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The economic trajectory of Pakistan presents a complex tapestry of rapid growth spurts followed by systemic
crises, a phenomenon deeply rooted in the country's unique socio-political fabric. To understand the current
economic landscape of Pakistan, one must delve into the structural foundations and the historical shifts that have
defined its development since 1947. S. Akbar Zaidi's seminal work, "Issues in Pakistan’s Economy," provides the
definitive framework for this analysis, moving beyond mere statistical data to examine the political economy—the
interplay between power dynamics, institutional interests, and economic outcomes.

This article provides a rigorous exploration of Pakistan’s economic evolution, focusing on the transition from an
agrarian-focused society to a modern state grappling with the pressures of neo-liberalism, monetary instability, and
structural adjustment programs. By synthesizing the core themes found in academic study data, we will analyze the
mechanisms of the Green Revolution, the debate over feudalism, and the technical intricacies of monetary policy
and inflation.

The Theoretical Framework of Pakistan’s Political Economy

The study of Pakistan's economy is often divided into two schools of thought: the orthodox economic view, which
focuses on GDP growth, fiscal deficits, and trade balances; and the political economy view, which investigates why
certain policies are chosen and whobenefits from them. Zaidi argues that the latter is essential for understanding
the persistence of underdevelopment. The political economy perspective highlights that economic decisions are not
made in a vacuum but are influenced by the military-bureaucratic oligarchy, the landed elite, and increasingly, the
urban merchant class and international financial institutions (IFIs).

Defining the 'Feudal’ Debate

A recurring question in the analysis of Pakistan’s development is whether the country remains "feudal.” Traditional
narratives suggest that large landowners (the zamindars) hold absolute power, stifling modernization. However,
technical analysis suggests a more nuanced reality. While land ownership remains concentrated in certain regions,
the nature of agrarian relations has shifted significantly toward capitalist farming. The introduction of market-
based inputs, hired labor, and commercialized crop production indicates that while the social prestige of land
remains, the economic mode of production has evolved beyond classic feudalism.

The Agrarian Transformation and the Green Revolution

Agriculture has historically been the backbone of Pakistan’s economy. The 1960s marked a pivotal era known as

the Green Revolution, which introduced high-yielding variety (HYV) seeds, chemical fertilizers, and expanded
irrigation through tube wells. While this period saw a massive increase in productivity, it also exacerbated regional
and social inequalities.

» Technological Adoption: Large-scale farmers had the capital to invest in tube wells and machinery, while
smallholders were often left behind.



e Land Reforms: Despite multiple attempts (1959, 1972, and 1977), land reforms in Pakistan were largely
unsuccessful in redistributing wealth due to legal loopholes and the political influence of the landed class.

e Market Integration: The shift from subsistence to cash crops (such as cotton and sugar cane) integrated the
rural economy into the global supply chain but also made it vulnerable to international price volatility.

Table 1: Comparative Impact of Agrarian Shifts



Era Primary Strategy Key Outcome Structural Limitation

1950s Import Substitution Early Industrial Base Neglect of Agricultural
Industrialization Productivity
1960s Green Revolution Wheat/Rice Self-Sufficiency Widening Income Inequality

(Technological)

1970s Nationalization &amp; Social Equity Rhetoric Capital Flight &amp;
Land Reform Inefficiency
1980s-Present Neo-liberalism &amp; Service Sector Growth De-industrialization &amp;
Deregulation Debt

Technical Analysis of Monetary Policy, Savings, and Inflation

In Chapter 15 of Zaidi’'s analysis, the focus shifts to the macroeconomic stability of Pakistan, particularly the
mechanics of Monetary Policy. The State Bank of Pakistan (SBP) is tasked with managing the money supply (M2)
to control inflation while fostering growth. However, this balance has proven elusive due to the high Fiscal Deficit—
the gap between government spending and revenue.

The Inflationary Mechanism

Inflation in Pakistan is often a result of both 'cost-push' and ‘demand-pull’ factors. When the government borrows
heavily from the central bank to fund its deficit (known as "monetizing the debt"), it increases the money supply
without a corresponding increase in the output of goods and services. This leads to the devaluation of the Rupee
and a spike in the Consumer Price Index (CPI).

Savings-Investment Gap

One of the most critical structural issues is the low National Savings Rate. Compared to regional peers like India
or Bangladesh, Pakistan has a high consumption-to-GDP ratio. Without domestic savings, the country must rely on
foreign direct investment (FDI) or external debt to fund its development projects, leading to a perpetual Balance of
Payments crisis.

Mathematical Representation of the Gap:

The relationship between savings (S), investment (I), and the current account (CA) can be expressed as:
(S-H=(X-M)=CA

Where (X - M) represents net exports. In Pakistan's case, since | > S(Investment exceeds domestic Savings), the
country must maintain a current account deficit, which must be financed through external borrowing or drawing
down foreign exchange reserves.

The Neo-liberal Era: From ESAFs to PRSPs to SBAs

Since 1988, Pakistan's economic policy has been largely dictated by its relationship with the International Monetary
Fund (IMF) and the World Bank. The shift toward Neo-liberalisminvolved a move away from state-led
development toward privatization, deregulation, and liberalization of trade.

The IMF Alphabet Soup



Understanding the various programs Pakistan has entered is essential for analyzing its economic constraints:

1. ESAF (Enhanced Structural Adjustment Facility): Focused on structural changes like tax reform and cutting
subsidies.

2. PRSP (Poverty Reduction Strategy Papers): Attempted to link macroeconomic stability with social safety nets.

3. SBA (Stand-By Arrangement): Short-term financing to address immediate liquidity crises.

4. EFF (Extended Fund Facility): Longer-term programs designed to address deep-seated structural
weaknesses.

The impact of these programs is a subject of intense debate. While they provide necessary foreign exchange to
prevent default, the Austerity Measuresassociated with them—such as increasing electricity tariffs and cutting
public spending—often lead to short-term economic contraction and increased poverty levels.

The Energy Crisis and Infrastructure Bottlenecks

A significant portion of Zaidi's work (notably Chapter 14) examines the Energy Crisis as a primary hurdle to
industrial productivity. Pakistan’s energy sector suffers from Circular Debt—a phenomenon where power
generation companies, fuel suppliers, and the government are locked in a cycle of unpaid arrears.

Technical Breakdown of Circular Debt:
e Generation Costs: High reliance on imported furnace oil and LNG makes electricity generation expensive.
e Transmission Losses: Outdated infrastructure leads to significant "Line Losses" (technical and theft).
¢ Non-Recovery: Inefficiency in collecting bills from consumers and government departments.
* The Outcome: Frequent load-shedding, which reduces the output of the manufacturing sector (particularly
textiles), leading to decreased exports and increased unemployment.

Comparison: Nationalization vs. Privatization

The 1970s era of Nationalizationunder Zulfikar Ali Bhutto was a watershed moment. By taking control of major
industries and banks, the state sought to break the power of the "22 families" that dominated the economy.
However, as Zaidi notes, this led to bureaucratic inefficiency and a decline in private sector confidence.

In contrast, the Privatizationdrives of the 1990s and 2000s aimed to increase efficiency. However, the process
was often criticized for lack of transparency and the creation of private monopolies. The following table compares
the two approaches:



Feature Nationalization Era (1970s) Privatization/Neo-liberal Era (1990s-

Present)
State Role Owner and Operator of Industry Regulator and Facilitator
Banking Sector Public sector dominance; Credit Private sector dominance; Market-
directed by state driven lending
Efficiency Low (Overstaffing, Political Higher (Profit-driven, but often
interference) monopolistic)
Social Impact Job security; Targeted social programs Job insecurity; Price hikes in utilities

Case Study: The Banking Sector Transformation

The banking sector in Pakistan provides a clear illustration of how political economy affects institutional health.
Post-1947, the sector was nascent. After nationalization in 1974, banks became tools for political patronage,

leading to a massive buildup of Non-Performing Loans (NPLs). The reforms of the late 1990s, which included the
privatization of major banks (like MCB and HBL) and the strengthening of the SBP's regulatory oversight,
transformed the sector into one of the most profitable and stable components of the economy today.

Steps in the Banking Reform Procedure:
1. Recapitalization: Injecting funds to clean up balance sheets.
2. Downsizing: Reducing redundant staff to improve operational efficiency.
3. Governance Reforms: Appointing professional boards of directors independent of political influence.
4. Digitalization: Moving toward Branchless Banking (e.g., Easypaisa) to increase financial inclusion.

The Role of the Service Sector

While agriculture and industry have stagnated, the Service Sectornow accounts for over 50% of Pakistan's GDP.
This shift is not necessarily a sign of healthy development. In many developed nations, the transition moves from
agriculture to industry, and then to services. In Pakistan, the economy has "leapfrogged" industry, moving directly
into services (retail, transport, telecommunications).

This Tertiarizationof the economy is problematic because the service sector in Pakistan is largely informal and
has lower productivity compared to a robust manufacturing base. It also fails to generate the large-scale
employment required for a rapidly growing youth population.

Summary of Structural Challenges and the Way Forward

The analysis of Pakistan’s economy reveals that the country’s challenges are not merely technical but are deeply
embedded in its institutional architecture. The persistence of the "stabilization-crisis" cycle suggests that short-
term IMF fixes cannot replace long-term structural reforms. To achieve sustainable growth, the political economy
must shift from an extractive model—where elites capture resources—to an inclusivemodel that prioritizes
human capital development, export diversification, and fiscal discipline.

The transition toward a more resilient economy requires addressing the Energy Crisis through renewable
integration, broadening the Tax Baseto include retail and agriculture, and fostering a stable political environment
that encourages long-term investment. As S. Akbar Zaidi emphasizes, economic change in Pakistan is ultimately a



political project; without a fundamental shift in the power dynamics that govern resource allocation, the country will
continue to oscillate between periods of ephemeral growth and painful adjustment.

The future of Pakistan's economy lies in its ability to leverage its demographic dividend. With a large, young
population, the focus must move toward education and vocational training to transition from a low-skill service
economy to a high-value, tech-driven industrial state. Only by breaking the reliance on external debt and focusing
on domestic productivity can Pakistan emerge from the shadows of its historical economic constraints.
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