LOSES AND GAINES FROM ECONOMIC POLICIES


Economic policy makers have to make tough choices in selecting the ingredients different policy as the consequences of each option affect options various segments and classes of population in an uneven manner. It is the responsibility of the policy makers to communicate to the public at large as to what particular mix of instruments they are planning to use, what will be intensity, magnitude and duration of this particular mix and what the consequences are likely to be.


Economists are notorious for poor forecasting skills as they usually build their models based on the historical trends of the variables and the underlying assumptions are also conditioned by the past behavioral relationships. Despite this poor track record the policy makers cannot shy away from taking their best shots and informing the public that their predictions for the future are uncertain and should not be taken literally.

The Annual Budget Statement, Annual Development Plan, Six monthly Monetary Policy Annual Trade policy and Price Support Policy for major crops are some of the systematic attempts of the policy makers in Pakistan to inform the general public about the likely course of fiscal, monetary trade and agricultural policies of the country.


The internal consistency of the various policies and coordination among different policy makers in implementing these policies are absolutely essential for ensuring credibility among the private economic actors. The turf battles, the silo-like vertical decision making process the concealing of vital information and data from each other, the sense of one-upmanship, and the feigned attempts to please the bosses at the expense of other competing ministries are in fact kiss of death for everyone involved in the policy making. The subsequent blame game and pass-the-buck syndrome for the failures due to this lack of coordination and internal inconsistencies are hardly acceptable to the public-at-large or the bosses themselves. Every ministry or organization responsible for the policies ends up appearing in a bad light who suffers in this process – every body the governments, the ruling party, the people at large. We must realize that in actual fact we are talking about policy mix all the time rather than either or situations. Despite such common sensical precaution that we should follow to avoid this unfortunate outcome, it is quite paradoxical that how many bureaucratic turf battles and clashes of egoes take place in the corridors of powers everyday.

How should the menu of policies be chosen? The starting point is the specific objective which the government is wishing to achieve. Although the politicians, by habit, are always keen to win over all and sundry on their sides and displease none it is simply not possible to do this in economic policies. Each economic policy will create some winners and some losers in the short run while the long term outcome may turn out to be quite benign or less painful. That is why we have the saying “No gains without pain”. But unfortunately the long term goal cannot be attained without going through the short term pains for some of the electorates. This is the root cause of the ongoing conflict between politicians and economists all over the world. In come cases, the losers from the policies are compensated but this sounds good in theory but is very hard to implement in practice.

Let we illustrate the dilemmas faced by the policy makers with a few real world examples. In 2000-01 Pakistan, after almost a decade of stagnant per-capita incomes, low levels of new investment, rising unemployment and poverty, recorded a negative per-capita income growth. Inflation was also quite low. The policy makers were confronted with a situation that they could either live with a low inflation low growth scenario and allow the status quo or choose an option under which growth rate could be accelerated and taken to a higher trajectory to get the economy out of this low equilibrium trap. The two possible major policy instruments at the disposal of the Government were fiscal and monetary policies. Fiscal policy lever would not be used as the country was trapped under an unsustainable debt burden and the assistance of IMF was sought to obtain long term re-profiling of bilateral official debt. The only lever that could be relatively freely used to provide a stimulus to the economy was the monetary policy and that too because of prevailing favourable low inflationary environment. An expansionary monetary policy was pursued for the next three years with the result that Gdp groth rate recovered from 1.8% to 3.1% in FY 02, 4.8% in FY 03, 6.4% in FY 04 and 8.4% in FY 05. Consequently, unemployment rate fell from ……% in FY 02 to ……% in FY 05. Poverty naturally had to decline un der this set of growth outcomes. What happened to inflation during this period inflation rate remained subdued at 3.5% in FY 02, 3.6% in FY 03 and 4.6% in FY 04. But beginning FY 05 we had to pay a price in term s of higher inflation that reached 9.3% followed by 8.4% in FY 06. The unanticipated surge in the international prices of petroleum products from $ 25/ barrel to $ 75/barrel further accentuated the inflationary pressures.

What were the consequences of this chosen policy mix. In 2000-01 declining per-capita income had made lives miserable for almost all segments and classes of society and the government. As incomes were declining government revenues could not rise to provide basic infrastructural and social services to the citizens. Investors – domestic and foreign – were reluctant to commit their funds in a situation where the rates of return were likely to be negative or marginally positively. Private consumption was not able to transmit any positive signals to be manufacturing sector which had to cut down on hiring people. As services are directly and indirectly related to the volume of economic activity – domestic production, consumption and imports – the growth in this sector was lackluster. Most employment expansion takes place in services sector but this lackluster growth inhibited any significant job creation in this sector too. Fixed income earners – those on wages, salaries, pensions etc. were not affected much as the inflation rate was quite low – what has happened since FY 05 in terms of the impact of higher growth and higher inflation on various income classes and segments of the society? The businesses and self employed services sectors were better off with this boom in aggregate demand but were falling behind in responding to such rapid demand growth. Government revenues also doubled from their levels six years ago allowing the public sector development expenditure to multiply four fold in less than three years adding further pressures on the supply of goods and services in the economy. Foreign direct investors saw such high income growth rate as the precursor for high corporate profits in an environment where the currency had remained stable for a considerable period of time. Naturally, demand for labor rose and new employment opportunities were created.

Who benefited and who lost out in this new economic environment of past 2005 period? The beneficiaries were self employees partnerships individuals and businesses who found their incomes rising as a result of this higher demand, who found jobs after a long period of search and unemployment and the government. The main losers were the fixed income earners as their wages, salaries and pensions did not keep up with rising inflation. They are the most vocal and articulate people and their sound bites are heard over all the TV channels whose written tirades adorn the pages of our newspapers and whose acerbic and caustic words dominate the conversions. This influential and articulate segment of our society has been badly hurt by the policy mix of 2000-01 and is understandably angry and justifiably upset. Those belong to this segment extrapolate their own experiences and those of their cohorts and colleagues and paint the negative picture of the economy with broad dismissive brush without any compunctions or pangs of guilt for lack of objectivity.


The policy mix has been altered since April 2005 and is beginning to show some demonstrable results. Inflation has edged down to 7.5 percent and is expected to run out of steam by the end of the year. It will take another year of monetary tightening to bring inflation down to 5%. But the losses this storm has left behind in terms of real income and purchasing power erosion during the last couple of years and the sour taste it has left in the mouths of this will be hard to fill in. The
