’s troubles. All political parties ought to work together to nurture good governance and preserve stability in the political order as otherwise they will inherit an economy that will become more difficult to fix with each transition. 

The other lesson is that the outright rejection and condemnation of the policies, programmes and projects initiated by previous governments, the sweeping generalisations made by blaming past regimes for all that is wrong, the unnecessary allegations of fudging data etc is neither smart nor rational. 

Lessons must be learnt from our own history so that future mistakes are avoided. Political stability is a sine qua non for a buoyant economy.
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