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Rehabilitating Agriculture and Promoting Food 
Security After the 2010 Pakistan Floods: 

Insights from the South Asian Experience

PAUL DOROSH, SOHAIL J. MALIK, and MARIKA KRAUSOVA

The 2010 floods in Pakistan had a devastating effect on the Pakistani population. This 
paper summarises recovery experiences from previous natural disasters in South Asia, including 
the 2005 earthquake in Pakistan and the 1998 flood in Bangladesh, and suggests several lessons 
relevant for recovery efforts following the 2010 Pakistan flood. First, market and trade policies 
should maintain adequate price incentives so that private trade and imports can contribute to post-
disaster recovery. Second, a strong institutional framework is needed to coordinate the large-scale 
disaster response. Third, recovery efforts should also include support for livelihood security and 
restoration, ensuring inclusion of the stakeholders. Fourth, restoring and upgrading infrastructure 
facilities can lead to enhanced flood resistance as well as a reduction in future disaster loss. Two 
alternative institutions may be possible vehicles for poverty-alleviation—the Pakistan Poverty 
Alleviation Fund (PPAF) and the Benazir Income Support Programme (BISP). To address future 
disasters, however, it is important to establish and strengthen disaster response capability, 
including applying lessons learned from the relief and rehabilitation response to the 2010 floods. 

JEL classification: Q18,
Keywords: Pakistan, Floods, Post-disaster Recovery and Rehabilitation, Food 

       Security

1.   INTRODUCTION

The 2010 floods in Pakistan, which began in the northern part of the country in late 
July and gradually spread south along the Indus River basin in August, were devastating in 
terms of the loss of life and other damage.  As of early September, 1,677 flood-related deaths 
had occurred, and by one estimate, $6.5 billion worth of damage to crops, housing, other 
buildings, roads, and irrigation infrastructure had been incurred [OCHA (2010)]. Moreover, 
there remain serious concerns about rural livelihoods in heavily flooded areas with damaged 
infrastructure, potential problems with planting of the rabi (winter) crop if flood waters are 
slow to recede, the spread of water-borne disease, and absence of  food security for the poor.

There is an increasing consensus that flood recovery and rehabilitation efforts have to 
take a multi-sector development approach. Severe floods affect not only the country’s 
infrastructure but also the education, health, water and sanitation, transportation, 
communications, agricultural, trade, and industrial sectors. Though the differences between 
the current Pakistan flood and other floods in Pakistan and elsewhere in South Asia are many, 
one can nevertheless glean important insights from other experiences, particularly the 
massive flood in Bangladesh in 1998. The designs and evaluations of past flood prevention 
and rehabilitation projects in Pakistan and elsewhere in South Asia can also suggest useful 
approaches to an effective response to the 2010 floods.
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In this paper, we group these lessons into four broad categories: market and trade 
policies; institutional framework and sources of financing; livelihood support programmes 
and welfare transfers; and rehabilitation of agriculture and infrastructure. We summarise the 
major insights that may be relevant to Pakistan’s post-flood rehabilitation efforts. We also 
look at the existing national and sub-national authorities involved in disaster management as 
well as other possible mechanisms by which disaster rehabilitation funds and efforts can be 
channelled. We discuss their possible roles in the delivery of poverty-alleviating 
interventions and resources. In the final part of the paper, we address the implementation 
challenges that can hinder the stakeholders’ ability to undertake the reconstruction and 
rehabilitation efforts.

The following section presents a brief overview of the 2010 Pakistan flood, 
highlighting the effects of the flood on agriculture and food security. Section 3 discusses 
other floods in South Asia, focusing on research and policy insights, as well as lessons from 
the experience of other flood relief and rehabilitation projects. Section 4 provides a brief 
description of Pakistani institutions that may play a key role in flood rehabilitation. The last 
section gives a brief summary of the findings.

2. THE 2010 PAKISTAN FLOODS: DAMAGE AND THREATS TO 
AGRICULTURE AND FOOD SECURITY

The 2010 Pakistan floods are the direct result of extraordinarily heavy monsoon rains 
in July and August, though other factors, including deforestation in upland areas and 
inadequate drainage, have played a role as well. The floods have affected far more people 
(18.7 million) than other recent natural disasters in Pakistan such as the October 2005 
Pakistan earthquake (3.5 million), the Nargis cyclone of May 2008 (2.4 million), or the 
December 2004 Indian Ocean tsunami (2.3 million) (Table 1). The number of deaths (about 
1,700 people), however, was far lower than from the 2005 earthquake (about 73,300 people) 
or the tsunami (about 230,000 people).

In comparison with other recent floods, the 2010 flood has displaced far more people, 
about 18 million; this is more than four times the number of people displaced by the 1992 

1flood (about 4 million), which was the next largest Pakistan flood since 1985 (Figure 1).  
Floods in other parts of South Asia, especially in Bangladesh and India, often displace far 
greater numbers of people. The total number of displaced people due to floods in South Asia 
has exceeded 20 million people in six of the past 25 years. Moreover, as Table 2 shows, the 
floods have caused very substantial economic losses. Those include losses of 
nonagricultural businesses ($0.3 billion) and housing ($3.6 billion) in both rural and urban 
areas as well as damage to agricultural and nonagricultural infrastructure (not included in the 
table).

Other recent floods in Pakistan affected wider areas than did the 2010 flood even 
though they displaced fewer people. As Figure 2 shows, floods in 1992, 2003, and 2005 each 
affected more than 400,000 square kilometers, as compared to less than 200,000 square 

2kilometers for the Pakistan flood of 2010.
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1See Appendix A for a summary of major floods in Pakistan from 1985 to 2010.
2One reason for the greater number of displaced people in 2010 is that heavy floods this year have 

inundated urban areas. The increase over time in the number of people who have settled in the katcha areas (areas 
alongside the banks of canals and rivers) is another factor. 



  
Flood Earthquake 

Katrina 
Cyclone 

Nargis 
Cyclone 

Tsunami  

Pakistan Pakistan USA Myanmar 
Indian 
Ocean 

(Aug. 
2010) 

(Oct. 
 2005) 

(Aug. 
2005) 

(May 
2008) 

(Dec. 
2004) 

Population Affected 
(Million) 

18.7* 3.5 0.5 2.4 2.3 

Area Affected 
(Thousand sq. km.)  

132* 30  23  

Deaths  1,677* 73,338 1,836 84,537 230,000 
Injured  2,605* 128,309  19,359 125,000 
Households Damaged 
(Million) 

1.25* 0.60  0.45  

Estimated Economic 
Damage (Billion US$) 

6.5** 5.2 125.0 4.0 7.8 

  

Table 1

Pakistan 2010 Flood Comparison with Other Recent Natural Disasters

Sources: * Relief Web (2010): Information as of September 4, 2010; ** Authors’ estimates based on area data from  
OCHA (2010).

As Table 2 shows, the damage to agricultural crops, livestock, irrigation systems, and 
infrastructure has been substantial, though it has varied across regions due to differences in 
agroecology and other factors. Most of Pakistan’s agriculture is concentrated in the Indus 
River basin, the world’s largest irrigation network, and is irrigated through an extensive 
canal system, often supplemented with groundwater (typically pumped with small-scale 

3tube wells).  The floods have caused extensive damage in these regions to the major 
monsoon season (kharif) crops: basmati rice in northern Punjab and cotton in southern 
Punjab and northern Sindh. In the generally hilly and mountainous regions of the northern 
province of Khyber Pakhtunkhwa (formerly North-West Frontier Province) and similar non-

3See World Bank (2007) for a recent succinct review of Pakistan’s agricultural sector.
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Fig. 1. Major Floods in South Asia: Population Displaced

Source: Dartmouth Flood Observatory (2010).
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Khyber 

Pakhtunkhwa 
Rural 

Punjab 
Rural 

Sindh 
Rural 

Balochistan 
Rural 

All 
Pakistan 
Urban  

All 
Pakistan 

Total  

Agroecology Barani 

Barani 
(Mainly in 
North) and 

Canal 
Irrigated 

Canal 
Irrigated Barani 

  

Major Crops  
Wheat, 
Maize 

Wheat, 
Rice, 

Sugarcane, 
Cotton 

Wheat, 
Rice, 

Sugarcane, 
Cotton 

Wheat, 
Rice 

  

Impact of Floods*             
Deaths 1,121 103 151 48 —  1,677  
Injured 1,165 350 845 98 —  2,605  
Houses Damaged 
(Thousands) 

192 500 470 75 —  1,248  

Population Affected  
(Million)* 

4.3 8.2 4.7 1.0 —  18.3  

Crop Area Affected 
(Thousands Ha) 

443 1,516 998 627 —  3,676  

Flood Damage by 
Type (Million 
US$)** 

      

Crops  192 1,658 838 
233                      
269 

—                        
—  

2,957  

Livestock 65 — 233 144 —  441  

Residential Property  1,151 828 
—                        
84 

—                        
81 

—               
1,491  

3,634  

Nonagricultural 
Establishments  

— — — 13 220  233  

Nonagricultural 
Equipment 

— — — 2 60  62  

Total Damages 1,371 2,031 873 509 1,771  6,555  

 

Table 2

Impact of the 2010 Floods

Source: * OCHA (2010) as of September 4, 2010; ** Authors’ estimates based on area data from OCHA (2010).
Notes: Crop area is defined as land of which at least 60 percent is cultivated. Barani: nonirrigated. Totals for             

Pakistan include Azad Jammu and Kashmir, and Gilgit-Baltistan.

Fig. 2. South Asia Major Floods: Area Affected

Source: Dartmouth Flood Observatory (2010).
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4Note that in Bangladesh, the winter season crop of rice following a major monsoon season flood has 
typically been much larger than in preceding years, most likely due to a combination of improved price incentives 
and deposits of nutrient-rich sediments [del Ninno, et al. (2001)].

5The 2007–08 HIES is a nationally and province level representative survey of 15,453 households 
covering information about households’ income and expenditures. The HIES also includes detailed information 
about households’ crop and livestock production, consumption and expenditures which enable the calculation of 
household level crop land productivity levels for individual provinces.

irrigated (barani) areas of northern Punjab, most of the agricultural land is not irrigated. 
Here, the floods have also caused substantial damage to maize and other crops.

Pakistan’s most important food staple, wheat, is cultivated in the winter season 
(rabi), in the barani areas of Khyber Pakhtunkhwa and northern Punjab as well as in the 
irrigated Indus River basin areas of northern Sindh. How the floods will affect the rabi wheat 
crop, to be planted in October through early December, remains uncertain. In some areas, 
floodwaters may have deposited sediments that add to soil fertility and thus may actually 
lead to increased yields. Wheat cultivation in other areas could suffer, however, due to 
damage to irrigation infrastructure and roads, as well as farmers’ losses of seeds, tools, and 

4machinery.  Further south, in southern Sindh, drainage problems limit cotton cultivation and 
the warm nighttime temperatures make the area unsuitable for wheat cultivation. Here, 
ordinary (nonaromatic) rice is cultivated as a rabi crop. The other major crop in Pakistan, 
sugarcane, is grown almost exclusively on irrigated land and typically remains in the field 
nine to 15 months.

The 2010 floods caused extensive damage to monsoon season (kharif) crops, mainly 
cotton, rice, sugarcane and vegetables, which were still standing in the fields in August and 
early September. In August, OCHA and FAO estimated the crop area damaged at 3.58 
million hectares (Table 3). Though the flooding initially began in the northern parts of the 
country, particularly in Khyber Pakhtunkhwa, the crop area affected (400,000 hectares) in 
those less densely populated, hilly areas was far smaller than in the more densely populated 
and more intensively cultivated, (mainly) irrigated Punjab (1.5 million hectares). 

In October, the Pakistan Agricultural Research Council (NRD-PARC) released their 
own independent estimates of the crop area damaged by the floods. The total estimated crop 
area affected was sharply lower than the initial OCHA estimates of 3.6 million hectares: 1.3 
million hectares [NRD-PARC (2010)]. Subsequently, on October 30, the World Bank, Asian 
Development Bank and the Food and Agriculture Organisation [World Bank/ADB/FAO 
(2010)] released the results of the Pakistan Flood Damage and Needs Assessment estimating 
the crop area damaged at 2.1 million hectares resulting in the loss of 7.5 million tons of 
sugarcane, 2.5 million tons of rice, 0.8 million tons of vegetables, 0.7 million tons of cotton 
and 0.3 million tons of maize. As seen in Table 3, compared to the early September 2010 
OCHA estimates, the October 2010 estimates for crop area damaged dropped most sharply 
for Balochistan—from 628 thousand (OCHA) to only 74 to 132 thousand hectares (NRD-
PARC and WB/ADB/FAO). For Sindh, estimates of crop area damaged fell from 999 
thousand hectares (OCHA) to only 362 thousand hectares (NRD-PARC), but increased to 
1.04 million hectares in the WB/ADB/FAO estimates. Area damage estimates changed less 
for Punjab and KPK, but even in these cases the NRD-PARC and WB/ADB/FAO estimates 
of October 2010 were less than half the early September OCHA estimates. 

Alternative estimates of the flood damage to crops were constructed using household 
survey data from the 2007–08 Pakistan Household Income and Expenditure Survey (HIES; 

5Table 4) and the initial OCHA figures for area damaged.  Assuming a 20 percent loss in crop 
output, and using the mean crop land productivity by province from the HIES, the value of 
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  Date of 
Estimate 

Province  
  KPK Punjab Sindh Balochistan Pakistan 

Crop Area 
Damaged 
(Thousands Ha)  

      

OCHA/FAO 4-Sep-10 443 1,517 999 628 3,676 
NRD-PARC 15-Oct -10 169 953 362 74 1,558 
WB/ADB/FAO 30-Oct -10 121 746 1,043 132 2,093 

Crop  Losses  
(Billion US$) 

      

IFPRI 4-Sep-10 0.19 1.66 0.84 0.23 2.96 
NRD-PARC 15-Oct -10 0.35 1.01 0.64 0.15 2.15 
WB/ADB/FAO 30-Oct -10 0.28 1.75 2.11 0.26 5.04 

Livestock Damage  
(Billion US$) 

      

IFPRI 4-Sep-10 0.07  0.23 0.14 0.44 
WB/ADB/FAO 30-Oct -10 0.11 0.09 0.19 0.17 0.57 

Total Agriculture 
Damage (Billion 
US$)  

     

IFPRI 4-Sep-10 0.26 1.66 1.07 0.37 3.40 
WB/ADB/FAO 30-Oct -10 0.40 1.84 2.30 0.43 5.04* 

 

Table 3

Alternative Estimates of the 2010 Pakistan Flood Impact on Agriculture

Source: OCHA (September 4, 2010), NRD-PARC (October 15, 2010), IFPRI (September, 4, 2010), 
WB/ADB/FAO (October 31, 2010). 

Notes: IFPRI calculations based on crop area damaged data from OCHA (2010); WB/ADB/FAO and IFPRI totals 
of crop area damaged and crop loss estimates include AJK and Gilgit-Baltistan; *WB/ADB/FAO Total 
agriculture damage includes fisheries.

crop losses is estimated at 118 billion Pakistani rupees (PKR) ($1.4 billion). Using the 
median crop land productivity by province as a base (which effectively gives less weight to 
the highest-productivity farms), the estimated loss is 101 billion PKR ($1.2 billion). 
Alternatively, a 50 percent crop loss would imply losses of 294 billion PKR ($3.5 billion) 
based on mean land productivity and 251 billion PKR ($3.0 billion) based on median land 
productivity. These latter figures for yield losses are slightly higher than the NRD-PARC 
estimate of $2.15 billion released mid-October, but significantly lower compared to the $5 
billion crop losses estimated by the WB/ADB/FAO (Table 3). 

Reduction in agricultural incomes will likely lead to lower spending on rural non-
farm goods and services (processing, marketing, rural services, and so on), and thus reduce 
rural non-farm incomes as well. These multiplier effects can be quite large, equivalent to an 

6extra 1.5 PKR of lost non-farm income for a 1 PKR loss in crop incomes.  Further, a 
significant wheat supply reduction (and increase in the wheat price) would have major 
adverse effects on most Pakistani households. Wheat accounts for 23.0 percent of food 
expenditures for the poorest 20 percent of households in both urban and rural areas, and 14.9 
percent of food expenditures nationally for all household groups (127 PKR/person/month 

6Dorosh, Niazi, and Nazli (2003). 
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out of a total food expenditure of 850PKR/person/month; Table 5). In quantity terms, wheat 
and wheat flour consumption is about eight times larger than rice consumption nationally 
(7.8 kilograms/person/month for wheat and wheat flour, compared with 0.9 
kilograms/person/month for rice; Table 6). A reliance on wheat as the major staple food is 
especially great for rural households, particularly the rural poor, for whom wheat 
consumption (7.2 kilograms/person/month) is about 10 times greater than rice consumption 
(0.7 kilograms/person/month). As discussed below, changes in trade policy could help 
stabilise wheat prices in the event of a major wheat production loss.

Livestock loss data are currently unavailable for Punjab, but estimated livestock 
losses in Sindh and Khyber Pakhtunkhwa are available and are equivalent to 42 percent of 
crop losses (Table 2). Assuming the national average of livestock losses for all affected areas 
in Pakistan (including Punjab) is equal to 40 percent of crop losses gives a livestock loss of 
74.3 billion PKR ($870 million). Alternatively, using the HIES-derived estimates, if the 
livestock loss is 40 percent of crop loss, the estimates range from 40 to 188 billion PKR 
($0.47 billion to $1.38 billion). Total agricultural loss would then be 141 to 352 billion PKR 
($1.7 billion to $4.8 billion).

3. RESPONDING TO NATURAL DISASTERS IN 

In recent years, there has been a gradual shift away from dealing with floods as stand-
alone events to managing the recovery and rehabilitation efforts as part of a multisector 
development approach. Increasingly greater attention is being placed on mitigation, 
preparedness, and socioeconomic and political factors [PAHO (2000)]. There is a growing 
consensus that the flood policy context must include multidisciplinary, multisector, 
multistakeholder participation as well as initiatives to address the flood environment 
characterised by the transboundary nature and influences of an integrated water system 
[ADPC/UNDP (2005)]. The experience of recovery from previous major natural disasters in 
Pakistan and throughout South Asia offers numerous lessons that may be relevant for post-
2010 Pakistan flood rehabilitation and recovery efforts.

The discussion below groups these lessons in four major categories: market and trade 
policies; institutional framework and sources of financing; livelihood support programmes 
and welfare transfers; and rehabilitation of agriculture and infrastructure. Many of the 
lessons derive from the disaster recovery efforts after the 2005 earthquake in Pakistan and 
the 1998 flood in Bangladesh, a flood of comparable extent and duration to the present 

7Pakistan flood.  

Market and Trade Policies

Immediately following a major natural disaster, there are often major disruptions to 
roads, port facilities, transport services, physical market structures, and both internal and 
external trade flows. Households that lost livelihoods face serious problems related to lack of 
access to food, safe drinking water, and proper sanitation facilities. In the relief operations 
immediately after the disaster strikes, government agencies, international agencies, and 

SOUTH ASIA 

7In 1998, Bangladesh suffered a major flood in which, at its peak in early September, floodwaters covered 
two-thirds of the country. More than 20 percent of the monsoon season (aman) rice crop was destroyed (more than 2 
million tons of rice), road infrastructure was badly damaged, and many landless rural poor households suffered 
losses of wages [Dorosh (2001)]. There are, of course, major differences between the 1998 Bangladesh floods and 
the 2010 Pakistan floods, including the much greater damage to irrigation infrastructure in Pakistan and the 
substantially larger safety net system already in existence in Bangladesh at the time of the 1998 floods.
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Table 5

Food Expenditures (PKR/Capita/Month): 
Pakistan HIES 2007-08, by Total Expenditure Quintiles

Pakistan
  Total 1st 2nd 3rd 4th 5th 

 

Wheat 127 110 125 132 135 132 
Rice 36 21 29 32 41 57 
Other Cereals 3 1 2 3 4 5 
Pulses 20 13 17 19 23 28 
Fruits (Fresh and Dried) 32 9 16 24 35 78 
Vegetables  67 45 55 65 75 97 
Milk and Dairy 213 92 142 184 249 398 
Meat Poultry and Fish 47 17 28 37 48 104 
Fish 6 3 4 5 5 12 
Edible Oils and Fats  99 66 81 94 113 140 
All Food Items 850 483 642 768 941 1,414 

Urban Pakistan
 

Wheat 113 104 110 113 115 115 
Rice 39 19 25 31 40 57 
Other Cereals 3 1 2 2 3 5 
Pulses 21 13 17 18 22 26 
Fruits (Fresh and Dried) 44 10 17 25 36 83 
Vegetables  73 45 55 62 72 97 
Milk and Dairy 226 85 124 162 215 359 
Meat Poultry and Fish 68 19 29 42 54 123 
Fish 9 2 4 5 6 17 
Edible Oils and Fats  101 63 77 89 102 130 
All Food Items 935 462 594 717 868 1,402 

Rural Pakistan 

Wheat 134 111 130 140 147 153 
Rice 35 21 31 32 42 58 
Other Cereals 3 1 2 3 5 5 
Pulses 19 13 17 20 24 30 
Fruits (Fresh and Dried) 26 9 15 23 35 71 
Vegetables  65 45 55 66 78 96 
Milk and Dairy 207 94 147 193 270 446 
Meat Poultry and Fish 37 17 27 35 45 81 
Fish 4 3 4 4 5 7 
Edible Oils and Fats  98 66 83 97 120 151 
All Food Items 808 488 658 789 986 1,429 

 Source: HIES (2008).
Note: Food categories total include “Other” food category.
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Table 6

Monthly per Capita Consumption (in Kilograms) of Major Cereal Groups by 
Total Expenditure Quintiles

Source: HIES (2008).

Major Cereal Items
Quintile

Total 1st 2nd 3rd 4th 5th

Pakistan 
Wheat and Wheat Flour 7.8 7.1 7.7 8.0 8.1 7.9

Rice and Rice Flour 0.9 0.7 0.9 0.8 1.0 1.1

Pakistan Urban     

Wheat and Wheat Flour 6.5 6.3 6.4 6.6 6.6 6.5

Rice and Rice Flour 0.9 0.6 0.7 0.8 0.9 1.1

Pakistan Rural 
Wheat and Wheat Flour 8.4 7.2 8.1 8.6 9.0 9.5
Rice and Rice Flour 0.9 0.7 0.9 0.9 1.0 1.2

nongovernmental organisations (NGOs) may have to provide food, clothing, healthcare, and 
other goods and services. However, restoration of private trade (and even promotion of 
expansion of trade) can enhance both price stability and food security more effectively and at 
far less cost, particularly in the post-disaster rehabilitation phase, and also in the relief stage. 

Following the 1998 floods in Bangladesh that destroyed about 20 percent of the 
monsoon season rice crop, the Government of Bangladesh took steps to promote private-
sector imports to supplement its own commercial imports and food aid inflows. In particular, 
the government removed a 2.5 percent tariff on rice imports, expedited clearance of rice 
imports, and announced strict limits on government sales of subsidised rice. Moreover, past 
investments in roads and liberalisation of domestic and import trade in rice and wheat had 
helped make private markets more efficient and able to respond quickly to production 
shortfalls. Given these past investments and clear, transparent, and consistent policy with 
adequate price incentives at the time of the flood, private-sector imports exceeded 200,000 
metric tons per month for eight consecutive months, in spite of food aid wheat imports of 
more than 1 million metric tons and large-scale public foodgrain distribution [Dorosh 
(2001); del Ninno, et al. (2001); Dorosh, del Ninno, and Shahabuddin (2004)].

In Pakistan, by contrast, a combination of fluctuating prices in international markets 
and uncertainty regarding government policy has greatly limited private sector imports of 
wheat. Incentives for private-sector import (and export) trade in wheat shifted several times 
between June 2005 and June 2010. However, world prices fell sharply in October 2008, and 
from October 2008 to June 2010, domestic prices were above export parity prices; private-
sector exports were not profitable in this period. Instead of profitable opportunities for 
exports, the combination of the world price decline and an increase in Pakistan’s domestic 
price provided an opportunity for profitable imports as domestic prices were approximately 
equal to import parity from December 2008 to April 2009.

Private sector imports did not occur on a large scale, however, and from July 2009 
through June 2010, domestic prices were substantially above import parity. Although, there 
were substantial incentives for private-sector imports in this period, but private imports of 
wheat were minimal. Instead, the Trading Corporation of Pakistan imported wheat. Large 
domestic stocks (procurement exceeded releases by a combined 5.2 million metric tons in 
fiscal years 2008-09 and 2009-10) and lack of clarity about government interventions likely 
played a major role in discouraging private imports.
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World wheat prices increased 39 percent between June 2010 and August 2010 from 
$182.8/metric ton to $254.0/metric ton, due in large part to fire and smoke damage to 
Russia’s wheat crop and Russia’s ban on wheat exports. In spite of a recent increase in 
international wheat prices due to Russia’s wheat export restrictions, Pakistan’s wheat prices 
were still near import parity at the time of the 2010 floods (Figure 3). 

Fig. 3. Pakistan Domestic and International Wheat Prices, 2002–10

Thus, it was unclear whether or not the recent floods would have major effects on the 
wheat market. Kharif season rice and maize crops account for only a small share of cereals 
consumed in Pakistan, and a decline in their availability has relatively little effect on wheat 
demand or wheat prices. Depending on further developments in world wheat markets, the 
extent to which flood damage affects Pakistan’s 2010-11 harvest, and domestic wheat 
demand, private-sector wheat imports may provide a zero-fiscal-cost means of stabilising 
domestic wheat prices at an acceptable import parity level in the coming year.

Institutional Framework and Sources of Financing

In response to the October 2005 earthquake, the Pakistani government established 
the Earthquake Reconstruction and Rehabilitation Authority (ERRA) with the specific 
mandate to carry out early recovery, reconstruction, and rehabilitation efforts in the affected 
areas. A major objective of the recovery and rehabilitation effort was to “build back better,” 
that is, not to simply restore infrastructure and services to pre-earthquake levels, but to avail 
of the opportunity to address previous shortcomings and establish improved facilities and 
services [ERRA (2010)]. The post-earthquake efforts demonstrated the need for a strong 
institutional framework to coordinate the large-scale disaster response, and they offer the 
2010 recovery and rehabilitation efforts a number of pertinent lessons. First, all phases of the 
disaster response should be handled by the same institution and all stakeholders should be 
included in the disaster response mechanism [ERRA (2010)]. Second, there is a need to 
account for long-, medium-, and short-term goals in the postdisaster response and to connect 
these goals together in one framework [ERRA (2010)]. Third, the participation of two key 
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stakeholders, the government and the affected communities, must be ensured [ERRA 
(2010)]. Fourth, post-disaster improvement should not be confined to physical infrastructure 
and facilities but should include “soft” components as well, such as policy-making, 
planning, systems and procedures, human resource management, and so on [ERRA (2010)]. 
Fifth, capacity development has to be an integral and concurrent component of all 
reconstruction work. Finally, the recovery strategy should be monitored and evaluated and 
the findings fed back into the recovery process at all stages [ADPC/UNDP (2005)].

Given the Pakistani government’s limited resources and the urgency of the recovery 
efforts, the sources of financing and the speed at which required funds are delivered to 
stakeholders both play an important role in the success of the disaster recovery efforts. 
Previous flood rehabilitation projects demonstrated that financing rehabilitation costs under 
ongoing projects, rather than through a new, omnibus emergency project, is quicker and 
likely to be more flexible. This is because high start-up costs are involved in helping the 
government design a new project and high coordination costs are involved in ensuring that 
different government agencies and interests involved in such a project are properly aligned. 
Reprogramming already-existing projects is also more likely to ensure that the response to 
the floods will be better integrated in the country programme, will influence the design of 
future projects, and will avoid the tendency of emergency operations to be stand-alone, one-
off actions [World Bank (2000)]. However, it is important to include a plan that accounts for 
future replenishment of project funds, in order to avoid damaging the affected projects’ 
medium- and long-term goals.

Livelihood Support Programmes and Welfare Transfers

Donors and governments tend to focus on projects that rehabilitate major 
infrastructure. They put much less effort into understanding the impacts of disasters on 
livelihoods or investing in programmes to support recovery of livelihoods [ADPC/UNDP 
(2005)]. A second, livelihoods-focused, needs assessment may be useful at the start of the 
recovery phase in order to prioritise communitie’ and individuals’ needs. Such an assessment 
could also improve understanding of existing livelihoods in the post-flood environment 
[Beck (2005)]. Recovery efforts should include support for livelihood security programmes, 
and in the immediate aftermath of a natural disaster, a provision of compensation based on 
loss of livelihoods might be necessary to assist affected groups [ADPC/UNDP (2005)].

Well-targeted transfers can be effective in enhancing food security of poor 
households, particularly when using existing effective targeting mechanisms and 
distribution channels. Bangladesh successfully avoided a famine through a combination of 
effective immediate relief efforts and well-targeted public food distribution [del Ninno and 
Dorosh (2001)]. Following the Bangladesh flood of 1998, distribution of wheat through the 
targeted Vulnerable Group Feeding programme was greatly expanded. Survey evidence 
shows that selection of the most vulnerable rural households through village-level 
committees successfully targeted that programme to the poor [del Ninno and Dorosh 
(2001)]. As stated above, NGOs with an ongoing development programme are most likely to 
be effective in the recovery phase, as they are in a better place to effectively target poor 
households and support their livelihoods [Beck (2005)].

Panel survey analysis of flood-affected households in Bangladesh also indicates that, 
as a result of the flood, many poor households experienced a substantial increase in debt. 
Borrowing from private creditors was a major coping strategy for households that lost crops 
or employment opportunities. This coping strategy was effective in augmenting household 
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access to food and thereby limiting the decline in food consumption following the flood. 
However, many households carried debts equal to one month’s average expenditure more 
than one year after the floods had ended. This suggests the need for credit (or even cash 
transfers) to poor households in the aftermath of a flood or other natural disaster not only to 
enhance food security in the short run but also to avoid a long-term loss in household welfare 
[del Ninno, Dorosh, and Smith (2003)].

There are many ways to incorporate livelihood strategies into the recovery and 
reconstruction efforts [IDS (2010); ADPC/UNDP (2005)]. The following are a summary of 
lessons learned in this area:

– Social protection should be prioritised in a disaster response so that the most 
vulnerable groups are protected. Awareness-raising is an important component to 
ensure participation. 

– There must be active participation of key stakeholders from a multisector base as well 
as the community in the decisions made for each programme. Activities, where 
possible, should be linked with government, local enterprises, organisations, and 
industries.

– Intervention should be tailored to target specific needs of different groups.
– Efforts should be made to promote livelihood opportunities for people through 

provision of temporary work schemes such as debris clearance, construction, public 
awareness, project management and assessments. 

– Partnering with NGOs to provide sustainable livelihood support (provision of seeds 
and tools, animals, capacity building) should be a component of the recovery efforts 
as NGOs can play a big part in relief initiatives and microcrediting.

– Developing forums and focus groups for particular industries will enable them to 
pool resources, share equipment and experiences, and support each other as well as 
plan for the future. Institutions such as community funding schemes that can help 
people restart businesses should be considered.

– Loans from the government or private sector and government grants can be used to 
fill consumption shortfalls.

– Enhancing skills through training to supply more construction-sector artisans 
(masons, carpenters, electricians, etc.) and training them in hazard-resistant 
construction technology can upgrade the future workforce.

– Compensation should be paid to people without delay to enable them to rebuild their 
lives.

Rehabilitation of Agriculture and Infrastructure 

Reestablishing community access to necessary livelihood and infrastructure has been 
one of the first priorities of past recovery efforts. Given the large percentage of Pakistan’s 
population that is dependent on agriculture, the resumption of agricultural activities is vital 
for the country’s recovery and ability to sustain the flood damages. Several lessons drawn 
from previous experiences can inform postdisaster initiatives and hasten the speed of the 
restoration of agricultural production and solid infrastructure.

Restoration of Agricultural Activities

8– Provision of seeds to smallholders can help these, and even “landless,”  households 
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8Many households who are technically “landless” have small gardens.
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regain access to food and income-generating activities in the medium term [Beck 
(2005)].

– Likewise, replenishing the livestock assets, such as chickens and goats, of the poor 
can help them generate food and income in the medium term [Beck (2005)].

– Overall, rehabilitation of small-scale agricultural capital is essential. Temporary duty 
exemptions and other assistance can be critical to inducing renewed investments. For 
example, in Bangladesh, exempting imports of power tillers from duty in September 
1998 promoted a near tripling in imports, from 6,300 (September 2007 to March 
2008) to 17,500 (September 2008 to March 2009), as well as a change in technology 

9that facilitated multiple cropping [Benson and Clay (2001); Beck (2005)].
– In addition, it will be advantageous to adapt farming techniques to the local 

environment by, for example, planting crops that are not at risk from seasonal 
flooding [ADPC/UNDP (2005)].

Restoration of Infrastructure

Evaluation of previously implemented post-disaster rehabilitation projects suggests 
the following [IDS (2010); ADPC/UNDP (2005); ADB (1996)]:

– Rapid initial economic assessment of individual subprojects of an emergency loan to 
determine priorities among subprojects and improve their scope and design is 
necessary. 

– The focus should be not only on restoring infrastructure facilities but also on 
upgrading them to enhance flood resistance.

– Projects continuous implementation needs to be accounted for by ensuring future 
upkeep of restored facilities, and transfer of management to local entities.

– The speed at which emergency projects have to be organised should not allow 
inclusion of unsustainable or economically or socially unjustifiable subprojects. 

– Accurate records of landownership and new infrastructure (roads, telecommunications, 
water supply systems, etc.) need to be maintained so as to provide a baseline for damage 

10assessment in case future disaster strikes.
– There should be strict adherence to proper building codes in reconstruction; 

appropriate land use should be ensured; and in certain areas, disaster-proof 
construction techniques should be deployed so as to mitigate the impact of future 
disaster. This particularly applies to health and education facilities.

– Measures should be implemented to minimise loss of communications in the event of 
a disaster. For example, telecommunications equipment and essential facilities 
should be housed in prefab accommodation or quake-proof buildings; exchanges of 

9In Pakistan, a small Agricultural Income Tax (AIT), equivalent to less than 0.2 percent of crop sector value 
added, is imposed on farmers based on area cultivated and type of crops grown. Charges for canal water (abiana) are 
also small, and do not cover operating and maintenance costs of the canals. Relief from these taxes may be of 
marginal help, but much more is required to compensate farmers who have lost crops and livestock. See Chaudhry 
(1999) and Kizilbash (2010).

10The state of land records management in Pakistan raises concerns regarding the protection of property 
rights in the aftermath of the floods. In parts of northern Pakistan, land demarcations in rural areas have been washed 
away and in some places, paper-based land records and Board of Revenue office files may have been lost as well. 
Moreover, Pakistan’s laws relating to land and property are designed to collect revenues, rather than to guarantee 
title. Though all transactions are to be recorded under the law, none guarantee title, but only provide a presumed 
ownership [World Bank (2004)]. In this situation, there is the possibility of land-grabbing and corruption, and it is 
crucial that efforts are made to provide poor households with legal assistance to help them keep their land.
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major towns should be linked to a minimum of two media to provide fall-back 
options; fixed-line networks should be kept to a minimum with more use of Global 
System for Mobile Communications (GSM) and wireless local loop technologies.

– In rehabilitation efforts, provisions should be made to ensure effective 
communication between affected areas and those coordinating the disaster response: 
portable GSM setups should be maintained at the national level for speedy 
deployment in disaster zones; spare equipment such as switches, satellite phones, 
and microwave links should be readily available to support emergency rescue and 
relief efforts; in emergency conditions detailed documentation and everyday 
standard operating procedures should be relaxed to avoid unnecessary delays in 
relief operations.

– A cadre of engineers and other technical personnel should be identified and trained in 
disaster response operations such as road clearance, bridge reconstruction, and the 
provision of technical assistance to households’ reconstruction efforts to ensure 
safety standards.

– Contingency plans should be made for restoration of infrastructure, communications, 
and other services in the event of a disaster.

– Finally, an owner-driven approach to housing reconstruction is effective in allowing 
large-scale implementation.

4. TOWARDS DESIGNING OF A 2010 PAKISTAN FLOOD 
RESPONSE PROGRAMME

In this section, we discuss some of the key institutions that can play critical roles in 
the response to the 2010 floods; in addition, we address the implementation challenges that 
their efforts face.

Pakistan National Disaster Management Authorities

The 2010 Pakistan National Disaster Response Plan (NDRP) sets up national, 
provincial and district level disaster management authorities in order to serve as the 
implementing, coordinating and monitoring bodies for disaster management at their 
respective levels. In addition, the national and subnational authorities are responsible for 
preparing disaster management plans, at their respective levels, and for their implementation 
during impending disaster [Pakistan National Disaster Response Authority (2010)]. 
However, the subnational-level authorities do not yet exercise their functions, and need 
significant funding and capacity-building support to meet the roles and responsibilities 
outlined for them in the NDRP.  In addition, although efforts are to be coordinated among the 
national, provincial, and district levels, as we discuss later in this section, coordination 
among these levels of government can be problematic.

Public Institutions and Programmes

A range of institutions are involved in the flood recovery work. Of these, the two most 
prominent in terms of the nature of their mandate and the scale of their operations and 
geographic coverage are the Pakistan Poverty Alleviation Fund (PPAF) and the Benazir 
Income Support Programme (BISP). PPAF was set up by the Government of Pakistan with 
donor and government funding to act as an apex wholesaler and manager of funds to the 
NGO sector in the area of poverty reduction. BISP, the largest government safety net 
intervention in the country, was initially designed to provide financial support to old and 
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destitute women. The two together are considered by most decision makers to be the main 
vehicles for the delivery of flood recovery resources.

11Pakistan Poverty Alleviation Fund 

Conceptually, the Pakistan Poverty Alleviation Fund is one possible vehicle for the 
delivery of poverty-alleviating interventions and resources. It adopts a participatory 
development model using social mobilisation, skill development, and capital accumulation 
as guiding principles. The model is community based and involves formation of groups or 
community organisations (COs) at the grass roots. It focuses on social organisation, creates 
awareness, and builds capacity. Under the PPAF model, communities organise themselves 
for establishing new groups and consolidating existing ones. The approach is demand-driven 
with high priority given to community-identified projects. Responsibility for operations and 
maintenance also falls on these groups. PPAF works through a network of NGOs or partner 

12organisations (POs) that are committed to community-driven development.  Potential POs 
are required to undergo a rigorous selection process with both desk and field appraisals.  
Disbursements from and performance assessments by PPAF to selected partners take place 
on a quarterly basis. Compliance with implementation plans and adherence to contractual 
obligations are mandatory. The POs are generally expected to mobilise and train 
communities, act as intermediaries for microcredit loans, provide communities with health 
and education facilities as well as small-scale water and infrastructure projects, and assist 
communities in the preparation of feasible proposals and aid in their implementation; in 
addition, POs are responsible for supervising and monitoring PPAF projects.

Sponsored by the Government of Pakistan and funded by the World Bank and other 
leading donors, PPAF is currently working with 75 POs. It has a grassroots network of more 
than 130,000 COs and groups in 127 districts covering 30,000 villages, or nearly 70 percent 
of the villages in the country. PPAF programmes target poor rural and urban communities 
and place particular emphasis on gender and the empowerment of women. These 
characteristics position PPAF well for providing relief and rehabilitation in times of disaster. 
However, there has been no serious evaluation of the PPAF model over the more than 10 
years of its existence despite its having grown to become an organisation with a reported 
resource base of $1,062.79 million as of April 19, 2010 [PPAF (2010)].

While the absence of an in-depth evaluation of PPAF is a serious handicap, a number 
of factors lend support to using it as one of the major vehicles for flood relief and 
rehabilitation work, not the least of which is the absence of any other credible organisation 
with the reach and capacity to deliver in a timely manner. Those factors include the large 
network of POs directly working at the grassroots level, with footprints in 127 districts 
across Pakistan; the model of participatory grassroots development through which COs have 
formed over the past 10 years of PPAF operations; the capacity and experience of the PPAF 
POs in appraising community needs as a necessary component of all development 
interventions; and PPAF’s experience in relief activities, especially after the October 2005 
earthquake in Azad Jammu and Kashmir and North-West Frontier Province (now Khyber 
Pakhtunkhwa).

PPAF’s experience in the 2005 earthquake, particularly in the relief phase, could 
prove useful in terms of ensuring the formation of an efficient logistical and operational 

11This section is based on PPAF’s Annual Report 2009 [PPAF (2010)] and personal interviews with PPAF 
staff. http://www.ppaf.org.pk/db/PPAF%20ANNUAL%20REPORT%202009.pdf

12The National Rural Support Programme (NRSP) is one of the larger partner organisations of the PPAF.
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edifice to provide planned relief activities to address the 2010 flood situation. PPAF has 
valuable experience in terms of networking with other governmental agencies and NGOs, 
including the armed forces, multilateral and bilateral donors, and specialised agencies.

PPAF can leverage these advantages. However, a number of factors need to be 
considered. First, there are significant gaps in the effective coverage of the PPAF POs at the 
grass roots. Overall coverage can be claimed in perhaps only a few districts. While the extent 
of coverage is difficult to assess, the PPAF POs do have a presence in the most affected areas. 
Second, the capacity and quality of COs through which the POs work also vary by region and 
type of interventions. Therefore, even where a large number of union councils are covered in 
a particular district, the quality of coverage varies with the type of PO (rural support 
programme, NGO, or microfinance institution), their maturity, and the duration of their 
partnership with PPAF, as well as with their overarching goals, mode of operations, and 
types of services delivered (whether infrastructure, health and education, microcredit, or any 
combination of these). It is important to note that PPAF at the implementation level is really 
the COs that its POs have set up. Third, the floods will likely diminish the capacity of the COs 
to be effective. Therefore, one must ascertain how many PPAF COs are presently active. 
Insofar as floods have destroyed infrastructure and displaced populations, the potential 
capacity of COs in the affected areas might have been badly affected.

Despite the above qualifiers, PPAF’s strengths position the institution to contribute in 
the national flood relief effort. This is manifested by its quick response in terms of resource 
mobilisation, networking with other partners (chiefly the army and the National Disaster 
Management Authority [NDMA]), and efficient strategising for provisioning relief goods 
and medical services.

Benazir Income Support Fund

In a meeting on August 27, 2010, the president of Pakistan directed that the 
partnership between BISP and NADRA (the National Database and Registration Authority) 
being used in the ongoing income support programme be used in a similar manner to provide 
necessary financial support to flood victims in various parts of the country. Under BISP, 
income support of 1,000 PKR per month is provided to deserving destitute women on the 
basis of verification of the computerised national identity card (CNIC) by the postal system 
and the banks. Under the president’s flood relief directive to BISP and NADRA, the 

13government intends to award 20,000 PKR ($232 dollars)  to each flood-affected family as 
compensation for their losses. The money will also be used to repair damages to their homes. 
The first installment of 5,000 PKR ($58) was to be disbursed before Eid ul Fitr (the Muslim 
holiday that marks the end of the fasting month of Ramadan), around September 10, 2010.

In order to meet the presidential directive, these agencies will have to surmount two 
obstacles. First, the task of registering the population affected by the floods is huge. 
Currently the task of registering the flood victims rests with the provincial governments. A 
large number of people are being registered at the flood relief camps established by the army 
and the government. However, an equally large number of people have not been able to reach 
the camps or have been denied space in them due to overcrowding. Second, initial reports in 
the newspapers indicate that a large percentage of persons affected by the floods do not 
possess CNIC cards. They were either not registered or have lost their cards along with their 

131 US dollar is equal to 86.2 Pakistan rupees.
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belongings in the flood. If the verification procedure through NADRA is similar to the 
procedure of BISP, the victims who do not possess a CNIC will be excluded. Unfortunately, 
the families who do not possess the CNIC are the poorest of the poor. As it waits for the listing 
of the flood victims, BISP is initiating support to the existing flood-affected beneficiaries of 
BISP by providing them the announced flood relief assistance of up to 20,000 PKR. They 
propose to expand this operation as the verified database becomes available.

Therefore, for the programme to function, priority needs to be given to the 
comprehensive listing of all flood victims. This listing exercise should be expanded to elicit 
basic socioeconomic information that can be used as a baseline to monitor the relief and 
rehabilitation effort.

Implementation Challenges

The above discussion of the institutions that are likely to be active in flood relief and 
rehabilitation has indicated some of the specific challenges that arise. In this subsection, we 
extend and generalise this discussion.

Difficulties of Flood Damage Restoration Projects

The internal rates of return for previous Pakistan flood damage restoration projects 
involving irrigation and other infrastructure investments, estimated by the Asian 
Development Bank have generally been low. Several lessons from the 1989-to-1993 
Pakistan Flood Damage Restoration Project may help Pakistan avoid low rates of return on 
such projects in response to the 2010 flood. In particular, a rush to implement the 1989–993 
project led to the inclusion of some unsustainable or economically/socially unjustifiable 
subprojects and to inefficient fund distribution. A clear set of criteria for subprojects in 
current rehabilitation efforts can help avoid the problem of poor subproject selection. 
Channeling disaster recovery funds through existing projects can result in faster and more 
flexible response. 

Moreover, beneficiaries were not consulted in any stage of the 1989–1993 project. 
There were no special efforts to promote employment of local people during implementation 
or arrangements for organising them for maintaining the restored facilities. Greater 
involvement of local people in design of subprojects and in their implementation and 
maintenance needs to be given priority. A long-term perspective to investment planning is 
also needed so as to build infrastructure and drainage systems that can minimise damage 
from future floods.

Lack of Coordination between the  Federal and Provincial Authorities

There has traditionally been a lack of coordination among institutions at the federal 
and provincial government levels in Pakistan. This has been evident historically in the 
sharing of federal revenues as well as the successive and long drawn out deliberations around 
the provincial finance awards, the issues around the sharing of the waters from the Indus 
River basin, and the lack of agreement on constructing the Kalabagh and other dams. 
Moreover, based on the experience following the earthquake of 2005 and evaluation of the 
earthquake response preparedness [Buttenheim (2009)], the provincial authorities have no 
or very little preparation to respond to the situation and are dependent on assistance from the 
armed forces and the federal government agencies. The National Disaster Risk Mitigation 
Plan indicates establishment of Provincial Disaster Management Authorities, but this plan 
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has yet to materialise. Apart from the province of Punjab, which has set up some mechanisms 
of disaster mitigation (in the form of the emergency telephone number, rescue 1122), the 
other provinces were unprepared to respond to the destruction brought by the floods. There is 
little proactive planning and timely access to early warning. In addition, there is an 
increasing lack of confidence and trust between the provinces. The provinces have already 
started showing their discontent over the distribution of funds as there is increasing demand 
from provinces, reported in the national newspapers, that the funds should be directly given 
to the provinces instead of being routed through the federal government.

Rapid Damage Assessment

Experience suggests that a realistic assessment of the damage is needed after the 
floodwaters recede. Relief efforts will need to address the myriad issues of displacement, the 
lack of food and healthcare, and the economic crisis that the entire country will be facing. 
These losses will escalate if not addressed quickly. In that light, it is imperative that damage 
assessments be conducted quickly and in a manner that builds ownership among the key 
stakeholders so that findings can be addressed effectively.

Channelling Funds

There is growing concern among the national and international community involved 
with the flood relief efforts about channeling funds for relief and rehabilitation in the most 
effective way. The United Nations and other key donors work directly as well as through the 
government (NDMA) and national and international NGOs. The World Bank and Asian 
Development Bank traditionally channel their resources through government ministries and 
line departments. While it is too early to assess in this case, the experience of the October 
2005 earthquake suggests that there is a need for a central pool of resources, administered by 
the government with representation from donors, semi-autonomous bodies (e.g., PPAF, rural 
support programmes, and so on), and the civil society, who should work in coordination to 
formulate and implement strategies for use of the funds and monitoring of progress. All 
funds should be subject to third-party audits to ensure transparency of the process.

Political Inconsistency

Backsliding on commitments or being inconsistent between policy and action can be 
a serious constraint on the effectiveness of any relief and rehabilitation measure. This 
historical issue of inconsistency between policy and implementation can pose serious 
challenges during the current crisis. The present government’s low level of ownership for the 
NDMA set up by the previous government is a case in point. The prime minister has 
expressed dissatisfaction in his public statements over the performance of NDMA and has 
recently announced establishing a parallel body called the National Disaster Management 
Committee with the same role and responsibilities as NDMA. This act is likely to have many 
implications in terms of duplication of activities, lower ownership on the part of both bodies, 
and confusion among the donors. Any such actions at this point can compromise the 
effectiveness of relief and rehabilitation efforts.

Capacity and Delivery Issues

Despite the several weeks’ warning downstream areas had after the floods struck the 
northern areas of Khyber Pakhtunkhwa, the provinces were ill equipped to protect the 
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population with the basic necessities like shelter and food. Several weeks after the floods, the 
lack of transportation facilities, sufficient supplies like tents, and knowledge and 
information about disaster mitigation continued to be major constraints. 

Disaster response employs multiple disciplines, such as developing competent in-
country education programmes aligned with internationally accepted standards [NDMA 
(2010)]. Operational contingency planning must, therefore, be refined in disaster-vulnerable 
districts. Disaster response agencies have their strengths and weaknesses. In disaster-prone 
countries like Pakistan, it is imperative to develop basic disaster risk mitigation knowledge 
and skills not only among the policy-makers and implementation groups but also among 
members of the at-risk communities. 

Enhancement such knowledge and skills among the current generation’s students is 
also pertinent in enabling future generations to deal with disaster risk problems [NDMA 
(2010)]. Training and education should involve orientation about disaster risks and 
vulnerabilities, skill development on risk assessment, vulnerability reduction, hazard 
mitigation, and emergency response management [NDMA (2010)]. Specialised training in 
areas of response, such as search and rescue, first aid, fire fighting, evacuation, camp 
management, and relief distribution will also be necessary [NDMA (2010)]. Considering the 
importance of media, NDMA and the provincial disaster management authorities need to 
establish partnerships with electronic and print media and develop awareness of media 
personnel.

Lack of Early Warning Systems

Pakistan needs to establish and strengthen early warning system mechanisms to 
ensure appropriate responses to recurring natural disasters like the recent flood. This will 
include bringing together the latest technologies that provide early warnings (these already 
exist within Pakistan’s national space research agency, the Space and Upper Atmosphere 
Research Commission) and acquiring adequate scientific training to monitor such situations 
and disseminate timely information so that hazards can be met with preparation. Such 
systems have the potential to contribute significantly to reduce disaster losses.

Mainstreaming Concerns for Women and Children

Initial reports in the national newspapers indicate that women and children were the 
worst affected demographic during the recent floods in Pakistan. Traditionally, the needs of 
this most vulnerable section of society are overlooked in countries like Pakistan. Ignoring 
gender aspects in disaster response, recovery, and preparedness is likely to result in 
worsening existing poverty and inequality levels. It is imperative that the assessments and 
the programs developed for rehabilitation of flood victims are gender sensitive and aim at de-
intensifying the existing political, social, and economic inequalities faced by women 
[NDMA (2010)]. In spite of the devastation that they cause, natural disasters provide 
opportunities for social and economic change. Women can be empowered as equal 
stakeholders to act as key resources before, during, and after disasters to reduce deaths, 
restore the household economy, and reduce the breakdown of social safety nets.

5. CONCLUSION

The experience of recovery from previous natural disasters in Pakistan and 
throughout South Asia offers numerous insights and lessons that may be applicable to the 
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post-2010 Pakistan flood rehabilitation and recovery efforts. We have grouped these lessons 
into four broad categories: market and trade policies; institutional framework and sources of 
financing; livelihood support programmes and welfare transfers; and rehabilitation of 
agriculture and infrastructure.

Under clear, transparent, and consistent policy with adequate price incentives, 
private trade and imports can substantially contribute to the country’s postdisaster recovery. 
Restoration of private trade (and even promotion of expansion of trade) can enhance both 
price stability and food security. It can do so more effectively and at far less cost than 
government-led or international organisation-led efforts, particularly in the post-disaster 
rehabilitation phase.

There is a need for a strong institutional framework to coordinate the large-scale 
disaster response. Long-term and short-term goals need to be accounted for and integrated 
into this comprehensive post-disaster response framework. Involvement of all affected 
stakeholders in the policy formulation is important to ensure representation and 
participation. The experience in Bangladesh suggests that financing of recovery efforts 
through existing projects and delivery mechanisms enables a faster and more flexible 
response.

Recovery efforts should include support for livelihood security programmes. In the 
immediate aftermath of the floods, a provision of compensation based on loss of livelihoods 
might be necessary to assist affected groups. Stakeholders and vulnerable groups should be 
included in the recovery efforts in a variety of ways ranging from participation in the 
rehabilitation plan formulation to inclusion in temporary work schemes related to the relief 
and reconstruction efforts. Alternative strategies for the poor to cope with loss of income 
need to be examined in order to avoid high and unsustainable indebtedness of households, 
resulting from the flooding.

There are opportunities for not only restoring infrastructure facilities but also 
upgrading them to enhance flood resistance. In addition, the rapid resumption of normal 
agricultural activities is vital for the country’s recovery. Therefore, provision of inputs to 
affected smallholders is essential.

Finally, it is important to establish and strengthen disaster response capability so that 
the country can better respond to recurring natural disasters. Emergency early warning 
system mechanisms have the potential to substantially reduce casualties and economic 
losses from disasters, and they need to be strengthened. Likewise, the lessons learned from 
the relief and rehabilitation response to the 2010 floods should be incorporated in 
contingency plans for future natural disasters.
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Challenges for Youth Employment in Pakistan:
Are They Youth-Specific?

XIAOHUI HOU

This paper analyses the patterns of and the challenges for youth employment in Pakistan, and 
examines whether these challenges are youth-specific. Using the 2005-2006 Labour Force Survey 
(LFS), the analysis includes determinants of unemployment, determinants of working in the 
formal sector, rate of return on education, and determinants of working hours. The paper finds that 
many of the challenges to youth employment in Pakistan are not youth-specific. Policies should 
thus emphasise broader labour market reforms, even in the context of tackling youth employment 
issues. Still, some challenges are youth-specific, such as a higher youth unemployment rate and 
insufficient returns to better-educated youth. To address these challenges, more youth-specific 
interventions are needed.

JEL classification: J13, D01, O12
Keywords: Youth Employment, Labour Market, Poverty, Pakistan.

1.   INTRODUCTION

Youth employment is a challenging issue in many developing and transitional 
countries [Kolev and Saget (2005)]. The youth unemployment rate is usually two times to 
three times that of the adult unemployment rate. And this figure is probably an underestimate 
because it normally does not account for those who are “discouraged” in seeking work and 
remain “inactive” (neither in school nor in the labour market).  For those employed, young 
people also suffer disproportionally from decent work deficit, measured in terms of working 
poverty and status in employment. The ILO (2010) shows that young people have a higher 
likelihood than adults of being among the working poor  (with per capita expenditure below 
$1.25 a day), as the share of working poor youth in total youth employment was 28.1 percent 
in 2008. 

To increase the awareness of and to stimulate more interventions around youth 
issues, the 2007 World Development Report [The World Bank Group (2007)] summarises 
the challenges to youth and stresses the necessity of investing in youth in developing 
countries, especially smoothing the transition from school to work and creating more 
opportunities for youth employment. However, before formal intervention plans are 
developed, a diagnostic analysis of the overall labour market, and specifically the youth 
labour market, should be carried out.   

In the case of Pakistan, there is a growing recognition of the political urgency to 
respond to the challenges of youth employment. The challenges are multi-faceted. The 
transition from school to the labour market is not smooth; the youth unemployment rate is 
higher than the adult unemployment rate; many young people work as unpaid family 
workers, own-account, or casual wage workers; and due to cultural and other reasons, female 
youth are in worse shape than their male counterparts on various employment dimensions. 
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However, an analysis of youth employment cannot be separated from the overall 
labour market analysis. Pakistan has a unique labour market, and many characteristics of the 
youth labour market are present in the general labour market as well. Thus, to understand the 
challenges in the youth labour market, one must first know whether these challenges are 
youth-specific. Understanding these questions can better guide the policy-makers to allocate 
limited resources to youth-specific interventions or to interventions with a much broader 
target.   

The objectives of this paper are to analyse the patterns and the challenges of youth 
employment in Pakistan and to determine whether these challenges are youth-specific. This 
paper uses the 2005-2006 Labour Force Survey (LFS), and the analysis covers various 
dimensions in the labour market, including determinants of unemployment, determinants of 

1working in the formal sector,  rate of return on education, and determinants of working 
hours.

I find that many of the challenges to youth employment in Pakistan are not youth-
specific. This suggests that policies should emphasise a broader labour market reform, even 
in the context of tackling youth employment issues. Still, some challenges are youth-
specific, such as the high unemployment rate and insufficient returns to better-educated 
youth. For these challenges, more youth-specific interventions are needed. Having said that, 
the policy-makers also need to consider the long term returns of youth labour market 
policies, and the fact that problems at an early career-stage tend to replicate themselves later 
on. Thus, from these perspectives, even if many of the labour market challenges facing youth 
are not different from those facing adults, there are still reasons for dedicated youth 
employment policies. 

The paper is organised as follows. Section 2 describes the data and the key variables 
used in the paper. Section 3 presents youth labour market trends and compares the key 
dimensions of youth employment and adult employment. Section 4 analyses the 
determinants of youth activities, and Section 5 analyses the difference between youth and 
adults on characteristics associated with being unemployed and working in the formal sector. 
Section 6 presents the empirical results on rate of return on education for both youth and 
adults, and Section 7 explores the determinants of total hours worked. Section 8 concludes.  

2.   DATA 

The main analysis uses the Labour Force Survey (LFS) data from 2005-2006. Earlier 
rounds are also used for the trend analysis. The LFS is planned to be conducted every two 
years, but the actual frequency varies. The LFS collects a set of information on various 
dimensions of a country’s civilian labour force, including socio-demographic 
characteristics, such as age, sex, marital status, level of education, current school enrollment, 
migration status, and employment information. Each round of the LFS consists of all urban 

2and rural areas of all provinces defined in the Population Census.   In this paper, a “youth” is 
defined as someone between 15 and 24 years of age, and an “adult” as someone between 25 
and 65 years of age. Definitions of the key variables used are in the Appendix 1 and the 
descriptive analysis is presented in Appendix 2. 
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1The formal sector defined here is based on status in employment, i.e. salaried workers and employers. 
Similarly, the informal sector consists workers who are unpaid family worker and own-account workers. 

2Some rounds exclude Azad Jammu, Kashmir, North Areas, Federally Administered Tribal Area (FATA), 
military restricted areas, and protected areas of Khyber Pakhtunkhwa. The population of the excluded areas 
constitutes about 3 percent of the population. 
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Fig.1. Trends in Schooling, Employment, and Unemployment of 
Male and Female Youth in Pakistan, 1992-2000
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3.   YOUTH LABOUR MARKET TRENDS AND A STATIC COMPARISON OF 
YOUTH EMPLOYMENT AND ADULT EMPLOYMENT  

3.1.    The Trend of Youth Activities in Pakistan, 
          from 1992 to 2006

In principle, youth can engage in any of the following activities: work and go to 
3school; work only; go to school only; be unemployed; or be inactive.  Figure 1 presents the 

trend of these five activities for male and female youth in both urban and rural areas. Overall, 
the activity trends for both male and female youth are similar; however, a higher percentage 
of youth work in the rural areas than in the urban area. In both urban and rural areas between 
1992-1993 and 2005-2006, male youth were more likely to choose to work rather than to 
continue their education. One possible reason is that economic growth generated more job 
opportunities for youth, especially in fields that do not require higher education; thus there 
were no strong incentives for youth to pursue relatively higher education. 
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3Inactiveness means that youth do not participate in the labour force or enrolled in school. However, 
inactive youth might engage in many domestic activities. This is especially the case for female youth.
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Male 
Youth

Male 
Adults

Female
Routh

Female
Adults

LFP Rate and 
Unemployment Rate
LFP Rate 73% 95% 18% 22%
Unemployment Rate 8% 3% 10% 9%

Employment Status in 
the Urban Area
Employer 0% 3% 0% 0%
Own-account Workers 20% 39% 18% 21%
Unpaid-family Workers 22% 7% 26% 17%
Salaried Workers 33% 37% 32% 40%
Casual Workers 26% 15% 24% 22%

Employment Status 
in the Rural Areas

  

Employer 0%
 

0%
 

0% 0%
Own-account Workers 20%

 
54%

 
9% 16%

Unpaid-family Workers 47%
 

12%
 

71% 68%
Salaried Workers 12%

 
18%

 
6% 5%

Casual Workers 21%
 

15%
 

15% 11%
Industry Allocation

Agriculture 37% 35% 61% 73%
Manufacturing 18% 12% 23% 11%
Construction 9% 7% 1% 0%
Wholesale and Retail 18% 18% 2% 2%
Transportation 7% 8% 0% 0%
Services 11% 17% 13% 13%
Other 1% 3% 0% 0%

Hours Worked  and Earnings 
in the Previous Work 
Hours Worked (Hours) 49.95 51.97 34.55 35.06
Earning per Week (Rs) 856.00 1501.17 571.88 949.99

Note: 1. weighted data are used. 

In both rural and urban areas, the percentage of unemployed male youth reached its 
4peak in 2001-2002.  This is consistent with the economy dynamic: in 2001-2002 a severe 

drought and a devastating earthquake hit the economy badly, but by 2003 the economy had 
recovered and grew quite rapidly until 2006. The trend for female youth activities in the rural 
areas is more dynamic than that in the urban areas. In the rural areas, female youth 
employment rate decreased from 1992-1993 to 1998-1999, but then steadily increased. The 
school enrollment rate also increased, accompanied by a sharp decline in the rate of 
“inactivity”. These findings are consistent with earlier analysis on youth vulnerability in 
Pakistan [Sparreboom and Shahnaz (2007)]. Among youth workers, the trends in status in 

5employment and industry share are quite stable.  

3.2.  Youth Employment and Adult Employment Compared

In this section, I use the latest LFS data 2005-2006 and compare youth employment 
and adult employment by labour force participation (LFP) rate, unemployment rate, 
employment status, and industry allocation (Table1). 
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4 Note that the percentage of unemployed youth is different from the unemployment rate for youth. The 
former uses all youth as the denominator while the latter uses all youth in the labour force as the denominator. 

5Tables are available from the author upon request.

Table 1

A Static Comparison between Youth Labour and Adult Labour, 2005-2006



The LFP rate for male youth is significantly less than that for male adults. However, 
the male youth unemployment is almost triple the male adult unemployment rate. This is not 
particular to Pakistan, but very common in many developing countries and developed world 
[ILO (2010)]. The overall LFP rate for women is very low, reflecting the fact that women are 
discouraged from participating in the labour force. The unemployment rate is high for both 
female youth and female adults, roughly 10 percent. The reasons are complex. Culturally, 
women’s mobility is restricted; historically, many jobs have been fulfilled by men, even 
those which are more likely to be performed by women (such as housekeeping) in other 
countries. Women are usually less educated thus skill mis-match also plays some role for the 
low labour force participation rate. 

In terms of status in employment, more adults than youth are salaried workers,  
employers,  or own-account workers. There are two possible reasons. First, adults are more 
competitive in the formal job market, and second, many youth begin their careers in the 
informal sector (as unpaid family workers, for example) and then gradually become own-
account or salaried workers as they get older. Little difference exists in their industry 
allocations between youth and adult workers, except that male youth are more likely to be in 
the manufacturing sector while male adults are more likely to be in the service sector.  

4.  YOUTH EDUCATION AND EMPLOYMENT DECISIONS 

4.1.   Methods 

Youth face a decision whether to continue their education, join the labour force, or 
stay inactive. A rational decision depends on many factors, including the marginal utility to 
the household of youth continuing in school, working, or staying inactive, the income 
constraints, time constraints, and outside opportunities for youth to work. The theoretical 
model of education and employment decisions has been substantively discussed in the child 

6labour literature  [Bhalotra and Heady (2003);  Edmonds (2007)]. In this paper I adapt the 
reduced form for the youth education and employment decisions. 

Y(EW, E, W, H) = F (age, sex, X),  (1) 

where Y is the decision, EW is both in the labour force and in school,  E is in school, W is in 
the labour force, and H is inactive; HH is household demographic information, and X is the 

7vector of  variables including individual and household characteristics.
The four choices can be sequential or simultaneous. For example, youth can choose 

whether to go to school, then choose whether to join the labour force or stay inactive. 
Alternatively the choices can be made simultaneously. Because the order of the decisions is 
subjective in a sequential model, this paper uses a simultaneous model—i.e., a multinomial 
logit model—to understand which factors are significant in contributing to youth activity 
decisions [Ersado (2005)]. Four choices (to be both in labour force and in school; in school; 
in labour force; and inactive) are estimated, with school as the base outcome [Green (2003)]. 

... ... ... ... ... ...
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6The term of “child labour” is commonly used in the context of economic activity by children (aged less 
than 15), while “youth” refers to those age 15-24.

7The author would like to control for the consumption or income variable, but LFS does not contain the 
consumption module and only reports the earnings for paid employees. Thus, the income variable is not usable since 
it only captures part of the household income. I controlled for household head education, which is positively 
correlated with income and expenditures both in magnitude and significance.
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Pr(activity=j )  =         ’  j = 0, 1 , 2, 3, 

where j=0 is in school,  j=1 is in school and in labour force, j=2 is in labour force, and j=3 is 
staying inactive. The relative risk ratios (RRR) are presented.   

4.2.   Results

Table 2 presents the results for male youth and female youth activity decisions. Two 
of the findings are common for male and female youth. First, household head’s education 
and employment status play a significant role in determining youth activity decisions. Youth 
in a family with a better-educated head and/or employed head (in either the agricultural 
sector or the non-agricultural sector) are more likely to be in school and less likely to be in the 
labour force or be inactive. Second, the ratio of working individuals to non-working 
individuals in a household has a significant and positive effect on youth’s activity decisions, 
both in statistics and in magnitude. This ratio reflects two specific effects: the income effect 
and the network effect. The network effect in this context refers to youth who are exposed to 

8greater job opportunities if there are more employed individuals in the family.  Since the 
income effect is the opposite of the network effect (a wealthier family is more likely to keep 
youth in school), this finding suggests that the network effect outweighs the income effect 
and the family network can be instrumental in helping youth to find a job and start to work. 
This finding is consistent with findings from the Pakistan Investment Climate Assessment 
(PICA) survey that about 50 percent of firms hire employees through a network of family or 
friends [ Hou (2008)].

The male youth decision model also shows that older and married male youth are 
more likely to work. Male youth in families with more young children (0-5 or 6-14 years old) 
or female youth (15-24 years old) are more likely to work. On the contrary, male youth in a 
family with more adults or more male youth (15-24 years old) are more likely to be in school. 
This finding suggests that households tend to put male youth to work when there are younger 
children or more girls in the same age range. 

The female decision model shows that the majority of female youth remain inactive, 
neither in the labour force nor in school. Older and married female youth are less likely to be 
in school than their younger and unmarried counterparts. Household demographic structure 
plays an important role in determining the activities of female youth. Female youth in 
families that have more young children (0-5 or 6-14 years old) are more likely to be in the 
labour force or to stay inactive; female youth in families that have more men in the same age 
range (15-24 years old) are less likely to be in the labour force and more likely to be inactive; 
female youth in families that have more older men and women are more likely to be in 
school. This finding implies that female youth are less likely to be in school when domestic 
needs increase (such as caring for young children) and there are fewer substitutes (such as 
older women). 

In summary, the analysis shows that in addition to age and sex, some household 
characteristics are highly correlated with the youth activity decision. Among them, 
education of household head, household demographic structure, and the ratio of working to 
non-working individuals are very important determinants.
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8The Investment Climate Assessment Survey also shows that firms hire through “family or friends” more 
frequently.



Male Youth Female Youth
In School 
and LF

In LF Inactive
In School 
and LF

In LF Inactive

Age 0.94 2.19*** 0.98 1.78 2.11*** 1.77***
[0.23] [0.27] [0.22] [0.96] [0.38] [0.24]

Married 1.5 3.61*** 5.54*** 1.51 11.26*** 26.37***
[0.39] [0.52] [1.05] [0.86] [2.19] [4.86]

Household Head
Educ. (Middle and below) 0.93 0.56*** 0.65*** 1.29 0.43*** 0.39***

[0.10] [0.03] [0.07] [0.32] [0.03] [0.02]
Educ. (Matric and above) 1.14 0.17*** 0.28*** 0.73 0.18*** 0.13***

[0.12] [0.01] [0.03] [0.19] [0.02] [0.01]
Married 1.57** 1.15* 0.97 1.21 1.31** 0.87

[0.28] [0.10] [0.15] [0.43] [0.17] [0.08]
Female 0.89 0.43*** 0.73 0.6 0.46*** 0.44***

[0.28] [0.06] [0.21] [0.31] [0.10] [0.07]
Female and Married 0.71 0.52*** 0.72 0.43 0.78 0.82

[0.26] [0.09] [0.25] [0.31] [0.19] [0.15]
Employed (in Agricultural 
Sector)

0.66*** 0.44*** 0.57*** 0.23*** 0.65*** 1.07
[0.10] [0.03] [0.08] [0.09] [0.07] [0.09]

Employed (in Non-
agricultural Sector)

0.56*** 0.52*** 0.68*** 0.47*** 0.43*** 0.87**
[0.08] [0.03]

 
[0.08] [0.13] [0.04] [0.06]

Migration within Past 10 
Years

0.83 1.13 1.08 0.82 0.82 1.1
[0.19] [0.12] [0.24] [0.43] [0.12] [0.13]

No. of Members, 0-5, Female 1.34*** 1.39*** 1.19*** 1.37* 1.80*** 1.32***
[0.07] [0.04] [0.06] [0.23] [0.08] [0.05]

No. of Members, 0-5, Male 1.53*** 1.41*** 1.22*** 1.54*** 1.78*** 1.33***
[0.08] [0.04] [0.06] [0.24] [0.08] [0.05]

No. of Members, 6-14, 
Female

1.47*** 1.35*** 0.99 1.50*** 1.46*** 1.07***
[0.06] [0.03] [0.04] [0.14] [0.04] [0.02]

No. of Members, 6-14, Male 1.27*** 1.33*** 1.19*** 1.15 1.44*** 1.19***
[0.05] [0.03] [0.05] [0.12] [0.04] [0.03]

No. of Members, 15-24, 
Female

1.23*** 1.14*** 0.85*** 1.17 1.14*** 0.92***
[0.05] [0.02] [0.04] [0.11] [0.04] [0.02]

No. of Members, 15-24, 
Male

0.71*** 0.80*** 1.11*** 0.67*** 0.68*** 1.05**
[0.03] [0.02] [0.04] [0.07] [0.02] [0.02]

No. of Members, 25-65, 
Female

1 0.87*** 0.86** 0.91 0.76*** 0.82***
[0.07] [0.03] [0.06] [0.15] [0.04] [0.03]

No. of Members, 25-65, 
Male

0.56*** 0.58*** 0.96 0.39*** 0.54*** 0.92**
[0.04] [0.02] [0.05] [0.07] [0.03] [0.03]

No. of Members, 66+ 0.84 0.71*** 0.97 0.89 0.79*** 0.85***
[0.09] [0.04] [0.09] [0.20] [0.06] [0.05]

No. Work / No. Non-work 44.22*** 34.94*** 3.82*** 20.99*** 22.04*** 2.05***
[3.93] [2.86] [0.57] [2.46] [1.97] [0.17]

Urban 0.78*** 0.70*** 0.53*** 0.55*** 0.44*** 0.38***
Number of Observations 22392 22392 22392 21262 21262 21262

Table 2

Determinants of Youth Activity Decisions

Note: 1. Variables included but not reported: age squared, province dummies; 2. Standard errors are in brackets; 
          3. *** p<0.01, ** p<0.05, * p<0.1
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5.   WHO IS MORE LIKELY TO BE UNEMPLOYED 
AND TO BE A FORMAL WORKER? 

5.1.   Methods

This paper uses a two-part model to understand the likelihood of being unemployed 
and being a formal worker, if employed. This multiple-part model has been widely used in 
the health economics literature [Duan and Chau (1987); Manning and Newhouse, et al. 
(1987); Ruiz and Amaya, et al. (2007)]. In this paper, the two-part model separates the 
process into two stages, with the first being unemployed and the second being a formal 
worker, if employed.  

Part I uses a LOGIT model to estimate the likelihood of being unemployed: 

Prob[unemployed=1 | labour market participation=1] = α + β X+ ε  , ... (2) 1 1 1

where β  is a vector of coefficients and X represents a set of independent variables. 1

Part II also uses a LOGIT model: 

Prob[formal worker=1 | unemployed=0]   =  α + β X+ ε  , ... ... ... (3)2 2 2

where β  is a vector of coefficients and X represents a set of independent variables. The 2

2respective error terms are symbolised by ε  and ε . It is assumed that E(ε ) = E(ε ) = 0. 1 2 1

5.2.   Characteristics Associated with Unemployment

The most striking finding is that, for male youth, the higher the level of education, the 
greater the likelihood of being unemployed (Table 3). Compared with male youth without 
any formal education, the likelihood of being unemployed is 1.74 times greater for male 
youth with a matric degree (equivalent to a high school diploma), 2.2 times greater for male 
youth with an inter degree (higher than matric but less than a bachelor’s degree), and 3.37 
times greater for male youth with a bachelor’s degree or above. This could be skill-mismatch 
between demand and supply. For example, better-educated male youth are more likely to 
seek job opportunities that require a higher level of skills, but such opportunities are rare for 
youth in Pakistan, Thus, over time, the probability of being unemployed is higher for better-
educated youth. It could also because youth has unrealistic expectations of jobs. This pattern 
is very different from that in developed countries, where the youth unemployment rate falls 
as the level of education rises [Nickell (1996); Nickell (1996); O´Higgins (1997)]. 

Yet this pattern is unique to male youth. Education is not an important factor in 
determining unemployment for male adults because none of the educational variables are 
significant in the regression. There are at least two possible explanations for this youth-
specific pattern. First, economic pressures might make it necessary for adults with higher 
levels of education to accept jobs with fewer educational requirements.  Second, because 
there is less demand for individuals with higher education, adults are more likely than youth 
with a similar education level to get the job, largely because adults are more experienced. 
However, the pattern for female adults is different. Female adults with inter or higher degrees 
are less likely than their male counterparts to be unemployed. 

There are some regional variations in youth unemployment and adult 
unemployment. The patterns are not identical but are very similar for youth and adults within 
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Table 3

Characteristics Associated with Unemployment

Male Female

Youth Adults Youth Adults

Age 1.19 0.77 1.39 0.75

[0.97] [12.08]*** [0.87] [8.35]***
Age Squared 0.99 1 0.99 1

[1.56] [14.32]*** [1.10] [10.56]***

Married 0.37 0.2 1.48 0.67

[8.09]*** [19.88]*** [2.14]** [3.46]***

Had Training 1.17 0.84 1.42 1
[0.75] [0.79] [1.02] [0.00]

Education (No Formal 
Education as Comparison)

Below Primary Education 1.24 0.89 1.19 0.8

[1.54] [0.72] [0.52] [0.62]
Primary Education 1.27 1.01 1.33 0.79

[2.56]** [0.06] [1.38] [1.15]

Middle 1.07 1.05 1.19 1.52

[0.66]
 

[0.46] [0.65] [1.61]
Matric 1.74

 
1.06 1.42 1.04

[5.74]***
 

[0.65] [1.67]* [0.22]

Inter 2.2
 

1.23 1.15 0.58

[5.56]***
 

[1.70]* [0.55] [2.05]**
Bachelor or Above 3.37

 
1.06 1.03 0.66

[7.12]***
 

[0.50] [0.09] [2.23]**

Migration within Past 10 Years 1.28
 

2.14 1.45 0.64

[1.72]*
 

[7.64]*** [1.38] [1.71]*
Household Size 0.89 0.97 0.93 0.97

[11.12]*** [3.87]*** [3.94]*** [2.47]**

No. Employed / No. not Employed 0.02 0.06 0.03 0.07

[28.06]*** [20.58]*** [15.22]*** [17.55]***
Urban 1.44 1.24 1.28 1.96

[5.76]*** [3.28]*** [1.69]* [6.21]***
Provinces 
(Punjab as Comparison Group)

Sindh 0.54 0.69 1.15 1.28
[7.60]*** [4.52]*** [0.69] [1.74]*

Khyber Pakhtunkhwa 0.81 1.52 3.09 3.37

[2.52]** [5.56]*** [6.95]*** [10.69]***

Balochistan 0.54 0.4 0.85 1.39

[5.17]*** [6.28]*** [0.51] [1.55]
Number of Observations 15584 34716 3213 7073
Note:1. Absolute value of z statistics in brackets.

2. * significant at 10 percent; ** significant at 5 percent; *** significant at 1 percent.
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each gender. In contrast, the gender difference is much bigger than the youth-adult 
difference. This gender difference has deep social historical roots. The prevailing traditional 
cultural restrictions on women in Pakistan [Amin (1995); Hakim and Aziz (1998)] have 
affected many aspects of women’s life including mobility, marriage, education and 
employment. However, with economic growth and efforts to empower women in recent 
years, women’s roles have improved both within and outside of households. More women 
are getting education and are more involved in their employment decisions, but efforts are 
still needed for significant changes in labour market outcome indicators.  

The analysis does not control for the remittance due to data limitations. However, it 
has to be acknowledged that remittance plays important roles in Pakistan’s economy and 
labour market [Adam (1998)] . The current contribution of foreign remittances is more than 4 
percent of GDP [Ahmed and Sugiyarto, et al. (2010)] and evidence shows increased 
investment in productive assets among households receiving remittances [Arif (2009)]. 
Literature also show that the migrants to Gulf countries are more of young people with 
higher education because of the expected higher returns in working in foreign countries [Arif 
(2009]. However, when examining the effect of migration within the country, I find that on 
average both adult male and youth male in these households have higher unemployment 
probability. On the contrary, the unemployment likelihood for female adults is decreased, 
probably due to more employment opportunities in the urban areas if assuming direction of 
domestic migration is more from rural to urban areas.

Other household characteristics are also significant in determining unemployment 
likelihood and the effects are quite similar for youth and adults. Individuals in a household 
with more employed members are less likely to be unemployed. Though there could be many 
confounding factors, the larger network with more employed family members and relatives 
could help unemployed youth and adults find jobs. 

5.3.   Characteristics Associated with Working in the Formal Sector

This section compares the characteristics associated with working in the formal 
sector for youth and adults of each gender, respectively. Pakistan’s informal sector is large. 
As specified in the previous section, the informal sector consists of workers who are self-
identified as unpaid family workers, own-account workers, or casual wage workers. Formal 
sector workers consist of workers who are self-identified as salaried employees or 
employers. Eighteen percent of youth and 27 percent of adults are employed in the formal 
sector. 

The variables that are significantly associated with working in the formal sector are 
similar for youth and adults (Table 4). Education plays an important role for all groups. 
However, the likelihood of being employed in the formal sector is much greater for male 
adults than for male youth with the same level of education. Similar patterns are also found 
between female youth and female adults. This finding suggests that it might take youth with 
higher education quite some time to find a job in the formal sector; before that, these youth 
have to work in the informal sector. Better-educated females are more likely to be employed 
in the formal sector than their male counterparts. This is true for both youth and adults. 

Another important set of variables in determining employment in the formal sector is 
the status in employment of other household members, and these effects are very similar 
across the four groups. An individual seeking work in the formal sector who has family 
members employed in the formal sector has a higher probability of working in the formal 
sector. This is again because of the network effect of family.  However, these variables might 
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Table 4

Characteristics Associated with Being a Worker in the Formal Sector

Male Female
Youth Adults Youth Adults

Age 1.11 1.18 0.94 1.16
[0.72] [13.34]*** [0.14] [3.18]***

Age Squared 1 1 1 1
[0.30] [13.54]*** [0.18] [3.01]***

Married 1.01 1.06 0.93 0.9
[0.09] [1.22] [0.33] [0.85]

Had Training 1.71 1.55 1.18 1.29
[2.92]*** [4.86]*** [0.46] [0.74]

Education (No Formal 
Education as Comparison)

Below Primary Education 1.02 1.28 0.36 1.16
[0.14] [3.17]*** [1.63] [0.42]

Primary Education 1.02 1.26 0.6 0.71
[0.22] [4.87]*** [1.70]* [1.55]

Middle 0.93 1.83 1.08 1.01
[0.88] [12.45]*** [0.26] [0.04]

Matric 1.24 2.64 4.16 6.44
[2.76]*** [22.31]*** [6.36]*** [10.81]***

Inter 1.84 3.75 7.37 9.1
[5.28]***

 
[23.73]*** [7.59]*** [10.16]***

Bachelor’s or Higher 2.38
 

6.04 12.61 17.3
[5.91]***

 
[35.62]*** [8.69]*** [15.60]***

In Agricultural Sector 0.13
 

0.1 0.02 0.01
[20.85]***

 
[39.19]*** [7.30]*** [13.73]***

Number of other Family 
Members are Employer

0.63
 

[2.50]**
 0.55

[4.56]***
1.15

[0.31]
0.29

[3.74]***
Own-account Workers 0.74

 
0.87 0.63 0.61

[7.45]***
 

[5.21]*** [4.20]*** [5.26]***
Unpaid Family Workers 0.83

 
0.63 0.69 0.69

[5.48]***
 

[17.63]*** [3.77]*** [4.50]***
Salaried Workers 2.67 2 1.53 1.59

[28.00]*** [29.38]*** [4.63]*** [6.42]***
Casual Wage Workers 0.67 0.84 0.58 0.68

[10.89]*** [6.84]*** [5.42]*** [4.33]***
Migration within 
Past 10 Years

1.5
[3.62]***

1.4
[5.86]***

1.73
[1.80]*

1.56
[2.16]**

Household Size 0.96 0.97 1.05 1
[4.15]*** [5.06]*** [1.50] [0.23]

Urban 1.15 0.76 1.04 1.06
[2.51]** [8.63]*** [0.24] [0.48]

Provinces 
(Punjab as Comparison Group)

Sindh 0.89 1.29 1.91 1.21
[1.97]** [7.21]*** [2.91]*** [1.21]

Khayber Pakhtunkhwa 0.68 1.22 2.25 1.64
[4.86]*** [4.50]*** [3.49]*** [2.93]***

Balochistan 0.6 1.65 2.25 2.68
[5.02]*** [10.54]*** [1.91]* [3.17]***

Number of Observations 14579 34403 3087 6805
Note:1. Absolute value of z statistics in brackets..

2. * significant at 10 percent; ** significant at 5 percent; *** significant at 1 percent.
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be correlated with other unobserved characteristics; thus the estimation is subject to the 
omitted-variable bias. 

In summary, the variables that determine youth employment in the formal sector are 
not very specific to youth, except for education. There are two main points. First, it is very 
likely that better-educated youth will begin working in the informal sector and then move to 
the formal sector, given the different findings for youth and adults. Second, although in 
general the labour market does reward workers with better education by placing them in the 
formal sector, the reward is not very linear. There is little difference in the probability of 
working in the formal sector between individuals with middle or primary school education 
and individuals with no formal education. This is especially true for youth. 

6.   RETURN ON EDUCATION  

6.1.   Method

This study follows the standard human capital earnings function developed by 
Mincer : 

... ... ... ... (4)

where ln y is the log of weekly earnings, s is schooling, X is a vector of other characteristics 
that might influence the earnings, and u is a residual with zero mean. Various methods have 
been developed to address the selection bias and the endogeneity issues in the estimation of 
the rate of return on education [Griliches (1977, 1979)], and many have been applied to 
studies in developed countries. Since the objective of this section is to compare  the rate of 
return for adults and youth, this paper uses the simplest method, the ordinary least squares 
(OLS). Thus, the interpretation should not be focused on the absolute return on education for 
youth and adults, but rather on the comparison of the two. It should also be noted that the 
sample is restricted to wage employees (salaried workers and casual wage workers) because 
LFS only reports earnings for wage employees. Since only levels of education are reported, 
the rate of return on education is level-based rather than year-based. 

6.2.   Results

In general, the rate of return on education significantly and progressively increases 
with higher levels of education (Table 5). This is consistent with the finding from Aslam 
(2009), which shows the return to an additional year of schooling ranges from 7 to 11 percent 

9for men and from 13 to 18 percent for women.  The finding is also similar to that in Kingdon 
and Soderbom (2008), which shows that conditional on occupation, education consistently 

10and substantially raises earnings.  However, the analysis also reveals three additional 
points. 

First, there is no significant difference in earnings between youth with primary 
education and youth without any formal education. This is also true for female adults, but not 
for male adults. This implies that the labour market might not sufficiently reward individuals 
with limited education in these disadvantaged groups. This could have the devastating 

9The author used the Pakistan Integrated Household Survey (PIHS) data, and the sample was restricted to 
wage and salaried employee. 

10The authors also use the PIHS data and broaden the analysis to wage, self-employed, and agricultural 
workers.
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Table 5

Rate of Return on Education

consequence that some families might be reluctant to send their children to school if they 
perceive that completion of primary education would not increase their future earnings 
prospects. 

Second, it seems that the return on education is compounded with experience (or 
age). This conclusion comes from the comparison of rate of return on education between 
youth and adults, for males and females respectively. Coefficients at all education levels are 
significantly higher for adults than for youth, and such differences increase with the level of 
education.

Male Female

Youth Adults Youth Adults

Age 0.28 0.06 –0.12 0.06

[6.44]*** [13.04]*** [0.82] [3.95]***

Age Squared –0.01 0 0 0

[5.28]*** [10.98]*** [1.01] [3.07]***

Married –0.01 0.12 –0.03 0.06

[0.57] [7.11]*** [0.39] [1.49]

Education (No Formal
Education as Comparison)

Below Primary Education 0.02 0.1 –0.25 0.22

[0.60] [3.68]*** [1.92]* [1.54]

Primary Education 0.02 0.15 –0.05 0.13

[0.80] [8.92]*** [0.63] [1.50]

Middle 0.05
 

0.25 0.24 0.38

[2.31]**
 

[13.48]*** [2.13]** [3.55]***

Matric 0.14
 

0.43 0.01 1.03

[5.81]***
 

[26.69]*** [0.10] [16.58]***

Inter 0.31
 

0.6 0.19 1.12

[8.13]***
 

[28.95]*** [2.04]** [15.86]***

Bachelors or Higher 0.64 1.05 0.63 1.67

[13.21]*** [63.09]*** [6.84]*** [32.75]***

Urban 0.02 0.17 0.21 0.16

[1.20] [15.49]*** [3.81]*** [3.99]***

Provinces (Punjab as 
Comparison Group)

Sindh –0.05 –0.03 0.29 0.23

[2.97]*** [2.21]** [4.19]*** [4.75]***

Khyber Pakhtunkhwa –0.13 0 0.29 0.07

[5.74]*** [0.05] [3.33]*** [1.24]

Balochistan 0.2 0.19 0.75 0.51

[6.65]*** [11.01]*** [4.72]*** [4.67]***

Number of observations 6167 14456 962 1905

Note:1. Absolute value of t statistics in brackets.
2. * significant at 10 percent; ** significant at 5 percent; *** significant at 1 percent.
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Third, there seems to be a scarcity premium for educated females in the labour 
market. This finding is based on a comparison of coefficients between male adults and 
female adults with similar education levels. Compared with their less-educated counterparts, 
women with more education receive much higher returns than men. However, the average 
earnings of women are still much lower than those of men, even in the categories of higher-
educated ones. These findings are similar to the findings of Kingdon and Soderbom 
[Kingdom and Soderbom (2008)], who use a different survey and sample. 

7.  LABOUR SUPPLY—TOTAL HOURS WORKED

7.1.   Method

The labour supply models usually consist of two stages, the first being the decision to 
work and the second being hours worked. Since the earnings data are not reported for 
informal sector workers, I use the following models to estimate hours worked. 

First, I restrict the sample to paid employees and estimate the hours worked: 

... ... ... ... ... (5)

where β  is the coefficient for earnings, X is the vector of other variables that may influence 1

the hours worked, and u is the unobserved variables with zero mean. 
Second, I include all workers in the labour market in both formal and informal 

sectors. Since earnings are not reported for unpaid family workers and own-account 
workers, employment status (ES) rather than earnings data are included.

... ... ... ... ... ... (6)

In the last model, I use the earnings equation (Equation 4) to predict the earned wages 
for unpaid family workers and own-account workers, assuming that the return on education 
is the same for paid employees and informal sector workers. This is a strong assumption 
because of the selection bias between workers in the formal sector and workers in the 
informal sector. Thus, the results have to be interpreted with caution. In the case, the model is 
as follows: 

... ... ... ... (7)

where earnings’ is the predicted earnings using Equation 4. 

7.2.   Results 

Table 6 presents the regression results of characteristics associated with total hours 
worked for male workers. The sample in column 1 and column 4 includes only paid 
employees. The sample in the other columns includes workers in both formal and informal 
sectors. Column 3 and column 6 use earnings predicted from the earnings equation 
(Equation 4) for male adults, male youth, female adults, and female youth respectively. Table 
7 presents the female case using the same structure. 

Total hours worked in the past week increase when earning increases, and the results 
do not vary between the sample of wage workers (column 1 and column 4) and the sample 
with all workers (column 3 and column 6). Youth respond more than adults to the same 
incremental earnings increase. For example, male youth work 0.99-1.04 more hours and 
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Table 6

Characteristics Associated with Total Hours Worked 
in the Previous Week for Male Workers

Male Youth Male Adults

1 2 3 4 5 6

Weekly Earnings 1.04 0.2

[6.30]*** [3.13]***

Actual or Predicted 
Weekly Earnings

0.99 0.18

[5.32]*** [2.68]***

Own Account Workers
–0.15 –0.13 1.17 1.37

[0.43] [0.37] [5.73]*** [6.50]***

Unpaid Family 
Workers

–5.63 –5.62 –1.56 –1.42

[16.05]*** [15.91]*** [4.77]*** [4.29]***

Casual Wage Workers
–0.92 –0.78 0.4 0.64

[2.65]*** [2.23]** [1.51] [2.37]**

Age 2.28 4.2 4.05 –0.27 0.29 0.27

[2.78]*** [7.18]*** [6.90]*** [2.95]*** [5.15]*** [4.80]***

Age-squared –0.05 –0.09 –0.09 0 0 0

[2.61]*** [6.16]*** [5.93]*** [2.66]*** [6.94]*** [6.67]***

Married 0.23 –0.46 –0.39 0.68 0.71 0.61

[0.51] [1.37] [1.16] [1.99]** [2.94]*** [2.53]**

Had Training –2.13 –1.94 –1.82 1.51 0.86 0.96

[1.87]* [1.99]** [1.85]* [2.54]** [1.72]* [1.91]*

Below Primary 
Education

1.34 0.7 0.5 0.69 0.79 0.74
[2.22]** [1.57] [1.13] [1.31] [2.28]** [2.13]**

Primary Education 0.79 0.33 0.28 –0.03 0.78 0.77

[2.01]** [1.13] [0.96] [0.08] [3.74]*** [3.67]***

Middle –0.14 –1.23 –1.27 –0.05 0.59 0.54

[0.33] [3.95]*** [4.04]*** [0.13] [2.48]** [2.24]**

Matric –1.17 –1.38 –1.5 –2.3 –0.07 –0.16

[2.53]** [4.14]*** [4.46]*** [7.20]*** [0.34] [0.72]

Inter –4.1 –3.71 –3.98 –4.93 –2 –2.11

[5.50]*** [6.61]*** [6.96]*** [12.01]*** [6.52]*** [6.65]***

Bachelors or Higher –8.76 –7.06 –8.06 –7.44 –4.48 –5.07

[9.08]*** [9.04]*** [10.00]*** [19.79]*** [15.95]*** [15.50]***

Migration within 10 
Years

2.28 1.82 1.82 1.61 0.65 0.72

[3.71]*** [3.42]*** [3.42]*** [4.32]*** [2.18]** [2.38]**

Manufacture –2.51 1.17 1.09 –0.72 2.54 2.39

[4.15]*** [3.03]*** [2.80]*** [1.57] [9.22]*** [8.50]***

Construction –7.63 –3.4 –3.58 –6.8 –2.58 –2.73

[12.46]*** [7.11]*** [7.43]*** [15.13]*** [7.53]*** [7.88]***

Wholesale and Retail 2.51 5.68 5.68 3.86 6.92 6.79

[3.72]*** [16.49]*** [16.45]*** [7.00]*** [31.57]*** [30.73]***

Transportation 3.62 6.33 6.19 3.62 7.12 7.16

[5.13]*** [13.32]*** [12.91]*** [7.52]*** [24.55]*** [24.49]***

Service –2.11 1.54 1.53 –4.49 –0.33 –0.25

[3.26]*** [3.70]*** [3.65]*** [10.20]*** [1.30] [0.98]

Other Industry –2.12 0.63 0.39 -3.39 0.71 0.57

Note: 1. Absolute t statistics in bracket. 2. * significant at 10 percent; ** significant at 5 percent ; *** significant at 1 
percent. 3. Other variables in the model but not reported include: household size, household demographic 
structure, household head information, and province dummies.
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Female Youth Female Adults

1 2 3 4 5 6

Weekly Earnings 1.86 1.08

[4.54]*** [5.39]***

Actual or Predicted 
Weekly Earnings

1.66 1.05

[4.02]*** [5.30]***

Own-account Workers
–9.36 –9.22 –7.22 –7.02

[9.12]*** [8.98]*** [9.31]*** [8.99]***

Unpaid Family 
Workers

–12.74 –12.59 –10.12 –9.93

[12.17]*** [12.01]*** [12.61]*** [12.27]***

Casual Wage Workers
–5.96 –5.85 –3.22 –3.03

[5.56]*** [5.43]*** [4.07]*** [3.79]***

Age 2.43 1.42 1.5 0.1 0.43 0.38

[1.09] [1.18] [1.25] [0.36] [3.45]*** [3.08]***

Age–squared –0.06 –0.03 –0.03 0 –0.01 –0.01

[1.02] [0.98] [1.07] [0.60] [3.90]*** [3.73]***

Married –2.47 –1.68 –1.62 –2.04 –1.18 –1.35

[2.01]** [2.66]*** [2.55]** [2.58]** [2.45]** [2.79]***

Had Training 1.15 –0.56 –1.15 1.75 2.88 2.68

[0.51] [0.32] [0.65] [0.96] [1.93]* [1.79]*

Below Primary 
Education

–5.31 –0.65 –0.54 –1.49 –3.19 –3.58
[2.66]*** [0.57] [0.47] [0.70] [3.15]*** [3.53]***

Primary Education –3.9 –1.4 –1.45 –2.95 0.21 0.12

[3.12]*** [2.14]** [2.24]** [2.27]** [0.35] [0.20]

Middle –5.39 –0.83 –1.66 –1.07 –1.39 –1.8

[3.05]*** [0.91] [1.80]* [0.65] [1.35] [1.73]*

Matric –7.02 –3.66 –3.8 –4.57 –3.36 –4.48

[4.97]*** [4.28]*** [4.45]*** [4.18]*** [4.16]*** [5.41]***

Inter –9.22 –6.23 –6.72 –4.96 –2.76 -3.77

[5.29]*** [5.12]*** [5.49]*** [4.00]*** [2.70]*** [3.60]***

Bachelors or Higher –12.2 –8.6 –10.01 –7.75 –3.85 –6.36

[6.85]*** [6.58]*** [7.42]*** [7.41]*** [4.89]*** [6.99]***

Migration within 10 
Years

5.66 2.86 2.8 2.63 0.55 0.47

[3.63]*** [2.91]*** [2.86]*** [2.44]** [0.79] [0.67]

Manufacturing –5.51 –1.33 –1.31 –8.37 –4.04 –3.93

[4.50]*** [1.94]* [1.91]* [8.76]*** [7.33]*** [7.12]***

Construction 1.83 5.39 5.77 1.7 5.38 4.6

[0.59] [1.94]* [2.04]** [0.66] [2.28]** [1.91]*

Wholesale and Retail 5.82 10.77 10.69 0.82 9.07 9.07

[1.79]* [6.04]*** [6.01]*** [0.24] [10.06]*** [10.04]***

Transportation 9.18 14.02 13.35 10.89 13.15 12.99

[2.82]*** [5.23]*** [4.99]*** [3.93]*** [5.41]*** [5.35]***

Service 0.46 –0.21 –0.1 –1.63 –0.85 –0.67

[0.31] [0.19] [0.09] [1.76]* [1.12] [0.88]

Other Industry 2.99 6.32 5.06 3.98 7.4 6.38

Table 7

Characteristics Associated with Total Hours Worked in the Previous Week 
for Female Workers

Note: 1. Absolute t statistics in bracket. 2. * significant at 10 percent; ** significant at 5 percent ; *** significant at 1 
percent. 3. Other variables in the model but not reported include: household size, household demographic 
structure, household head information, and province dummies.
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male adults work only 0.18-0.2 more hours for an increase in wages of 1,000 Rs a week. 
Female are more responsive than male to higher earnings. 

Working hours are different among workers with different employment status. 
Unpaid family workers work less than salaried workers in all four groups. Among unpaid 
family workers, on average, young men work 5.6 hours less; adult males work 1.5 hours less; 
young women work 12 hours less; and adult women work 10 hours less than salaried workers 
in their respective groups. In general, casual wage workers also work less than salaried 
workers, but this is not true for male adults.  

Other findings include that better-educated workers work less; migrated workers 
work longer hours; and workers tend to work much longer hours in the transportation, 
wholesale, and retail sectors than in other sectors. 

8.   CONCLUSIONS

Youth employment in Pakistan faces many challenges, but some of them are also 
common in the overall labour market. Thus, interventions at this stage should focus more on 
improving the overall labour market performance rather than on narrowly targeting youth 
employment. Generating more employment opportunities, for both adults and youth, and 
creating a job portal that would allow employees and workers to share employment 
information should be priorities in Pakistan. At the same time, focusing on long-term 
investment in human capital through formal and informal education and strategically 
strengthening the links between education and the labour market would greatly benefit youth 
in the long run [Fasih (2008)]. 

Still, there are some challenges that are youth-specific. The most striking one is that 
the unemployment rate is much higher for better-educated youth, and the initial earnings of 
better-educated youth are not very different from those of less-educated youth (as compared 
to wages for adults with similar education levels). Thus, youth-specific interventions should 
be implemented to generate more (well-paying) job opportunities for better-educated youth, 
to smooth the transition from school to the labour force, and to help youth realise their 
investment in education. These interventions would have long-term benefits to economic 
growth by leading to higher household incomes and influencing households to invest in 
youth education. 
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Appendices
APPENDIX 1

DESCRIPTION OF DATA AND KEY VARIABLES 

The sampling takes two stages in the Pakistan Labour Force Survey. The first stage is 
11 12the selection of the primary sampling units (PSU),  defined as enumeration blocks  in the 

urban areas and mouzas/dehs/villages in the rural areas. The second stage is the selection of 
secondary sampling unit (SSUs). A specified number of households—i.e. 12 from each 
urban sample PSU and 16 from each rural sample PSU—are selected using systemic 
sampling techniques with a random starting point.  

Several researchers who have studied the labour market in Pakistan have use the 
Pakistan Integrated Household Survey (PIHS) or Pakistan Social and Living Standard 
Measurement (PSLM) Survey. Here I use the LFS because: (1) the LFS data are a 
representative sample of the labour force; (2) the LFS asks specifically whether the 
individual (10 years old or above ) was actively looking for a job if he/she did not work in the 
past week, an essential question for defining unemployment; (3) the survey instruments are 

13the same in each round, facilitating trend analysis over a period of years;  and (4) the LFS 
reports the number of hours worked but the PIHS does not Definition of key variables is 
listed below. 

Employed and Unemployed
In the LFS, “employed” is defined as “do any work for pay, profit, or family gain 

during the past week, for at least one hour on any day” or “help to work for family gain in a 
family business or family farm during the past week” or “have a job or enterprise such as a 
shop, business, farm, or service establishment, even if did not work last week for some 
reason.” “Unemployed” is defined as not engaging in any of the activities listed above but 
available for work during the past week.

Employment Status and Formal Worker
This paper categorizes employment status into five groups: employer, own-account 

14workers, unpaid family workers, salaried workers, and casual wage workers.  Of these, 
workers in the informal sector consist of own-account workers, unpaid family workers, and 
casual wage workers. 

Earnings and Hours Worked
Earnings are reported as the total amount earned (both in cash and in kind) from the 

main work source over the past week. Only paid employees (salaried workers and casual 
wage workers) report weekly earnings. Total hours worked is the sum of the hours worked in 
the past seven days for main occupations and for any subsidiary occupations. 

Migration
Migration is defined as a dummy and equal to 1 if an individual lived in a district for 

less than 10 years. 

11Sample PSUs is drawn with probability proportional to size method.
12Enumeration blocks are defined as 200-250 households on average with well-defined boundaries and 

maps. 
13PSLM2004-2005 uses a slightly different employment module than PIHS2001-2002 and PIHS2005-

2006. This makes the trend analysis difficult to interpret. 
14Casual wage workers include casual paid employees, workers paid a piece rate or according to the work 

performed, and paid non-family apprentices. Own-account workers include self-employed workers, owner 
cultivators, share croppers, and contract cultivators. 
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Male 
Youth

Male 
Adults

Female
Youth

Female 
Adults

Age 18.9 40.7 19.0 39.4
Married 13.1% 87.3% 32.2% 88.7%
No any Formal Education 24.1% 40.7% 45.8% 73.5%
Below Primary Education 5.5% 4.4% 3.1% 2.1%
Middle Level 20.5% 15.0% 15.0% 8.4%
Matric Level 23.3% 11.7% 13.6% 4.3%
Inter Level 17.8% 14.5% 13.8% 6.2%
Bachelor’s 6.5% 5.9% 5.8% 2.5%
Post-graduation Level 2.3% 7.7% 3.0% 2.9%
Migration within Past 10 
Years

3.7% 5.0% 6.4% 5.0%

Household Characteristics
No. of Members, 0-5, Female 0.66  0.88 0.76 0.90
No. of Members, 0-5, Male 0.69  0.91 0.81 0.93
No. of Members, 6-14, Female 1.07  1.07 1.03 1.16
No. of Members, 6-14, Male 1.17  1.18 1.15 1.26
No. of Members, 15-24, Female 1.20  0.95 2.04 0.87
No. of Members, 15-24, Male 2.15 0.92 1.25 0.91
No. of Members, 25-65, Female 1.40 1.54 1.38 1.77
No. of Members, 25-65, Male 1.40 1.83 1.50 1.53
No. of Members, 66+ 0.20 0.21 0.22 0.25
Household Size 9.93 9.48 10.13 9.59
No. Work/ No. Not Work 0.73 0.60 0.61 0.54

Urban 37.1% 36.0% 36.1% 33.8%
Punjab 53.3% 54.0% 55.4% 54.9%
Sindh 26.9% 26.4% 23.4% 23.9%
Khyber Pakhtunkhwa 15.6% 14.6% 18.0% 16.7%
Balochistan 4.3% 5.0% 3.2% 4.6%
Number of Observations 22797 37743 21514 37500

APPENDIX 2

Descriptive Analysis of Male Youth, Male Adults, Female Youth and Female Adults
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Relational Contracting in Pakistan’s 
Surgical Instrument Cluster: 

An Empirical Study

THERESA THOMPSON CHAUDHRY

This paper tests an idea from relational contracting theory [Macauley (1963); North 
(1990); Greif (1994); Kranton (1996)] that informal relationships can substitute for formal 
contract enforcement through the judicial system, from the analysis of a new survey of the 
surgical instrument cluster in Sialkot, Pakistan. Inter-firm trust is thought to lead to reduced 
transaction costs (a passive benefit of a cluster). Considered here are exchanges of goods between 
clustered suppliers and their customers, who are either members of the cluster or firms that 
interact frequently with it. Inter-firm trust is measured as the amount of trade credit offered to 
customers.  The results show that suppliers are more likely to offer trade credit when they believe 
in the effectiveness of formal contract enforcement and when they participate in business 
networks (proxied by inter-firm communication). There is also some evidence that customer 
lock-in helps to develop inter-firm trust since firms give more credit when relationships are of 
longer duration, and as  locked-in customers are less able to find alternate suppliers.

JEL classification: 
Keywords: Microeconomic Analyses of Economic Development, Transactional
        Relationships, Contracts and Reputation, Networks.

1.   INTRODUCTION

Industrial clusters have been viewed as important in developing countries because 
they make sizeable contributions to their economies in terms of employment, output, and 

1exports.  An industrial cluster consists of a group of firms that are specialised by sector, are 
located in close geographic proximity, and consist of mostly small and medium sized 

2enterprises.   The benefits to firms from clustering are commonly referred to as active and 
passive collective efficiency.  Passive collective efficiency refers to benefits accruing to a 
firm by virtue of being in a cluster, such as market access, access to a large pool of skilled 
labour, technological spillovers, flexible specialisation, and reduced transaction costs. 
Active collective efficiency, on the other hand, stems from purposeful cooperation between 

3the firms of the cluster to undertake a large-scale project to upgrade production.  
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1Clusters produce a significant amount of output, with a great deal of this output bound for the export 
market. For example, India’s Palar Valley clusters produce forty-five percent of the country’s leather, where there 
are at least 600 tanneries in five clusters.  In Tiruppur, India, there were at least 2000 clustered cotton knitwear firms 
in 1995, which produced about 70 percent of India’s exports of this commodity [Banerjee and Munshi (2000)].  In 
Ludhiana, India, there were 10,000 firms and 200,000 workers producing Rs 241 billion (almost $10 billion in U.S. 
1991 dollars) of woolen knitwear in 1991 [Tewari (1999)]. In Agra, India, 5000 clustered firms were producing 
300,000 pairs of shoes per day in 1991-92 [Knorringa (1999)].

2For example, clusters in Sinos Valley (Brazil), Agra (India), and Guadalajara and Leon (Mexico) all 
produce footwear.  Other clusters that have been studied specialise in the production of textiles, leather goods, and 
surgical instruments.

3Schmitz and Nadvi (1999), p. 1504.



This paper empirically examines one aspect of passive collective efficiency—the 
transaction costs the clustered firms encounter in their dealings with customers and 
suppliers—using the responses from a survey of the surgical instrument cluster in Sialkot, 
Pakistan. Specifically, we test the hypothesis that relational contracting affects the amount 
of trust between firms, where trust is measured by the receipt of trade credit by customers 
from their suppliers. The firms receiving trade credit are either members of the cluster or 
firms that interact frequently with it.  

The importance of institutions, especially contract enforcement, has been well 
established in both theoretical and empirical economic literature. The absence of strong 
institutions has been recognised as a major constraint to economic growth in developing 
countries.  As Douglass North argues in his seminal work on institutions: 

…the inability of societies to develop effective, low-cost enforcement of contracts is 
the most important source of both historical stagnation and contemporary 

4underdevelopment in the Third World.

Research has shown that in the absence of an effective legal system or formal system 
of contract enforcement, individuals and firms must rely on informal means to enforce 
agreements.  In many cases, bilateral relationships or third-party social pressure may either 
substitute for, or complement, a legal system in the enforcement of contracts. This type of 
informal enforcement of contracts is referred to as relational contracting. Relational 

5contracts are “informal agreements sustained by the value of future relationships”.  The 
methods of informal enforcement have been laid out in the New Institutional Economics 
literature and consist of the agents’ ability to sanction individuals who have reneged on their 

6agreements without relying on the legal system.   
North (1990) presented three major methods that can be used to informally enforce 

agreements.  One method is for an agent to deal only with those who are known to them and 
can be trusted, so that trading partners are most likely to be friends and family members.  
Another approach is to develop self-enforcing agreements by dealing with the same agent 
repeatedly over an extended period of time, using the threat of breaking off the profitable 

7trading relationship as a means to prevent the other party from cheating.  Finally, informal 
enforcement can also be carried out through community enforcement. In this situation, when 
an agent reneges on an agreement, all members of the community sanction this individual by 
refusing to trade with that agent.  To be effective, community enforcement has two major 
requirements, (i) that knowledge about cheaters is diffused through the community, and (ii) 
that other members of the community are willing to refuse to trade with a known cheater.  
Community enforcement is therefore often limited to a specific geographic area and/or to 
agents of a common cultural or social background. 
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4North (1990), p. 54.
5See Baker, Gibbons, and Murphy (2002).
6See Macauley (1963), North (1990), Greif (1994), Kranton (1996).  Kranton (1996) studied a theoretical 

model of reciprocal exchange, where the value of long-term relationships can support barter between two trading 
partners, and found that reciprocal exchange relationships can dominate in an economy even when they are a less 
efficient mode of exchange.  Greif (1994) explored the path dependence of contract enforcement institutions by 
examining the difference between the eleventh-century trading practices of Genoese and Maghribi traders and 
distinguished between the individualist and collectivist enforcement systems that were the precursors to modern-
day institutions.  The collectivist system, characteristic of contract enforcement institutions in developing countries 
today, relied strongly on community enforcement mechanisms and social sanctions.

7Self-enforcing agreements may be characterised by high search costs and/or high transport costs to buy 
from alternate suppliers.  A firm must be able to identify their trading partners (i.e., know who they are trading with 
at the time of the trade) and be able to determine if a trading partner has cheated.



In practice, informal enforcement is carried out through a combination of the three 
methods described above: trust, repeated interaction, and community enforcement. The 
combination used in practice depends on the environment in which the parties are 
contracting.  The particular characteristics of clusters may make some contract enforcement 
mechanisms more effective than others.  For instance, since all firms produce similar goods, 
the threat of an individual intermediate input supplier breaking off a trading relationship with 
a manufacturer (customer) is unlikely to prevent cheating unless there is community 
enforcement due the multiplicity of similar suppliers. Therefore, we hypothesise that 
community enforcement is likely to be a stronger force than sanction by an individual firm in 
a cluster.  

Is this paper, we aim to identify the factors that influence the amount of trust 
(associated with informal contract enforcement or relational contracting), first between the 
clustered firms and their customers, and second, between clustered manufacturers and their 
intermediate input suppliers. 

Our results show that firms are more likely to offer trade credit to their customers, 
(i.e., inter-firm trust is greater) when they believe in the effectiveness of formal contract 
enforcement through the court system. There is also some evidence of customer lock-in as a 
tool for contract enforcement since suppliers are more likely to give credit and allow 
customers to pay a larger portion of their bill with delay when relationships are of longer 
duration. The hypothesised cause is that locked-in customers are less able to find alternate 
suppliers. Participation in business networks (that can be used to gather information about 
reliability and/or for social sanction) is also an effective tool in that suppliers that obtain 
information about customers through business networks are more likely to offer trade credit 
and allow customers to pay a larger portion of their bill with delay.  Additionally, customers 
are less likely to receive credit when they are visited by suppliers before the first sale. If a 
customer receives a visit from the supplier before the first sale, this may indicate that it is a 
previously unknown trading partner, and therefore not fully trusted. On the other hand, 
customers that visit their suppliers weekly are more likely to receive trade credit.  These 
visits may assist the suppliers in gathering information about the reliability of the firms as 
well as to monitor informal contracts.

This paper is presented in six sections.  In Section 1, the introduction, we have 
defined and summarised the study.  Section 2 discusses some of the empirical literature 
related to clusters.  In Section 3, the surgical instrument cluster of Sialkot (Pakistan) is 
introduced, along with the survey methodology and the estimation strategy for the relational 
contracting regressions in Section 4.  In Section 5 we discuss the results of the relational 
contracting regressions for trade credit offered to customers.  Our conclusions are presented 
in Section 5.

2. EMPIRICAL LITERATURE 

Two earlier papers, by McMillan and Woodruff (1999) and Johnson, McMillan, and 
Woodruff (2002), used an innovative survey instrument to test the hypothesis of relational 
contracting in two environments where the judicial system is not fully developed, first in 
Vietnam and then in Eastern Europe. As discussed above, informal relationships can 
substitute for third party enforcement through relational contracting. The measure of trust 
used as the dependent regression variable was the amount of trade credit that a supplier 
offered to its customers. In Vietnam, they found that the amount of trade credit given to a 
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customer is positively related to the difficulty of finding a new supplier, a longer duration of 
the trading relationship, and the identification of customers through business networks.  
Johnson, McMillan, and Woodruff (2002) conducted a similar survey in five Eastern 
European countries: Poland, Slovakia, Romania, Russia and Ukraine.  In addition to 
relational contracting variables, they included the role of the judiciary in this second study, 
because the court systems in Eastern Europe are considered to be stronger than those in 
developing countries such as Vietnam.  Their study found that greater confidence in the court 
system made firms more likely to offer trade credit and to try new lower cost suppliers.  The 
effect of courts was greatest at the beginning of a trading relationship.

We use a methodology similar to McMillan and Woodruff (1999) and Johnson, 
McMillan, and Woodruff (2002) and apply it to data from an industrial cluster in Sialkot 
Pakistan. Our research makes a unique contribution to the literature since this aspect of 
relational contracting has not yet been studied empirically in the context of a cluster.  

In a related study, Fisman and Raturi (2000) also used trade credit data to study in ter-
firm trust, though they use a different methodology. Studying trade credit data from Africa, 
they showed how competition could encourage long-term cooperative relationships when 
trading partners must make non-contractible investments at the beginning of the 

8relationship.
While most of the literature on the topic of industrial clusters in developing countries 

has consisted of case studies, there are a few papers that have empirically analysed the effects 
of social network-based relationships on economic activity in clusters. Woodruff’s (1998) 
case study of a shoe-producing cluster in Mexico demonstrated the importance of 

9community sanctions for contract enforcement in a cluster.  Ilias (2001) and Banerjee and 
Munshi (2000) used empirical analysis to verify the existence and sometimes distortionary 

10effects of these types of relationships in clusters.  This paper extends the empirical literature 
on clusters to include results on relational contracting to enforce contracts.

3.   THE SURGICAL INSTRUMENT CLUSTER IN SIALKOT:
 DESCRIPTION OF THE CLUSTER AND SURVEY

The Cluster

There is a cluster of firms consisting of approximately 220 producers and 1500 
subcontracting firms in Sialkot, a city in the Punjab province of Pakistan (see Table 1), which 
produces surgical instruments mainly for foreign markets including the United States and 
Western Europe, with 36 percent and 39 percent of instruments being exported to these 
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8Fisman and Raturi (2000) use fixed-effects regression analysis to show that greater competition is 
associated with higher provision of trade credit.  Suppliers use trade credit in order to attract customers. Once a 
customer and supplier have invested in building trust, then the customer is “locked-in” to the relationship. 

9Woodruff (1998) presents a case study examining the impact of trade liberalisation on the Mexican 
footwear industry, based on a qualitative analysis of surveys conducted in the Guadalajara and Leon clusters. He 
finds that trade liberalisation weakened the ability of cluster manufacturers to use informal contract enforcement 
mechanisms (reputation) with respect to retailers.

10Ilias (2001) focuses on the role of family labour in the Sialkot surgical instrument cluster and the 
distortionary effects of the decision to use family versus non-family labour. He concludes that there existed a labour 
market distortion such that family managers are preferred to non-family and therefore firm output is correlated with 
family size.  Banerjee and Munshi (2000) present a theoretical model and empirical testing of social network-based 
lending, comparing the investment and earnings profiles of migrants and established producers (a caste called the 
Gounders) in the Tiruppur knitwear cluster in India. They find that the established producers, with access to cheaper 
informal credit through a social lending network, have lower output growth but invest more at all levels of 
experience as compared to the migrants.

Theresa Thompson Chaudhry



11destinations respectively.   For the most part, the U.S. imports Sialkot’s disposable (single-
12use) instruments, and Europe imports re-useable instruments.  In addition to surgical 

instruments, the cluster also produces a small amount of veterinary and manicure/pedicure 
instruments.  This cluster’s output is significant, as verified by the $124 million worth of 

13goods exported in 2000-2001.   The firms of the cluster manufacture approximately 10,000 
14different types of disposable and re-useable surgical instruments.  

In the cluster, production of the surgical instruments takes place in stages, including 
input production, manufacturing, and complementary services. The large vendor segment 
consists of small firms that specialise in one or more stages of the production process.  There 
is a negative correlation between firm size and the percentage of sub-contracted 
manufacturing processes, and the largest firms carry out 80-90 percent of production 

15processes in-house.   Except for the largest manufacturers, production of a final good is not 
generally carried out in a single, vertically integrated firm.

The cluster also has local business associations, including the Metal Industries 
Development Centre, the Sialkot Dry Port Trust, the Sialkot Chamber of Commerce and 
Industry (SCCI) and the Surgical Instrument Manufacturer’s Association (SIMA).  

Table 1

Surgical Instrument Firms in Pakistan

Description of the Survey Instrument

For purposes of this study, we designed and commissioned a survey of the surgical 
instrument cluster in Sialkot, based in large part on the survey questionnaire developed by 
McMillan and Woodruff (1999) for Vietnam and Johnson, McMillan, and Woodruff (2002) 
for their study in Eastern Europe and Russia. The faculty at the Lahore School of Economics 
in Lahore, Pakistan conducted the survey. A breakdown of the entire survey sample (before 
data cleaning) is provided in Table 2.

Table 2

Survey Sample (All Firms Surveyed)
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11SMEDA (2001), p. 16.
12SMEDA (2001), p. 17.
13SMEDA (2001), p. 13.
14SMEDA (2001), p. 21.
15SMEDA (2001), p. 39.
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Firms % of Sample
Employment

(No. of Workers)
Average Age of
Firms (Years)

Source: .



When the interviewer went to the cluster to begin the survey, she found that only 
about 180 of the 220 exporting firms that were listed by SIMA (the local business 

16association) were actually in operation at that time.  Of these, 76 firms at least partially 
answered the survey, leading to a response rate of 43 percent. The interviewer then met with 
47 vendor firms in the villages surrounding Sialkot, where the cottage industry is located.  

4.  THE ANALYSIS OF RELATIONAL CONTRACTING: 
TRADE CREDIT AS A MEASURE OF INTER-FIRM TRUST

Dependent Variable: Trade Credit as a Measure of Inter-firm Trust

This study examines elements of relational contracting in the context of Sialkot’s 
surgical instrument cluster in a country where the institutional environment is characterised 
by weak third party enforcement.  

The measure of trust used as the dependent regression variable in the relational 
contracting regressions is trade credit offered to customers. More specifically, we asked each 
surveyed firm about the amount of trade credit they offered to two customers (their oldest 

17and newest customers) and received from two suppliers (their oldest and newest suppliers).  
This approach helped to increase the number of observations and heterogeneity in the 

18characteristics of the surveyed firms’ customers and suppliers.
In addition to questions about trade credit and the length of relationships with the 

oldest and newest customers and suppliers, firms were asked several other questions about 
the nature of their trading relationships and contract enforcement, including questions about 
their belief in the effectiveness of local courts, how often they visit customers and suppliers, 
how they were introduced to their customers and suppliers, how difficult it would be to find 
alternate customers or suppliers, and whether social sanctions existed for reneging on 
contracts.

Since the work of McMillan and Woodruff (1999) and Johnson, McMillan, and 
Woodruff (2002) was not related to clusters, the particular characteristics of clusters may 
yield somewhat different results from those obtained in their studies of Vietnam and Eastern 
Europe. For instance, one of McMillan and Woodruff’s results in Vietnam was that firms 
were more likely to trust customers (and therefore offer trade credit) the more difficult it was 
for that customer to find an alternate supplier. In a cluster, manufacturing firms (as 
customers) have numerous alternate suppliers of similar (although perhaps not identical) 
intermediate inputs.  Therefore, the absence of alternate suppliers is less likely to be a 
deterrent to reneging on contracts unless intermediate inputs are highly specialised.  
Because of this, we hypothesise that information sharing and network effects are more likely 
to be significant determinants of trust and contract enforcement in a cluster environment. 
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16The survey was carried out in Spring 2002.  See Appendix 3 for more details.
17There may be a variety of reasons for offering trade credit to a customer, so that the trade credit may 

function as a source of informal credit, a way of attracting (and keeping) customers or as a means of quality 
assurance on the part of the supplier.  The terms of the trade credit may differ (the cash vs. credit price of goods, and 
the time until full payment) depending on the reason the credit is given.  While these are important issues for firms’ 
access to finance and other aspects inter-firm relationships, the focus in this paper is on “trust”.  Regardless of the 
reason for the trade credit, it will only be given when the supplier trusts that the customer will repay. 

18As can be seen in Table A12, both exporter and vendors firms give and receive trade credit, but not in the 
same proportions.  Exporters in the sample give trade credit in greater proportions than they receive, but the reverse 
is the case among the vendors.  (Out of 53 exporters, 37 give trade credit, and 27 receive trade credit. Out of 42 
vendors, 30 give trade credit and 39 receive trade credit.)
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Regression Equations for Estimation

We estimate a model of the probability that a firm offers positive trade credit to its 
customer (where trade credit is a proxy for inter-firm trust), applying the probit estimation 
method and using the following equation:

... ... ... ... ...         (1)

where P  is the probability of offering trade credit to its customer, R is a vector representing i i 

factors that characterise the relationship between the firm and its customer, B  is a vector of i

firm characteristics, S  is a vector of customer characteristics, and Z  represents firm-level i i

controls.
We also estimate a model of the probability that a firm receives positive trade credit 

from its supplier, applying the probit estimation method, using the following equation.
Similarly, the regression equation for the amount of trade credit offered to customers 

(where trade credit is a proxy for inter-firm trust) took the following form: 

... ... ... ... ... (2)

where TC * is the desired level of trade credit that a firm wishes to give its customer (trade i

credit is defined as the percentage of the bill paid with delay).
Since we can only measure observed trade credit that is restricted to values between 0 

19percent and 100 percent,  a tobit model is estimated such that the censored dependent 
variable takes the following form:

TC  is the observed level of trade credit, where:i

TC = TC * for 0< TC *<1i i i

TC =0 for TC *0i i

TC =1 for TC *1i i

Explanatory Variables in the Estimations

The relational contracting variables fall into four categories. First, we consider 

the lock-in of the customer or the ability of the customer to find an alternate supplier, 

which is measured by asking how long it would take a customer to find an alternate 

source if the supplier failed to deliver the inputs. The hypothesis is that “locked-in” 

customers will receive higher trade credit because it is more difficult for them to find 

alternate suppliers if they fail to pay.  Second, information gathering by firms about their 

customers may increase trade credit, which is measured by the duration of the trading 

relationship (and duration-squared to measure non-linear effects) and visits between 

suppliers and customers.  Duration may also be interpreted as customer lock-in; longer 

duration relationships may signify greater customer lock-in for a number of reasons 

including, but not limited to the following: (i) inputs may become more specialised or 

more tailored to the customer’s specifications over time, (ii) production of specialised 

219

19In the sample of trade credit offered to customers, 59 observations are censored at percent, 24 
observations are censored at 100 percent, and 49 observations are not censored.
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inputs may require a fixed investment by the supplier which is recouped over time, or (iii) 

the customer has better information about a supplier that it has been working with for an 

extended period (i.e. the customer has better information about the reliability and 

expected quality of a supplier) and becomes reluctant to change suppliers.  Third, we 

have several variables to capture the positive effects of networks in increasing trade 

credit by building trust between a firm and its customers.  These networks may assist in 

gathering information about a customer at the beginning of a trading relationship, such 

as if the firm was introduced to the customer or received information about the 
20customer’s trustworthiness through a business or social network.  Networks may also 

increase trade credit by helping firms to sanction delinquent customers and with 

continuous information gathering, which is measured by the frequency with which the 

firm speaks to other suppliers.  Lastly, we consider the effect of the firms’ belief in formal 

and informal contract enforcement institutions on the decision to offer trade credit, as a 

way to measure the ability of firms to sanction delinquent customers. Formal contract 

enforcement is measured by a dummy variable that the respondent believes that courts 

can enforce contracts.  Informal enforcement may be measured by dummy variables 

about the respondent’s belief in the strength of social sanctions, such as the belief that 

other firms would find out about a cheating customer, or that a trade dispute would lead 

suppliers to demand higher advanced payments for inputs (in other words, less trade 

credit).  We also control for other firm level characteristics, including firm size, age, and 

whether the firm is an exporter.  

We recognise that a potential problem arises if the duration of trading 

relationships is correlated with trade credit incidence, in which case sample selection is 

based in part on the error term. Specifically, the sampling of the oldest customers and 

oldest suppliers would create a sample selection bias. There is in fact a noticeable 

difference between the average duration of the relationship with the oldest and newest 

customer and between the average duration of the relationship with the oldest and newest 

supplier (see Table 3). However, we believe that the sample selection method will not 

cause substantial bias in the estimates. There is considerable variation in the duration of 

trading relationships within-group.  Since there is considerable variation in the ages of 

firms in the cluster (from less than one year to more than forty years old), there is also 

substantial variation in the duration of the relationships (see Table 3). Among the oldest 

customers, the average duration of the relationship is 10.5 years, with a standard 

deviation of 7 years.  Among the oldest suppliers, the average relationship is almost 12 

years, with a standard deviation of more than 8 years. 

Summary statistics on the Sialkot sample in Table 4a show that the belief in the 

effectiveness of the court system is low, at an average of about 21 percent for all firms in 

the sample. In contrast, the average was about 74 percent for the Eastern European firms 

interviewed by Johnson, McMillan, and Woodruff (2002).  However, the belief in courts 

in Pakistan is relatively higher than in Vietnam, where only 9 percent of firms answered 

this question affirmatively.

220

20“Information through a business contact” was constructed from the responses to a question in the survey 
asking about where information was gathered about the customer at the start of the relationship, where a value of “1” 
was assigned to the following responses: other businesspeople who make products similar to the firm, other 
suppliers, or credit bureau/business association (SIMA). 
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Table 3
21Variation in Ages and Duration of Relationships in Sample

5.  RELATIONAL CONTRACTING RESULTS I 

Trade Credit Offered to Customers

We consider the impact of the relational contracting variables on the probability that a 
clustered firm offers trade credit to its customers and the amount of trade credit offered.    
Once the dataset was cleaned and balanced, 132 observations remained for the customer 
credit regressions representing 72 unique firms in the survey. For 60 firms, there are two 
observations per firm (representing both their oldest and newest customers) and for 12 firms, 

22there is only adequate information on one of their customers, either the oldest or the newest.  
The breakdown of firm size (by employment) in our sample was as follows:  14 firms with up 
to 10 employees, 33 firms with 11–25 employees, 12 firms with 26–50 employees, 4 firms 
with 51–100 employees, 7 firms with 101–250 employees, and 2 firms with more than 250 
employees.

Discussion of the Summary Statistics

Summary statistics on the variables used in the customer credit regressions are 
presented in Table 4a.

The most marked and obvious difference between vendors and exporters is the size of 
the firm in terms of employment (average of 15.5 versus 85 workers, respectively). 
Employment among the vendors ranges from 6 to 36 employees, and for exporters from 6 to 
585 employees. Despite this wide range, only 13 of the 71 exporters in the sample had more 
than 50 employees. The exporters are on average more mature firms as well, with an average 
age of almost 19 years, as compared to the vendors that are approximately 12 years old on 
average. Other important dimensions on which exporters and vendors differ is the reliance 
on social and business networks for introductions, with vendors relying more on the former, 
and exporters on the later.

Exporters and vendors appear to be equally locked-in to their relationships with 
suppliers, which can be seen by looking at the length of time it would take the firm to find 
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21Note that the mean, standard deviation and median of the age variable are referring to the age of the firm 
that was surveyed, not the age of the customer or supplier. The summary statistics for age of the firm surveyed varies 
slightly between old and new customers because the two samples are slightly different; there are 8 firms for which 
there was only sufficient data for their oldest customers, and 4 firms for which there was only sufficient data for their 
newest customers.

22When comparing firms with partial data to those with full data (variable by variable), the t-stats for 
differences in the means of the included vs. excluded observations were in most  cases insignificant. However, in the 
interest of space, these results are not reported.

Old Customers New Customers Old Suppliers New Suppliers
Age of Firm Surveyed
Mean
Std. Dev.
Median

Duration of 
Relationship
Mean
Std. Dev.
Median

Sample Size

15.2
10.4
13.0

10.5
7.0
10.0
68

17.8
11.8
14.0

2.8
3.2
2.0
52

16.3
11.1
13.5

 
 

2.7
2.6
2.0
64

16.5
11.3
13.0

11.9
8.4
10.0
61
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alternate customers for their output. On the other hand, it appears that the exporters believe 
their customers are relatively more locked-in than those of the vendors; for the vendors they 
believe that 95 percent of their customers would be able to find an alternate source of supply 
within a month, whereas the exporters believe that for nearly half of their customers it would 
take more than a month to find an alternate supplier.  

Both exporters and vendors give substantial amounts of trade credit to large shares of 
customers. Considering the firms’ oldest and newest customers, half of the exporters’ and 
nearly two-thirds of the vendors’ customers received trade credit, and the average trade 
credit given was 40 percent and 31 percent of the value of the goods respectively.  But as we 
can see in Table 4b, the amount of trade credit awarded to customers is clustered at 0 percent, 
50 percent, and 100 percent.  

Table 4a

222 Theresa Thompson Chaudhry

Average 

for 
Sample

Vendors Exporters
# Obs. 

Vendors
# Obs. 

Exporters

Total 

Number of 
Observations

Firm Age 15.73 12.16 18.80 61 71 132
Employment 52.51 15.46 84.35 61 71 132

Duration of Relationship (Years) 6.74 6.42 7.01 61 71 132
Percentage Sales to this Customer 36.54 39.49 33.26 61 55 116

Network Introduction (Business or 
Social ) (0,1)

0.55 0.68 0.44 53 61 114

Business Network Introduction (0,1) 0.19 0.04 0.31 53 64 117
Business Network for Information on 

Customer (0,1)
0.44 0.70 0.21 61 71 132

Social Network for Information (0,1) 0.13 0.08 0.17 61 71 132

Trade Credit given (0,1) 0.55 0.62 0.49 61 71 132

Time before Credit given ( Years ) 1.04 0.56 1.79 38 24 62
Trade Credit given (%) 35.91 31.15 40.00 61 71 132

Less than a Week (for Firm to Find 
Alternate Customer for Output ) (0,1)

0.15 0.15 0.15 61 67 128

More than a Month or Impossible (to 
Find Alternate Customer ) (0,1)

0.71 0.75 0.67 61 67 128

Less than a Week (for my Customer to 
Find new Supply ) (0,1)

0.30 0.21  0.38 61 71 132

More than a Week , Less than a Month  

(for my Customer to Find new Supply )
(0,1)

0.43  0.74  0.17 61 71 132

More than a Month or Impossible  (for 
my Customer to Find new Supply ) (0,1)

0.26  0.03  0.45 61 71 132

Talk to other Producers at Least Weekly 
(0,1)

0.63  0.77  0.54 33 39 72

Talk to other Producers at Least Monthly 
(0,1)

0.76  0.84  0.75 33 39 72

Has (any) Customer ever Failed to 

Deliver ? (0,1)
0.23 0.18 0.27 33 39 72

Other Customers would Find Out if I

have a Dispute with my Customer (0,1)
0.45 0.54 0.38 33 39 72

Businesses would Refuse to Deal with a 

Customer Unfair to me (0,1)
0.42 0.34 0.49 33 39 72

Local Gov’t Useful for Resolving 

Disputes with Customers (0,1)
0.14 0.13 0.15 33 39 72

I would Find out about a Dispute 

between my Customer and another 

Supplier (0,1)

0.66 0.75 0.59 32 39 71

If my Customer was Unfair with me, 

Others would Find Out (0,1)
0.45 0.40 0.49 31 37 68

Courts help Resolve Disputes with 

Customers (0,1)
0.20 0.26 0.15 33 39 72

SIMA (Trade Assoc) Good Source of info 

about Customers (0,1)
0.23 0.21 0.24 30 39 69

SIMA helps to Resolved Disputes with 

Customers (0,1)
0.22 0.28 0.17 32 39 71

Average Share of Bill Paid w/ Delay to 
Oldest and Newest Suppliers

0.42 0.51 0.33 33 39 72

Note: Dummy variables are indicated by (0,1) next to their names.
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Many firms simultaneously give and receive trade credit. Around half of vendors 
were simultaneously giving trade credit to both customers and receiving trade credit from 
both suppliers; however, this was only the case for about 20 percent of exporters (see Table 
A5). Two-thirds of exporters and nearly three-quarters of vendors gave trade credit to at least 
one of the two customers included in the survey. Nearly half of the exporters did not receive 
trade credit from either supplier, whereas this was only the case for less than 10 percent of 
vendors.

On other dimensions, particularly average duration of relationship (around 6.5 years) 
and share of sales going to a particular customer (near 40 percent), are about the same 
between the exporters and vendors. Although for each of these variables, there was 
substantial variation for both types of firms.  For vendors, the share of sales going to a 
particular customer ranged from 4 percent to 100 percent,  and for exporters the range was 
1 percent to 98 percent.  In terms of the share of sales going to a particular customer, for more 
than a third of vendors and nearly half of exporters, the particular customer accounted for 20 
percent or less of total sales.  For about another one-third of each type of firm, the particular 
customer accounted for 21–50 percent of sales.  

Exporters and vendors both have substantial belief in informal contract enforcement 
mechanisms, ranging from 34 to 75 percent. On some dimensions, vendors display greater 
trust than exporters, while on others it is reversed. Belief in the effectiveness of more formal 
dispute resolution institutions (SIMA, local government, and the courts) is significantly 
lower, at between 13 and 28 percent. Vendors appear to have somewhat more confidence 
than exporters in courts and SIMA (the trade association) for their dealings with customers.  
The most likely explanation for this (despite the vendors' small size and, therefore, clout) is 
that vendors' customers are local.  

In Table 4c, we can examine the correlations between the different enforcement 
variables. The correlations are not as high as one would expect. The formal enforcement 
variables (courts, local government, SIMA) show some correlation, ranging from 0.17 to 
0.27. There is in several cases a negative correlation between the formal and informal 
enforcement variables, showing that firms that believe strongly in one type of enforcement 
mechanism (either formal or informal) tend to have less confidence in the other form.  
Among the informal enforcement variables, the highest correlation (0.57) is between the 
variables “Other customers would find out about my dispute with a customer” and 
“Businesses would refuse to deal with a customer unfair to me”. There is also substantial 
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Table 4b

Distribution of Trade Credit percent across Customers

Total
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correlation (0.29 to 0.35) between the different variables for the surveyed firm finding out 
about disputes with others or others finding out about the surveyed firm’s disputes.  

Table 4c

Correlations of Informal and Formal Enforcement Variables

Probit Results: Probability of Offering Trade Credit 
as Measure of Inter-firm Trust

Table 5 contains the results of probit estimation of variables that affect the likelihood 
that the interviewed firms offer trade credit to their customers and tobit estimates for the 

23impact of variables on the amount of trade credit offered to customers.
The results for the “lock-in” variables are mixed. One of the variables representing 

lock-in, that it would take a month or more for customers to find alternate supplies, is 
insignificant in the regressions.  On the other hand, the duration of the trading relationship, 
which represents both lock-in and information gathering about the customer, is positive and 
significant at the 10 percent level in the probit regression and at the 5 percent level in the tobit 
regression.  A one-year increase in the duration of the relationship increases the likelihood 
that a firm offers credit to its customers by about 3.5 percent, and increases by 9 percentage 
points the proportion of their bill paid with delay.  Increasing the duration of the relationship 
by one standard deviation (from 6.74 to 13.37 years) increases the probability of offering 
trade credit by about 23 percent.

McMillan and Woodruff note that the duration variable may be biased upward, since 
both initial credit and duration of a trading relationship may be correlated with the level of 
initial trust that a firm has in a new customer.  The duration variables may also theoretically 
bias the estimates of the other coefficients.  However, repeating the regressions without the 
duration variables has mostly minor impacts on the coefficient estimates.  Of the variables 
that were significant in the original regressions, only two coefficients (for control variables, 
ln(1+age) and the dummy variable for exporters) had noticeable changes in the estimates.  
These results can also be found in Table 5.

Theresa Thompson Chaudhry

23The standard errors are made robust by correcting for the fact that data was collected about two customers 
from the same firm.  The data for two customers of the same firm is considered “clustered” so that standard errors 
are calculated under the assumption that errors are independent across firms, but not necessarily within firms, in 
other words that the observations of the customers of the same firm may be correlated.
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Obtaining information about customers through a business network appears to have a 
positive and significant impact, increasing the probability of offering credit by 26 percent 
and allowing customers to pay 44 percent more of their bill with delay.  Also, talking 
frequently with other suppliers of a customer (another way of measuring a business network) 
has a significant effect, increasing the likelihood of offering credit by 19 percent.

There is support for the hypothesis that belief in the court system increases the 
likelihood that trade credit is offered.  Firms that believe in the effectiveness of courts are 
about 30 percent more likely to offer trade credit and permit their customers to pay about 55 
percent more of their bill with delay. The variable representing community sanctions (a 
dummy variable representing the belief of the surveyed firm that other businesses would 
refuse to deal with a customer who cheated) does not have a significant effect on the decision 
to offer trade credit.  

Exporters are found to be more likely to offer trade credit to their customers and offer 
more trade credit, but the estimated coefficients are insignificant except for one of the tobit 
estimates (at the 10 percent level).  

An alternate specification of regression Equations 1a and 2a is presented in Table 6.  
In this specification, different survey questions are used to derive alternate variables for 
“lock-in,” “information and network effects” and “community enforcement.” The results are 
quite similar to the main specification in Table 5 in terms of which categories of variables are 
significant and the size of the coefficient estimates.

In all regressions, the R-squared of the Tobit regressions is low as compared to the 
probit model.  In other words, the model does better at explaining the likelihood of offering 
trade credit rather than the amount of trade credit awarded.  Given that the amount of trade 
credit offered to customers is clustered at 0, 50, and 100 percent, this is not surprising.  Also, 
the clustering of the trade credit amounts helps to explain the large magnitudes of the 
coefficient estimates in the Tobit specifications.

Given the significant differences between the exporter and vendor firms, the main 
and alternate specifications from Tables 5 and 6 were repeated, but with exporter interaction 
terms for most of the variables. These results are reported in Appendix 2, Tables A3 and A4.  
Examining these tables, the significant variables from Tables 5 and 6 maintain their sign and 

25significance but increase in magnitude in Tables A3 and A4 as compared to Tables 5 and 6.   
In addition, the exporter interaction terms of the same variables are often of the opposite 
sign.  In other words, the significant results for some of the relational contracting variables in 
the original specifications in Tables 5 and 6 (business network for information, talking to 
other producers weekly or monthly) and the role of the courts for enforcing contracts were 

26being driven by the vendor firms.  The exporter interaction terms, while of the opposite sign, 
are mostly insignificant. It makes sense that the dealings of the exporters with their 
(international) buyers will have different dynamics than those of the vendors, where both 
supplier and customer are located in close proximity. In particular, it makes sense that the 
role of Pakistani courts is downplayed for the exporters in their relationships with customers 

27based abroad.   

Relational Contracting

25An exception is duration.  When the exporter interactions are included for duration, all duration variables 
become insignificant. There were not major differences in duration between exporters and vendors, and so these 
specifications were not reported.

26Similar results were achieved when the sample excluded firms with more than 50 employees and firm 
with more than 100 employees. Only the exporter*business refuse (informal enforcement) variable changed signs 
when firms with more than 100 employees was included.  

27In the specifications reported here, the Exporter*court variable is negative but insignificant.  In some 
other (very similar) specifications, it gains statistical significance. 
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24 , or the “relative amount of information in prediction” for models with qualitative dependent variables     

was developed by Betancourt and Clague (1981). Put simply, it assesses the amount of additional information 
imparted by the inclusion of explanatory variables to the model (i.e., the introduction of a theory) relative to the 
amount of information already contained in the sample proportions. It helps to deal with some of the undesirable 
properties of traditional R2 measures as they are applied to qualitative dependent variable models, for example that 
there cannot be a decomposition of total variation and questions about the correct upper-bound for binary-choice 
statistics.

Theresa Thompson Chaudhry

Probit Tobit

Probit
(without 
Duration)

Tobit
(without 
Duration)

Lock-in
Would Take Customer More Than 
a Month to Find Alternate Supply

0.069
( 0.58)

0.49
(0.02)

0.074
( 0.68)

5.37
( 0.21)

Information/lock-in

Duration of Relationship (Years)
0.036

(1.91)+
9.22

(2.08)*

Duration-squared
0.00088

( 1.09)
0.24

( 1.24)
Information /
Network Effects
Info. About Customer Through 
Business Network

0.26
(2.59)*

44.44
(2.10)*

0.28
(2.81)**

46.45
(2.11)*

Talk to Other Producers At Least 
Monthly

0.19 

(2.09)* 
27.97
(1.37)

0.18
(2.03)*

23.36
(1.12)

Enforcement  

Businesses Would Refuse to Deal 
with Customer who Cheated 
Manufacturer

0.031 

( 0.36) 
25.41

( 1.45)
0.027

( 0.34)
25.01

( 1.51)

Belief in Court System 0.30 

(3.23)** 
55.75

(2.44)*
0.31

(3.63)**
55.04

(2.45)*
Controls

Ln(1+Age)
0.16

( 2.86)**
25.45

( 1.94)+
0.085

( 1.67)+
6.12

( 0.56)

Ln(Employment)
0.081

(2.31)*
22.67

(2.41)*
0.079

(2.42)*
24.45

(2.73)**

Export Dummy
0.059
(0.58)

41.54
(1.82)+

0.033
(0.33)

33.31
(1.50)

Observations 132 132 132 132
R-Squared 0.18 0.043 0.14 0.03

RI Relative Amount of 
Information
in Prediction24

0.26
Not 

applicable
0.23

Not 
applicable

Chi-Squared
31.69

(dof=10)
24.09

(dof=10)
24.93

(dof=8)
16.79

(dof=8)
Prob>Chi-Squared 0.0005 0.0074 0.0016 0.032

Table 5

Regressions on Trade Credit to Customers, Marginal Effects, Probit and Tobit, 
Main Specification, Clustered Errors

Robust z statistics in parentheses, **significant at 1 percent, *significant at 5 percent, +significant at 10 percent.



Probit Tobit

Probit
(without 
Duration)

Tobit
(without 

Duration)

Lock-in
Would Take Customer Less 
than a Week to Find Alternate 
Supply

0.12
(1.36)

14.18
(0.91)

0.11
(1.22)

14.26
(0.87)

Would Take Customer More 
Than a Month to Find Alternate 
Supply

0.042
( 0.34)

1.32
(0.05)

0.051
( 0.45)

3.29
( 0.12)

Information / Lock-in
Duration of Relationship 
(Years)

0.034
(1.94)+

8.82
(2.07)*

Duration-squared 0.001
( 1.13)

0.22
( 1.20)

Information/
Network Effects
Info. About Customer Through 
Business Network

0.24  

(2.39)* 
41.22

(1.96)*
0.25

(2.58)**
43.83

(2.02)*
Talk to Other Producers 
At Least Weekly

0.20  

(2.54)** 
28.30
(1.54)

0.20
(2.58)**

27.72
(1.47)

Enforcement   

Customers Would Find Out 
About Dispute with Another 
Customer

0.073  

( 0.90) 
17.42

( 1.06)
0.073

( 0.92)
15.96

( 0.98)

Belief in Court System
0.29

(3.16)**
49.21

(2.13)*
0.30

(3.49)**
48.43

(2.09)*

Controls

Ln(1+Age) 0.16
( 2.85)**

21.57
( 1.65)+

0.079
( 1.62)

2.07
( 0.18)

Ln(Employment) 0.068
(1.65)+

19.89
(1.95)+

0.068
(1.78)+

21.71
(2.23)*

Export Dummy
0.13

(1.35)
46.87

(2.04)*
0.099
(1.06)

38.95
(1.69)+

Observations 132 132 132 132
R-Squared 0.21 0.044 0.17 0.03

RI Relative Amount of 
Information in Prediction

0.30
Not 

applicable
0.23

Not 
applicable

Chi-Squared 36.58
(dof=11)

26.12
(dof=11)

33.45
(dof=9)

17.86
(dof=9)

Prob>Chi-Squared 0.0001 0.006 0.0001 0.037
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Table 6

Regressions on Trade Credit to Customers, Marginal Effects, Probit and 
Tobit, Alternate Specification, Clustered Errors

Relational Contracting

Robust z statistics in parentheses, **significant at 1 percent, *significant at 5 , +significant at 10 .percent percent
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There is also some evidence of supplier lock-in driving the provision of trade credit.  
In Table A4, the variable representing that it would take less than a week for the supplier to 
find alternate input supplies has a positive coefficient that is significant at the 10 percent 
level.  Also, some other specifications (not reported here) explicitly included a supplier lock-
in variable, signifying that it would be difficult for the firm to locate an alternate customer.  
This variable had a positive sign, and was sometimes significant.  In other words, these 
results indicate that firms appear to be offering trade credit in part to keep customers’ 
business.  

Replicating McMillan and Woodruff Specifications

We also estimate a tobit model using a similar specification to McMillan and 
Woodruff’s (1999) specifications for firms in Vietnam. These results can be found in Table 
A1 (in Appendix 2). The coefficients with the most similar results are for the duration 
variable, where estimates of the effect of increasing the length of the relationship on the 
amount of trade credit offered for both Sialkot and Vietnam are around 7–8 percent.  Also 
similar in magnitude is the replication of McMillan and Woodruff’s first regression for the 
effect of information obtained through a business network, with estimates of 26 and 20 
percent in Sialkot and Vietnam respectively.  For the effect of lock-in, age, employment and 
“price being set by the relationship with customer”, the estimated coefficients have the same 
signs as McMillan and Woodruff, but are different in magnitude.

Robustness

Additional regressions (Table A2, in Appendix 2) test for the robustness of the 
relational contracting results against alternate explanations for trade credit offered in the 
literature.  A clear hypothesis does not arise with respect to the size or age of firms and trade 
credit. If trade credit serves as a way to assure quality, then larger and older firms should offer 

28less trade credit since they should have a lower variance in quality.  On the other hand, if 
larger and older firms have better access to formal credit sources, then they should offer more 

29 30trade credit on average.  Trade credit may also be a price discrimination mechanism.   
McMillan and Woodruff (1999) found for Vietnam that, on average, larger and older firms 
offered less trade credit to their customers. Our results are mixed; smaller and older firms 
offer less trade credit to their customers on average.

A firm that has access to credit from formal sources, either from a bank or a credit 
association, may be more likely to offer trade credit, because it is less credit constrained.  
However, the regressions in Table A2 show that access to formal credit does not affect either 
whether trade credit is offered or the amount. The average percentage of trade credit received 
from suppliers, another source of credit that may loosen credit constraints, has a small but 
positive effect on the probability that firms offer credit to their customers (less than one 
percent) and on the amount of credit offered (also less than one percent).

In order to test the price discrimination hypothesis, McMillan and Woodruff (1999) 
used a dummy variable representing when firms set their price based on the relationship with 
the customer.  Since only one percent of the firms in our sample answered this question 
affirmatively, this variable could not be included in our specifications.  

Theresa Thompson Chaudhry

28 See Long, Malitz, and Ravid (1993), Deloof and Jegers (1996).
29See Peterson and Rajan (1997).
30See Petersen and Rajan (1997).  The discussion of alternate trade credit hypotheses was taken from 

McMillan and Woodruff (1999).
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Two other variables included in the robustness regressions are a social network 
variable and an interaction variable between exporters and belief in the court system. The 
coefficient on the social network variable, in contrast to the business network variable, is not 
significant. The joint “court*exporter” variable is also not significant. In the tobit regression, 
inclusion of this interaction variable has a minor impact on coefficient estimate of the 
original variable for belief in the courts, but it is still significant at the 5 percent level. The 
likely explanation is that the exporters are unlikely to be able to rely on local courts for 
dispute resolution with international customers.

We also estimate the main specification using an alternate estimation technique to 
correct for the survey sampling method, taking into account the stratification of the sample 
(between exporters and non-exporters) and the under-representation of vendors in the 

31sample.  Among the significant variables, the probit estimates with corrections for the 
survey sampling technique are larger in magnitude and more significant than the estimates 
that only corrected for clustered errors (except in one case). Among the significant variables 
in the tobit regressions, the estimates are more significant when corrections are made for the 
sampling technique, but are smaller in magnitude (except the dummy variable that the firm 
communicates with other firms at least monthly). The magnitudes and significance of the 
estimates calculated with this method are in general quite high, leading us to question 
whether they are in fact realistic.

32We also re-estimate the main specifications in Table 5 using different samples.  In 
one case, a slightly smaller sample where the only observations that are included are those 
that have two customers per firm.  The results are very similar to those in Table 5, except that 
some coefficient estimates are slightly larger (in absolute value) and somewhat more 
significant. We also estimate the main specification for only the exporters in the sample.  
Except for duration of the relationship and employment, most of the variables lose 
significance when only the exporter observations are used as compared to the full sample 
that includes the vendor firms.  In addition, the effect of increasing the duration of the trading 
relationship by one year is larger in magnitude in the exporter-only sample, but only 
significant at the 10 percent level. The main specification in Table 5 was also done on 
samples of firms with 100 employees or less and 50 employees or less. The level of statistical 
significance falls with the number of observations, but the results are qualitatively the same.

6.   CONCLUSIONS

Several interesting results have been obtained regarding relational contracting as 
well as the prospects for direct marketing by clustered firms.  It was originally speculated 
that networks, rather than the lock-in of individual customers, would be the predominant 
form of contract enforcement in a cluster environment.  However, similar to McMillan and 
Woodruff (1999), both types of variables were significant in the regressions of trade credit 
offered to customers.  Since firms give more trade credit (and are more likely to give credit) 
when relationships are of longer duration, there is some evidence of lock-in as a tool for 
contract enforcement.  Business networks, that may be used to gather information about the 
reliability of customers or for social sanction, are also found to be significant correlates of 
inter-firm trust; firms that obtain information through business networks are more likely to 
offer trade credit (and offer more trade credit) to their customers. Finally, we found that firms 

31Results not reported, but available upon request. 
32Results not reported, but available upon request.

Relational Contracting
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are more likely to offer trade credit and to offer more trade credit to their customers when 
firms believe that the court system can help to enforce contracts. 

Without effective contract enforcement mechanisms of some kind, moral hazard can 
jeopardize the existence of transactions other than those taking place on the spot market. The 
results of this study, along with the previous results of Johnson, McMillan, and Woodruff 
(2002), confirm the important role of a formal system of contract enforcement (specifically 
the court system) in supporting contract enforcement, which in turn helps to reduce 
transaction costs.  Johnson, McMillan, and Woodruff (2002) found that firms that believed 
in the court system were 8 percent more likely to offer trade credit and allowed customers to 
pay approximately 5.5 percent more of their bill after delivery.  In our study, we found that 
belief in the effectiveness of the court system raised the probability of offering trade credit by 
30 percent, and increasing the percentage of bill paid after delivery by 50 percentage points.  

We find however that, other than duration (which seems to be common across the 
firms), some of these results, particularly the role of business networks for information and 
the role of courts, are (logically) restricted to the vendor segment, whose customers are local.  

Industrial clusters provide employment for large numbers of people in developing 
countries, and have become significant exporters.  Case studies highlighting the successes of 
developing country clusters in these respects have led to enthusiasm on the part of 
development practitioners about the prospects of clustering as a strategy to promote private 
sector development and reduce poverty.  On the other hand, our relational contracting results 
are qualitatively (and in some cases quantitatively) similar to those obtained in studies of 

33non-clustered firms.  Furthermore, social network-based relationships in clusters have been 
shown to have distortionary effects, as documented by Ilias (2001) and Banerjee and Munshi 
(2000). Therefore, policies to promote the development of industrial clusters should 
consider both the benefits and the drawbacks of clustering, and incorporate the lessons 
learned from these studies.

33This is only a tentative conclusion based on a comparison of the coefficient estimates of similar 
regressions conducted of clustered (Sialkot, this study) and non-clustered firms [Vietnam, McMillan, and Woodruff 
(1999)]. We cannot directly compare the magnitudes of coefficients because there was not a joint regression of 
clustered and non-clustered firms. Conclusive results comparing contract enforcement of clustered versus non-
clustered firms would require further study. 

Theresa Thompson Chaudhry
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APPENDIX 1
 DATA CLEANING AND DESCRIPTION OF SAMPLE

Data Cleaning

When the interviewer went to the cluster to begin interviewing firms, she found that 
only about 180 of the 220 exporting firms that were listed by SIMA (the local business 
association) as surgical instrument manufacturers were actually in operation at the time of 
the survey.  Of the exporter firms in operation, 99 returned the surveys (by mail), out of 
which 76 were actually filled out leading to a response rate of 43 percent among the 
exporters. The interviewer then met with 47 vendor firms in the villages surrounding Sialkot, 
where the cottage industry is located, to conduct face-to-face interviews.  

Data was collected on 123 firms. This meant that there was potentially information on 
246 customers and 246 suppliers.  However, some of the surveys were incomplete and 
several observations had to be dropped in order to have a balanced data set.  

Customer Credit Sample

Once the dataset was cleaned and balanced, 132 observations remained for the 
customer credit regressions representing 72 unique firms in the survey.  For 60 firms (32 
exporters and 28 vendors) there were two observations per firm (representing their oldest 
and newest customers).  For 12 firms (7 exporters and 5 vendors) there was only adequate 
information on one of their customers.  These 12 firms only provided enough information on 
the variables of interest for one of their customers, and therefore the other customer had to be 
dropped.  For the 7 exporters where there was only sufficient data on one customer, 5 had 
data on their oldest customer only and 2 had enough data only on their newest customer.  For 
the 5 vendors where there was only sufficient data on one customer, 3 had data on their oldest 
customer only and 2 had enough data only on their newest customer.

Supplier Credit Sample

Once the dataset was cleaned and balanced, 113 observations remained for the 
supplier credit regressions representing 63 unique firms in the survey. For 50 firms (31 
exporters and 19 vendors) there were two observations per firm (representing their oldest 
and newest suppliers) and for 13 firms (7 exporters and 6 vendors) there was only adequate 
information on one of their suppliers.  These 13 firms only provided enough information on 
the variables of interest for one of their suppliers, and therefore the other supplier had to be 
dropped.  For the 7 exporters where there was only data on one supplier, 6 had sufficient data 
on their oldest supplier only and 1 had enough data only on their newest supplier.  For the 6 
vendors where there was only data on one supplier, 5 had data on their oldest supplier and 1 
had sufficient data only on their newest supplier.  

Comparison of Customer Credit and Supplier Credit Samples

Since the number of observations was limited, the samples were cleaned separately 
for the customer credit regressions and the supplier credit regressions. Comparing the two 
samples, 90 of the same observations representing 53 of the same firms were included in the 
two data sets.
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Tobit
(sim. to Col. 1 
of McM-W)

Tobit
(Co1. 1 of 
McM-W)34

Tobit
(sim. to Col. 3 
of McM-W)

Tobit
(Col. 3 of 
McM-W)

Lock-in
Would Take Customer Less than a 
Week to Find Alternate Supply

–3.64
(–0.19)

–7.07
(–0.43)

Would Take Cust. More Than a 
Month to Find Alt. Supply

22.26
(0.75)

–
–

5.78
( 0.20)

No. Similar Manufacturers w/in 1 km –0.7
(1.66)+

–1.1
(2.54)*

Most Important Competitor w/in 1 km
–13

(2.46)*
–16

(2.92)**

Information/Lock-in

Duration of Relationship (Years) 7.32
(1.64)+

8
(2.96)**

8.63
(2.01)*

7
(2.51)*

Duration-squared –0.19
(–0.96) 

–0.5
(2.15)*

–0.23
(.)

–0.4
(1.74)+

Info./Network Effects  

Info. About Customer Through 
Business Network

26.17 

(1.32) 
20

(3.36)**
27.79
(1.49)

10
(1.99)*

Talk to other Suppliers of Customer 
At Least Monthly

 19
(2.63)**

Info. About Customer Through 
Social Network

–0.55 

(–0.02) 
4

(0.60)
16.84
(0.67)

–8
(1.34)

Controls
Price Set by Relationship with 
Customer

50.62
(1.77)+

2
(0.53)

Customer is Retailer/Wholesaler 7
(1.62)

Ln(1+Age) –20.28
(–1.47)

–9
(1.76)+

Ln(Employment)
26.52

(1.95)+
2

(0.98)

Manufacturer Receives Bank Credit
14.38
(0.44)

–2
(0.36)

Avg. % of Bill Paid with Delay to 
Suppliers

0.62
(2.25)*

40
(6.27)**

Observations 132 224 132 224
Chi-Squared 8.89 73.5 32.50 134.5
Prob>Chi Squared 0.18 <0.001 0.0003 <0.001
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APPENDIX 2
ADDITIONAL REGRESSION AND DATA TABLES

Table A1

Regressions on Trade Credit to Customers, Marginal Effects, Specifications 
(Similar to McMillan and Woodruff for Research in Vietnam, Tobit with Clustered Errors)

34We have converted McMillan and Woodruff’s results from decimals to percentages to be more easily 
comparable to our results, which accounts for the lower degree of accuracy for those results.

Theresa Thompson Chaudhry

Robust z statistics in parentheses, **significant at 1 percent, *significant at 5 , +significant at 10 .percent percent



233

Table A2

Customer Credit Robustness Check, Marginal Effects, 
Main Specification, Clustered Errors

Probit Tobit
Lock-in
Would Take Customer More Than a
Month to Find Alternate Supply

–0.091
(–0.77)

–6.33
(–0.24)

Information/Lock-in

Duration of Relationship (Years)
0.035

(2.02)*
9.63

(2.23)*

Duration-squared
–0.0009
(–1.25)

–0.26
(–1.43)

Information /Network Effects
Info. About Customer Through 

Business Network
0.25

(2.68)**
41.12

(1.92)+
Info. About Customer Through 

Social Network
0.014
(0.14)

13.11
(0.57)

Talk to other Suppliers of Customer 
At Least Monthly

0.12
(1.07)

23.61
(1.02)

Enforcement
Businesses Would Refuse to Deal with  

Customer Who Cheated Manufacturer  

–0.066
(–0.75)

–28.51
(–1.61)

Belief in Court System 0.27
(2.51)*

37.95
(2.00)*

Export Dummy*Belief in Courts  
0.14

(0.79)
55.57
(1.26)

Controls

Ln (1+Age)
–0.17

(–3.33)**
–26.92

(–2.06)*

Ln (Employment)
0.053
(1.14)

16.72
(1.45)

Receive Bank Credit
–0.027
(–0.22)

13.34
(0.40)

% Trade Credit Received by Supplier
0.0046

(4.49)**
0.79

(3.04)**

Export Dummy
0.16

(1.78)+
49.21

(1.78)+
Observations 132 132

Chi-Squared
46.09

dof=14
33.84

dof=14
Prob>Chi-Squared <0.0001 0.0022
Robust z statistics in parentheses, **significant at 1percent, *significant at 5 percent, +significant at 10percent.
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Table A3

Main Specification, with Exporter Interactions
Number of Observations: 132

Pseudo R2=0.265

Theresa Thompson Chaudhry234

Probit: 
Marginal 

Effect
Z-Stat

Lock-in

Would Take Customer More Than a 

Month to Find Alternate Supply

Information / Lock-in

Duration of Relationship (Years)

Duration-squared

Information / Network Effects

Info. About Customer Through 

Business Network

Talk to other Producers At Least Monthly

Exp*Info. About Customer Through 

Business Network

Exp*Talk to other Producers 

At Least Monthly

Enforcement

Businesses Would Refuse to Deal with 

Customer Who Cheated Manufacturer

Belief in Court System

Exp*Businesses Would Refuse to Deal 

with Customer Who Cheated 

Manufacturer

Exp*Belief in Court System

Controls

Ln(1+Age)

Ln(Employment)

Exp*Ln(1+Age)

Exp*Ln(Employment)

–0.178

0.059*

–0.002

–1.25

2.54

–1.61

0.530** 2.70

 0.601** 2.83

–0.441 –1.60

–0.623* –2.54

–0.292 –1.38

0.445** 2.80

0.264 1.12

–0.342 –1.26

–0.641** –4.33

0.328* 2.34

0.563** 3.68

–0.224 –1.60

Robust z statistics in parentheses, Errors are clustered by firm **significant at 1 percent, *significant at 5 , 
+significant at 10 percent.

percent



Table A4

Alternate Specification, with Exporter Interactions
Number of Observations: 132

Pseudo R2 = 0.296

235

Probit: 

Marginal 

Effects

Z -Stat

Lock-in

Would Take Customer Less Than a Week to 

Find Alternate Supply
0.260 + 1.80

would Take Customer More Than a Month to 

Find Alternate Supply
–0.079 –0.53

Information / Lock-in

Duration of Relationship (Years) 0.055 * 2.31

Duration-squared –0.001 –1.42

Information / Network Effects

Info. About Customer Through Business 

Network
0.528 ** 2.64

Talk to other Producers At Least Weekly  
0.608 ** 2.63

Exp*Info. About Customer Through Business 

Network
–0.409 –1.42

Exp*Talk to other Producers At Least 

Weekly
– 0.626 * –2.45

Enforcement

Customers would Find Out About Dispute 

with Another Customer
–0.088 –0.38

Belief in Court System 0.448 * 2.35

Exp*Customers would Find Out About 

Dispute with Another Customer
0.121 0.46

Exp*Belief in Court System –0.380 –1.25

Controls

Ln(1+Age) – 0.588 ** –3.85

Ln(Employment) 0.243 + 1.77

Exp*Ln(1+Age) 0.511 ** 3.04

Exp*Ln(Employment) –0.138 –1.01

Robust z statistics in parentheses, Errors are clustered by firm **significant at 1 percent, *significant at 5 , 
+ significant at 10 percent.

percent
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Table A5

Provision and Receipt of Trade Credit

Theresa Thompson Chaudhry236

EXPORTERS (53 Firms)
Give to Old 
Customer 

(only)

Give to New 
Customer 

(only)

Give to 
Neither 

Customer

Give to Both 
Customers Total

Receive from Old 
Supplier (only)

2 0 0 0
2

Receive from New 
Supplier (only)

1 0 2 0
3

Receive from Neither 
Supplier

4 10 8 4
26

Receive from Both 
Suppliers

8 1 6 7
22

Total 15 11
 

16
 

11

Out of 53 exporters, 
37 give trade credit, 
and 27 receive trade 
credit.

  

VENDORS (42 Firms)
Give to Old 
Customer 

(only)

Give to New 
Customer 

(only)

Give to 
Neither 

Customer

Give to Both 
Customers

Total

Receive from Old 
Suppliers (only)

3 0 1 0
4

Receive from New 
Suppliers (only)

0 0 2 0
2

Receive from Neither 
Supplier

1 0 2 0
3

Receive from Both 
Suppliers

3 3 7 20
33

Total 7 3 12 20

Out of 42 vendors, 
30 give trade credit 
and 39 receive trade 
credit.
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Pakistani Bureaucracy and Political Neutrality: 
A Mutually Exclusive Phenomenon?

MARYAM TANWIR and SHAILAJA FENNELL

This paper examines the reasons for the early dominance of the bureaucratic élite in 
Pakistan and the downsizing that was brought about by the administrative reforms of 1973. The 
perceptions of bureaucrats and ministers indicate that loyalty to political establishment is now 
regarded a crucial requirement in a bureaucrat. This shift from the principle of political neutrality 
to the practice of political allegiance has affected both the development agenda as well as the 
institutions of the country. 

JEL classification: H11, D73
Keywords: Bureaucracy, Political Neutrality, Politicisation, Governance,

       Weber

the first thing I want to tell you is that you should not be influenced by any political 
pressure, by any political party or individual politician……governments are 
defeated, prime ministers come and go, ministers come and go, but you stay on, and 
therefore there is great responsibility placed on your shoulders. You should have no 

1hand in supporting this political leader or that; this is not your business….

The Pakistani state has been regarded as ‘a weak state’ for the last three decades on 
account of the inability of the elected government to successfully broker political stability. 
The development literature locates this weakness in the political and ministerial 
machinations rather than attributing it to any inherent characteristics of the bureaucracy as an 
organisational structure. In the 1990s, the literature emerging from international institutions 
and academia located Pakistan’s failure to develop in the malfunctioning apparent in the 
Pakistani bureaucracy. This shortcoming was linked to the increasing politicisation of the 
bureaucracy and its growing and explicit links to the ministerial structures [World Bank 
(1998)]. In particular, there was a focus on the inability of individual bureaucrats to follow 
the organisational rules due to a set of perverse incentives that were misaligned with the 
development objectives of the bureaucracy. Such an organisational shortcoming came to be 
regarding as a lack of capacity with regard to governance functioning within the bureaucracy 
[Khan (2000, 2001)]. In more recent years, the inability of the Pakistani state to ensure 
development and to maintain the peace has marked it out as a fragile or failed state [Kaplan 
(2008)]. There is now a growing concern that the inability of the Pakistani state has been due 
to an excessive politicisation of the Pakistani state.

This article examines the role of the bureaucracy in Pakistan by drawing on 
qualitative data on the perceptions of bureaucrats in Pakistan. The intention of the article is to 

©The Pakistan Development Review
49 : 3 (Autumn  2010) pp. 239–259

Maryam Tanwir <mt383@cam.ac.uk> and work in the Department 
of Land Economy, University of Cambridge, UK. 

Authors’ Note: We are thankful to anonymous referees of this journal for their comments on earlier 
versions of this paper. The usual disclaimer applies.

1From Briabanti, R. Research on the Bureaucracy of Pakistan. Duke University Press. 1966. 
Appendix 1.

Shailaja Fennell <ss141@cam.ac.uk> 

Durham: 



evaluate whether the implications drawn regarding the bureaucratic behaviour, in particular 
the need to have a politically neutral bureaucracy, have any traction with the subjective 
perceptions of the bureaucracy. 

Methodology

The aim of the research was to investigate the dynamics underpinning the Pakistani 
bureaucracy; to examine their views on the institution that they were a part of, their 
perceptions of themselves, their colleagues, their bosses, and the institution they 
represented. The primary focus was the subjective experience of the individuals 

2interviewed.
This article is based on primary research undertaken in Pakistan during October 2007 

to June 2008. A total of 33 qualitative interviews were conducted, 29 were senior bureaucrats 
and 4 of ministers. The Subjects are selected because of who they were and what they knew, 
rather than by chance. The interviews were mostly of retired bureaucrats, and some serving 
senior officers.  There was a larger focus on the retired bureaucrats because they had more 
years in service, hence could offer richer insights. Also they could be more candid as they had 
little to lose in terms of career prospects. But to ensure triangulation some serving 
bureaucrats and ministers were interviewed.  

Every individual bureaucrat being interviewed was a primary unit of analysis and an 
individual case study. The field research was limited to Lahore and Islamabad. Since the 
senior most bureaucrats are posted to the federal capital Islamabad and they usually retire 
there at grade 22 as federal secretaries, hence it was the best place to obtain interviews from 
them.

1.  THE STATE OF PAKISTAN

Since September 9/11, the Pakistani state has been increasingly designated as a failed 
state [Kaplan (2008)]. This is a disclaimer against the ability of the Pakistani state for it 
indicts all arms of the state, including the bureaucracy in its inability to deliver development, 
even in relation to its most basic attributes of internal law and order. 

This notion of the failed state differs from that of the fragile state, one that has a lack 
of capacity and/or will to first foster an environment conducive to sustainable development, 
and suffers from failures of legitimacy, service delivery and accountability [Stewart and 
Brown (2009)]. The malfunctioning bureaucracy is, regarding in this literature, as an 
example of a dysfunctional arm of the state which could contribute and/or further exacerbate 
the failure of development. The weak state in contrast is a consequence of a state formation 
where non-state players might be dominant and which demand that the state make a political 
settlement to ensure state legitimacy and therefore must need relegate development to a 
lesser objective [Khan (1996)]. These three notions of state incapacity have been used rather 
indiscriminately in recent years resulting in a reduced understanding of how the various arms 
of the state do or do not deliver development objectives. 
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2The paper examines the bureaucrats’ own perception of their profession and the manner and extent to 
which they have been able to maintain their political neutrality. The bureaucrats have identified political 
interference as a major consideration. While other factors such as a fall in the real income of the bureaucrat or the 
change in the service conditions of the bureaucrat might also play a role these were not identified as major factors by 
the interviewees. As the research methodology was to analyse the perceptions rather than a comprehensive set of 
objective conditions that face the bureaucracy factors not raised by the bureaucrats have been further investigated.



Additionally, the importance of an impersonal and non politicised bureaucracy as a 
prerequisite for a functioning state is swept away in a hasty sweep in the policy sphere that 
regards the presence of ministerial and bureaucratic corruption as an indication of state 
failure. This flies in the face of the reality on the ground that countries that have a similar 
level of corruption have very different growth rates [Przeworski (1996)]. Also there are 
countries which have had considerable growth despite close links between the bureaucracy 
and the contractual process [c.f. Malaysia, see Khan and Jomo (2000)]. Finally, there is little 
clarity of the causality of these two phenomenon: the benefit of untangling the impact of 
failed states as a consequence of ministerial and bureaucratic corruption [Khan (2001)] from 
the obverse strand that regards the increasing politicisation of the bureaucracy as an incipient 
cause of state failure [Shafqat (1999)] needs to be undertaken to understand what is 
happening in the Pakistani bureaucracy. 

Political Neutrality and the Consequences for Development 

Political neutrality for the purpose of this paper primarily implies that the 
bureaucracy is above and beyond politics. It is neutral and impartial. It is not aligned with, 
has a preference for, or biased against any political party. Loyalty is to the public and not to 

3one political personality or party. The primary objective of the bureaucrat  is to provide 
public service without political alignment, bias, preference, or interference. Political 
neutrality also implies that there is no political interference in appointments of public 
servants. And appointments are made purely on the basis of merit and competence. Political 
neutrality if it holds, gives the public servant a sense of security. The bureaucrat will be 
assigned to a post based on his merit, and it would be his skill of execution that would be 
sufficient to take him to the next hierarchal level. All bureaucrats would work based on 
principles of hard work and independent and impersonal thinking, and there would be no 
benefit to be gained from currying favours with the political masters. Hence for the 
bureaucracy to be productive there is the need to make it independent from political 
intervention and pressures that would enable the civil servant to perform public service in an 
efficient and professional manner.

Politicisation of the bureaucracy on the other hand is one of the key causes of the 
decline in the civil service systems. The lack of job security due to politically motivated 
decisions on recruitment, promotion and dismissal and the lack of career perspective for the 
staff due to the ever increasing number of posts subject to political appointments all 
contribute to declining efficiency of the bureaucrats. The incentive to work hard, to be fair, to 
be efficient erodes in such contexts. The link between performance and reward is broken and 
individual merit is relinquished by political interventions and the efficiency and productivity 
of the organisation are compromised. In senior, significant positions like secretary of 
education, economic affairs, commerce, and finance etc, the qualities of ability and 
competence should be the criteria for the appointment, as the appointee and its skills are for 
the execution of tasks essential for national development. In a situation where these positions 
are awarded to political loyalists and not to  those who are the best equipped for the job, 
economic development is held hostage. When a bureaucrat is not politically neutral and is 
politically aligned to serve the interests of a co-opted individual, who is pursuing personal 
benefit, at the cost of national interest, then service delivery suffers. Political alignment 
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3As the Ideal Bureaucrat envisaged by Weber (1968).



results in serving merely the interests of politicians and their constituency, ensuring the 
politicians’ vote bank, working for selected interests and not for the common man. So lack of 
political neutrality would imply that the public servants are serving selected individuals 
interests and not the common man. Economic development of the country is not the priority 
but the interest of particular individuals and their parties takes precedence. And the 
bureaucracy is no longer following and respecting the guiding principles of its profession.

Max Weber and the Ideal Bureaucrat

The established and now traditional literature on the bureaucracy is largely derived 
from the work on the 19th century social scientist Max Weber. The Weberian bureaucrat was 
expected to conform to norms of rationality, specialisation, political neutrality, meritocratic 
recruitment and long term career ladders among other characteristics [Weber (1968)]. The 
notion of political neutrality set out in the Weberian framework requires that the bureaucracy 
to be indifferent to the political party in power and to ensure that their actions are based on 
neutrality and impartiality with regard to all political parties. The bureaucrat is regarded as a 
public servant who operates solely in the interest of the public and should not bow to pressure 
from the political process or parties. The Weberian construction of the ideal bureaucrat as a 
rational, efficient, and achievement-oriented provides the template for evaluating the actions 
and effectiveness of the bureaucrat.  The Weberian bureaucrat is regarded as an agent of the 
state; an agent who is characterised as functioning not on an inherent sense of motivation but 
on an externally imposed set of criteria. The implication is that the actions of the bureaucrat 
should not be driven by any intrinsic values but are instrumental in nature. The duties of the 
bureaucrat in the civil service are restricted to policy implementation as part of the executive 

4arm of the state.  The instrumentality of bureaucratic behaviour is a consequence of the 
autonomy gained from externally imposed rules. It is the very principles of meritocratic 
recruitment that ensures that bureaucrats embark on well defined, non-politicised and 
predictable long term career paths. These rules provided the basis for a Weberian 
bureaucracy that was achievement and goal oriented, protected from political interference, 
and following norms of rationality, discipline, specialist knowledge. These objective 
standards and impersonal rules that provided the framework for running the bureaucracy in 
turn ensured stability and predictability in the organisation. The bureaucratic organisation 
was consequently the most stable, predictable and ‘Once fully established, bureaucracy is 
among those social structures which are the hardest to destroy’ [Weber (1968), p. 87].

The notion of political neutrality is based on the theory and historical experience of 
Western European states which have undergone a separation of church, state and society, 

5through the course of the 18th and 19th centuries.  This notion of political neutrality has been 
taken as a characteristic with which to evaluate the ability and performance of the 
bureaucracy in developing countries. The bureaucrat is regarded as successful in the 
Weberian sense, if public service is provided without any favours being granted to the 
political establishment and without interference from any political quarters. [Cheema and 
Sayeed (2006)]. The reality in many developing countries where political interference and 
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4Adapted from Weber’s “Ideal” Model in Robert Simmons and Eugene P, Dvorin, Public Administration: 
Values, Policy and Change  (New York, 1977), pp. 192–94.

5Khan (2007) questions whether the separation of the church and state in western European societies can be 
considered as complete given that there are many symbols and practices of Christianity that are still upheld through 
state procedures and practices. 
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alignment are the norm rather than the expectation in the government so that it is 
commonplace for bureaucrats to be transferred by ministers [Wade (1985)] gives rise to a 
political economy where the bureaucrat seeks to maximise his private income while in a 
particular office rather than to place the top priority on the delivery of development 
objectives.

Early studies of the bureaucracy in Pakistan indicate that the power of the 
bureaucracy emanating from a full set of objective rules and standards was present at 

6independence but began to dwindle shortly thereafter.  To understand the reason for the 
existence of a full set of rules at independence has much to do with the tracing the historical 
origins of Pakistani bureaucracy and political neutrality under the British colonial rule. The 
British system of administration was developed to suit the needs of a colonial power. The 
British imperial civil service regarded this bureaucratic machinery as the appropriate 
instrument to rule colonies effectively, to establish their hegemonic rule, to effectively 
collect revenue.

The basic objectives of the British Indian system of public administration, which 
incorporated some important features of the Mughal administrative system, and 
which remained unchanged until the partitioning of India and creation of Pakistan in 
1947, lay in the maintenance of law and order, revenue collection, dispensation of 

7justice and the provision of basic services.

Pakistan incorporated this system of bureaucratic rule without much modification at 
independence in 1947. In the face of a new political establishment, incorporation of the 
inherited civil service structure remains questionable. As the newly independent state, the 
Pakistani government faced a different mandate that of promoting economic and social 
development, and what was an effective institution used to govern colonies might no longer 
be appropriate or adequate to ensure that the development objectives were met.

The Pakistani administrative system inherited clearly delineated legacy, based on a 
constitutional structure with well defined rules and regulations.  The role of the bureaucrat 
within this set up was restricted to that of the policy implementer. The context of Pakistan’s 
history with a set of political parties that largely develop after partition and independence 
results in relative fragility in the political system in contrast to the administration institution 

8[Alavi (1972)].
9There have been numerous studies  that have examined the extent of political 

neutrality prevalent within the functioning of the Pakistani bureaucracy in the earlier 
decades of the inception of Pakistan. In the current development discourse there is increasing 
importance awarded to the significance of transparency, accountability and political 
neutrality of the bureaucracy to ensure good governance. A recent evaluation by the 
Brookings Institution uses the ‘the lack of accountable political institutions’ and the lack of 
'the ability of the state bureaucracy to function effectively, independently, and responsibly, 
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6For further depth see  Alavi, Hamza ‘Authoritarianism and Legitimation of State Power in Pakistan’ In 
Subrata Mitra (ed.) The Post-Colonial State in South Asia. (London and New York) 1990, Ziring and Laporte  Two 
Views Author(s):  :The Pakistan Bureaucracy:  Source: Asian Survey, Vol. 14, No. 12, (Dec., 1974), pp. 1086–1103 
Published by: University of California Press.

7From Khan, A. ‘A historical review of elitism in the federal bureaucracy of Pakistan and a critical analysis 
of Pakistan’s higher public administration’ National Development and Security, Vol. X, No. 3, Spring 2002.

8This has been regarded as an ‘overhang’ from the colonial period when the bureaucrats were extensively 
trained as lowly administrators, later expanded to cover the higher positions of provincial governors.

9See Table 1 in the essay for a summary of those studies.
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10has been used as one of the criteria to assess the level of weakness and fragility of a state.   In 
such a context where there is little evidence of feedback mechanisms and punitive sanctions 
for misdemeanor by a bureaucrat the Weberian model is unlikely to provide an automatic 
remedy [Wade (1985)]. In its stead, there is a strong rationale for the existence of a state 
model based on political settlement where all stakeholders within the state apparatus are 
made side payments to ensure the stability of the existing weak state [Khan (1996)]. 

The proposition that the Pakistani bureaucracy is a Weberian institution has become a 
subject of considerable interest. One yard stick against which to evaluate the Pakistani 
bureaucracy has been to ascertain whether Weberian characteristics of meritocratic 

11recruitment and long-term career ladders are in evidence.  Another consideration has been 
12with regard to adherence to the system of rules in the Pakistani bureaucracy.  What is less 

clear is whether political neutrality, a quintessentially Weberian characteristic, should 
13continue to be used as a characteristic to classify a bureaucracy as Weberian.  While the 

constitutional position is clearly important, the focus of the article is on the relationship 
14between the bureaucrat and the minister.  The environment in Pakistan, within which 

bureaucrats operate, cannot be based on an idealised notion of political neutrality; In fact, 
such a proposition becomes a hollow objective and a meaningless recommendation within 
the context of the incentives that are faced by these individuals. Where bureaucratic 
performance is rewarded in relation to the bureaucrat’s ability to please his or her political 
masters, promotion on the grounds on competence and expertise are few and far between. In 
fact a bureaucrat who chooses to follow principle of Political Neutrality is far more likely to 
be removed on the basis of political grounds. 

The following section examines the extent of political neutrality exercised by the 
bureaucracy in its earlier decades of Pakistan political and administrative history. 

2. THE POLITICAL INHERITANCE IN PAKISTAN 1947-1972

The kingpin position went to the district magistrate under the British administration 
and the prominence accorded to the bureaucracy continued in full glory after the gaining of 
independence in 1947. Rowland Egger (1953) reviewing the bureaucratic system in Pakistan 

15concluded that the bureaucracy had hardly changed the days of the British Raj.  An 
important reason for bureaucratic potency in the initial years was their ability to consolidate 
their importance in the inherited colonial system. The early advantage gained by the 
bureaucracy was difficult to dent and this led to an imbalance between bureaucratic power 
and political directives, with the former being far more dominant than the latter [Alavi 
(1990)]. It has even been argued that the bureaucracy actually grew in relative importance 
within the government after 1947 as the civil service used the well established set of rules 
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10The Brookings Institute index for weak and failed states, Pakistan ranks 33 out of 141 states.
11Rauch and Evans (1999) have examined countries based on this yardstick.
12Hyden, et al. (2003) have researched extensively on this yardstick.
13It is not within the scope of this essay to discuss whether the political neutrality that Weber envisaged is 

possible or not. He himself realised that no ideal type of bureaucracy could ever exist and all existing bureaucracies 
would be less efficient than the Ideal model. This research will primarily focus on whether the Pakistani 
Bureaucracy follows Weber’s dictate of political neutrality.

14There is a distinct, and very large, literature on the role of the judiciary in Pakistan and this aspect will not 
be covered in the current article. 

15For further information see Rowland Egger, The Improvement of Public Administration in Pakistan. 
(Karachi,1953) and Bernard L. Gladieux, Reorientation of Pakistan Government for National Development.
Karachi, 1955. 
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and standards to control and direct the behaviour of the entire administration, including the 
directives of the politicians [Sayeed (1967), p.76].

The increasing importance of the bureaucracy in the Pakistani administration was 
evident in the early laws and acts brought in by the Pakistani government. Sayeed (1967) 
cites the example of the Public and Representative Offices (Disqualification) Act, (PRODA) 
1949, which gave the central government the right to dismiss defiant or corrupt provincial 
politicians under Section 92 A of the Act. This act went a long way in strengthening the hold 
of the bureaucracy, Saeed (1967) recounts that this act gave the impetus to the bureaucracy 
which resulted in the premier of Sindh being dismissed on charges of corruption and 
misconduct in April 1948, and the west Punjab ministry was dismissed in January 1949 and 
several other dismissals and ministerial changes were experienced in the province of Sindh 

16during 1948-51.
Kennedy (1987) in his seminal work on the Pakistani bureaucracy informs that the 

bureaucracy managed most key portfolios in the early formative years. In 1953 the national 
government, under Nazimuddin, was itself was dismissed by Ghulam Mohammad, a civil 
servant who had begun his career in the British Indian audit and accounts service. 
Additionally, the key posts in this government administration were held by civil servants: 
General Iskander Mirza was a civil servant given charge of the Ministry of Interior and of 
states and frontier regions; Chaudry Mohammad Ali, a civil servant was appointed Minister 
for Finance and Economic Affairs; and General Ayub was given the portfolio of the Ministry 
of Defense. 

The deliberate sidelining of the politicians within the political administration and the 
manifest preference for bureaucrats and generals as appointees to key ministerial posts was 
commented among by the international broadsheets.  

With so many illiterate people, politicians could make a mess of things…..there was 
no point in having the fine administrative system with good traditions that Pakistan 
has inherited unless it was run in the British way. A district officer or magistrate must 
be given full powers to deal with any situation. Politicians could make policy, but 

17they must not interfere….

The major rationale given for the preferment of the bureaucracy over the politicians 
by Sayeed (1967) was that there was an urgent need to deliver effective programmes; 
particularly in relation to the rehabilitation of migrants coming over from India, in the 
aftermath of the Partition and also to embark on a national development plan. In these early 
decades the officers of Audit and Accounts, Railways and Indian Political Service dominated 
the national economic and political decision-making processes while the political leaders 
found it difficult to develop any consensus on a framework for developing a political system. 
During the early decades while there was no evidence of a radical shift from the imperial 
system there was slowing down of the execution of bureaucratic operations such as the 
practice of writing longer and longer marginal notes on files, congestion at the top, over 
centralisation, over coordination and excessive cross referencing that was bringing the 

18bureaucratic machine to a grinding halt [Sayeed (1967)].  Also the imbalance in the 
administration between civil servants and politicians where political elites were unable to 

245

16For a detailed analysis, see Sayeed, K. The Political System of Pakistan. Houghton Mifflin 
Company. 1967.

17The Times (London), October 30, 1954.
18From Sayeed (1967)  The Political System of Pakistan. Boston: Houghton Mifflin Company, chapter 6.

Boston: 
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control key governmental roles had a highly detrimental effect on the growth and maturity of 
the political party system. The intra-state jousting within Pakistan resulted in the repeated 
victory of military or bureucratic elites. The failure of the politician in knocking down these 
elites resulted in a very under-developed political party system and also rendered the 
Pakistan Muslim league incapable of consolidating its role in the country [Heeger (1973)].  
There was a strong social distinction between the civil servant and the politician, where the 
former was regarded as urban, skilled and astute, while the latter appears as a rural farmer, 
untutored and undiscerning and therefore not suited for high office. The seeming ineptitude 
of the politician provided the rationale for the wresting of control by the bureaucracy over the 
first quarter century of Pakistan’s independent existence. Laporte (1974) informs that it was 
the overarching structure of the civil service that facilitated Pakistan’s growth in the 
economic sphere and continued to undermine political development in the country. 

The mismatch in the authority of the bureaucrat and the politician is at the heart of the 
political dismantling that occurred in Pakistan between the 1950s and 1970. The disdain and 
disregard of the views and demands of the political classes was also reflected in the 
Constituent Assembly debates in 1956 where provincial ministers complained that officials 
refused to carry out their orders because they believed that they (the ministers) had no power 
to take action against recalcitrant officers who defied their order. In this environment it was 
commonplace to ignore or bypass political appointees when making administrative 
decision. The incompetence and ineptitude of the political classes even came to be cited as 
reasons for at the time of the coup d'état in 1958 by President Iskander Mirza and General 

19Ayub Khan [Alavi (1990)].
The political vacuum, political instability, and lack of experienced and resourceful 

politicians all paved the way for the bureaucrat to redefine his role taking over the major 
decision making including formulation and implementation of policy. The views of key 
authors and their reasons for this decided imbalance between the bureaucracy and the 
political classes are summarised in Table 1. 

The decided by skewed between the various arms of the state received little remedy 
and reform in the civil service and remained limited till the 1970s. The relationship between 
the bureaucracy and the political parties altered in the 1970’s. From holding the bastion of 
power, being the prime decision makers, having the strength to be politically neutral and 
having the constitutional guarantee on their side, the tide changed against the bureaucracy. 
The introduction of bureaucratic reforms were brought on by changes in the national 
institutional forces due to the considerable student disturbances of 1968-69, dismemberment 
of the country, and rise of the Pakistan Peoples’ Party (PPP) [Shafqat (1999); Kennedy 
(1987)]. On the 2nd of December 1969 the resentment culminated in the form of Martial Law 
Ordinance No. 58 by President Yahya Khan. As a consequence of this Order, 303 Class-I 
Officers were removed from service. This measure of Yahya Khan was widely acclaimed by 
the media and opinion-makers of the country and he was portrayed as ‘a leader who was 

20trying to eliminate the corrupt officers of the Civil Services’ [Shafqat (1999)].
Secondly, the 1971 conflict between India and Pakistan led to the separation of East 

Pakistan further weakening the position of the bureaucracy in Pakistan. The CSP was further 
weakened as a cadre because 89 Bengali CSP officers holding posts above Deputy Secretary 

246

19For further detail see  Alavi, Hamza ‘Authoritarianism and Legitimation of State Power in Pakistan’. In 
Subrata Mitra (ed) The Post-Colonial State in South Asia, (London and New York) 1990.

20See Shafqat, S. (1999) Pakistani Bureaucracy, Crisis of Governance and Prospects of Reform. The 
Pakistan Development Review 38:4, 995–1017.
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Table 1

Summary of Research on Bureaucratic Dominance
Author Name of the Book/Paper Emphasis on

Hamza Alavi Authoritarianism and 
Legitimation of State Power 
in Pakistan.

The state power in Pakistan since 
independence has been concentrated in 
the hands of a military bureaucratic 
oligarchy.

Khalid B. Sayeed The Political Role of 
Pakistan’s Civil Service.

Since independence the civil servants 
played an even more powerful role than 
their imperial predecessors primarily due 
to weak political parties, and military 
dominance.

Saeed Shafqat The Pakistani Bureaucracy. 
Crisis of Governance and 
Prospects of Reform.

Ayub cut down the dominance of the 
CSP, which was further cut to size by 
Bhutto. The 1973 reforms adversely 
affected the bureaucracy.

Lawrence Ziring The Pakistan Bureaucracy; 
Two Views.

The bureaucracy after independence was 
strong and domineering. Bhutto’s 
reforms altered the situation, which could 
have been averted it the bureaucracy had 
been a little compromising. 

Robert  Laporte The Pakistan Bureaucracy; 
Two Views.  

The Pakistani bureaucracy retained the 
colonial character. Filled the power 
vacuum after independence. Bhutto took 
away the power of the bureaucracy.

Khalid B. Sayeed The Political System of 
Pakistan, 1967.

 

The bureaucracy after independence 
filled the power vacuum which the 
politicians were unable to fill. He 
describes in detail the hierarchal set up of 
the CSP.

Charles Kennedy The Bureaucracy in 
Pakistan. 1987, Oxford 
University Press.

Describes Pakistan as a bureaucratic 
polity. Describes its dominant rule in 
Pakistan. Describes the politicisation of 
the bureaucracy since the 1973 reforms.

Ralph Briabanti Research on the 
Bureaucracy of Pakistan.

It contains a record of documents 
pertaining to the administration of 
Pakistan. And discusses various facets of 
the administration. it contains critical 
information and can be used as a 
reference book.

Gerelad Heeger Bureaucracies, Political 
Parties and Political 
Development.

He argues that Bureaucratic dominance 
in Pakistan resulted not due to 
organisational superiority but because of 
monopolisation of key governmental 
offices in the political system by 
bureaucratic elites.

Source: Authors’ compilation.
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level (28 of whom were Joint Secretary or above), after the dismemberment of Pakistan 
opted for Bangladesh considerably downsizing the bureaucratic institution and thereby 
reducing the influence of the CSP as a cadre [Kennedy (1987)]. The rise of the PPP and its 
leader Mr Zulfiqar Ali Bhutto during these years also turned the tide against the Pakistani 
bureaucracy. There was a huge swing in public perception and the CSP officer began to be 
perceived as a hindrance to the development of the country. Laporte (1974) informs that 
there was a growing desire among the middle class (including non central service 
bureaucrats) for increased status and participation which provided a manpower alternative to 
the regime. Bhutto formed an administrative reform committee in 1972 which was to review 
and formulate recommendations to change the prevailing bureaucratic system. The prime 
consideration was to ensure a shift from an administered state to one that was driven by the 
political processes [Ziring and Laporte (1974)].

 In an address to the nation on August 20, 1973 on the state of his economic reform, 
Bhutto expressed his opinion of the bureaucracy:

It is often averred that the bureaucratic apparatus is a neutral instrument which can be 
bent to any kind of policy. But this neutrality is mythical. The bureaucracy itself is a 
powerful vested interest, concerned more with its own good than with the good of the 
public. No institution in the country has so lowered the quality of our national life as 
to what is called Naukarshahi. It has done so by imposing a caste system on our 
society. It has created a class of Brahmins or mandarins, unrivalled in its snobbery 
and arrogance, insulated from life of the people and incapable of identifying itself 
with them.
 [Jones (1997)]

The avowed political neutrality that was to characterise the Pakistani bureaucracy 
was thereby swept away and replaced by a less rational, politically mired, non-meritocratic 
presentation of the bureaucrat. The Naukarshahi accusation pointed to the subservience 
demands by this class of public servant, the rule of the public servant or Civil Servant as 
ruler, is indicated by the particular terminology. 

The high-powered Administrative Reforms Committee set up in April 1972 under the 
chairmanship of Khurshid Hasan Mir was of the view that the first step in the direction of 
administrative reform should be the replacement of the colonial structure of the services by a 
modern and scientific system responsive to democratic aspirations. Z.A. Bhutto made the 
recommendation in favour of a unified civil service. In August 1973, the Government 
accepted the Report, initiating colossal changes in Pakistan’s Civil Service. All the services 
and cadres were merged into a unified grading structure with equality of opportunity for all 
who enter the service at any stage based on the required professional and specialised 
competence necessary for each job. All classes among the government servants were 
abolished and similarly replaced by a unified grading structure. The existing classification of 
the services into class-I to class-IV was also done away with and the road to the top was 

21opened to all on merit. The use of service labels was discontinued.  The civil services 
reforms of 1973 also introduced a new system of common Training programme and all the 
occupational groups were required to undergo a mandatory combined training at the civil 
services academy, Lahore. The batch of officers who attended the civil services academy in 
1973 is now recognised as “the 1st common”. Lateral entry was introduced which was a 

248

21For further detail See Group Research Paper, Faculty Advisor, Brig. Shahid Akram Kardar ‘Civil Service 
Reforms; Building Public Sector Leadership’ Pakistan Administrative Staff College, Lahore, (82nd National 
Management Course).
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direct threat to the bureaucrats because now political appointees would be a part of their 
22system.

3. THE BHUTTO REGIME AND THE BEGINNING OF 
BUREAUCRATIC REFORM

The implementation of Bhutto’s reforms significantly altered the cadre system of 
organisation of the bureaucracy with the abolition of the CSP, the lineal descendant of ICS. 
Its members were regrouped into the newly created District Management Group (DMG). 
Additionally, group privileges such as benefits from service associations and the reservation 
of key posts in the secretariat for the CSP was discontinued. With the creation of All Pakistan 
Unified Grade System there was no longer a distinction between CSP, PSP and other groups. 
Lateral entry was introduced, allowing professionals and political appointees to enter the 
system. While the constitutions of 1956 and 1962 retained the right of civil servants to have 
recourse to the courts the 1973 reforms dismantled this mechanism.

The reforms provided greater access for the political process to direct the activities of 
the bureaucrat [Kennedy (1987)] thought this did not always lead to greater institutional 
ability to deliver public service. The shift in power between the political and bureaucratic 
classes permitted politicians to intervene in the actions of the bureaucrats as well as to 
castigate them for past actions that were not regarded as in the political interest. In particular, 
the Abolition of service cadres made it easier for politicians to use arbitrary powers of 
punishment such as removal of the civil servants [Laporte (1981)]. 

The political economy that provided the context for the bureaucratic reforms and the 
radical changes that were wrought in the relationship between the arms of the state and its 
implications for the self-perception of the bureaucrat are dominant themes in the interviews.

After the elections Bhutto took over, that when the politicians started exerting a lot of 
pressure on the civil servants. But still the CSS was by and large intact, it was still a 
cohesive group, and that time Mr Bhutto also remarked at the Dinner at the Civil 
service academy that the CSP are responsible for whatever ill prevails in the system, 
they interfere with the political system, they are not willing to carry out the writ of the 
government, and he said that  I want to finish them, I want to reform and finish this 
CSP cadre, very shortly he appointed this man as the establishment secretary , who 
controlled all the policies regarding the personnel, transfers posting, a very important 
post, he was not a CSP, he started these big reforms, the first step was to do away with 
the service labels. The CS association was banned. The CSP were not allowed to have 
any association, then 1973 reforms came, and the CSP now had to go higher to 
compete. This was the first big change.
 (Bureaucrat 11)

The sense of a political contestation between the bureaucratic and political classes to 
gain the lions’ share of power was sharply etched in the response of the bureaucrats. The loss 
of the legal guarantee whereby the bureaucrat was insulated from the political process was a 
particularly sore dimension of the loss that bureaucrats had to accept in the changed political 
environment after the 1973 reforms.  

22Despite the administrative reforms there has been little change in the pay and grade structure of the 
Pakistani administration. The reforms focus largely on a reorganisation in relation to the organisational behaviour of 
the bureaucracy, most specifically in relation to reducing its combative power against the ministerial class. Please 
see table for the pay scale of the bureaucracy. 
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The ministers’ are supposed to be making policy not interfering with actual 
implementation, but in actual practice they flout that. They are more interested in 
doing day to day administration, than in making policy. So the bureaucrat has to 
suffer, he has to be willing to take one of methods the government has provided to 
punish the officer to make him an officer on special duty. This means no job, no 
assignment, no perks, so officer is afraid of that, as he loses the chance to have all the 
facilities if he does not obey his political bosses. The bureaucrats had political 
insulation before the constitution of 1973 when Bhutto changed the constitution. But 
not now they don’t have political insulation.
(Bureaucrat 1)

The consequences of these changes were often couched in terms of the objective set 
of laws and standards these bureaucrats had come to regard as their raison d'être. The 
argument is these accounts was strongly developmental, and it was clear that these 
bureaucrats regarded themselves as the agents of the delivery of programmes that would 
bring about social and economic transformation of Pakistan.

My personal perception of bureaucracy is that bureaucracy in a developing country 
has to be free and impartial to perform. If it is free and impartial and is allowed to 
perform then this is the most stabilising factor in a developing country. The 
politicians can play around, the governments can come and go, but if there is a stable 
bureaucracy there is constant development in the country that is what happened till 
1973, when the new constitution came into existence. Mr Bhutto I think dealt the 
most severe blow to the services, by withdrawing constitutional guarantee from the 
civil services.
(Bureaucrat 8)

The manner in which the 1973 reforms detracted from the ability of the bureaucrat to 
ensure effective delivery of duty was set out in relation to (i) the now ‘undue’ interference 
from the political establishment and (ii) the lack of group support and networks that resulted 
from the removal of the service associations.

The constitutional guarantee was a very good safeguard for the civil servants to 
perform and be independent. Once that guarantee was withdrawn the civil servants 
felt very weak, gradually as time passed they became aligned with one particular 
party or the other. This is one thing I could not do. I was the last person who would go 
to a politician or even a general if the army was involved and seek protection. Why , if 
my conduct is above board, if my integrity is not in question, my ability to function, 
ability to perform is not questioned, why should I seek anybody’s protection. My 
own performance, my own integrity is the biggest protection that I have. And then 
1973 constitution came into existence, the guarantee’s were withdrawn, the 
bureaucracy started to become weak and weak….. Once the politicians and the 
government started making a choice of their own without merit of jumping seniority, 
of giving important posts to people who were not trained in that particular 
department or that that service the whole structure became confused.. That is where 
favouritism started….Anybody who has some self respect, who is proud of his own 
integrity cannot survive in this system, it is not possible. ..you  have to listen to his 
(Minister ) whims, his orders. That is the thing that killed the spirit.
 (Bureaucrat 8)
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The associations were already weak, and then banned, so the CSP’s could not resist 
the 1973 reforms. And there had been co-optations of individuals. The military had 
co-opted individuals. The CSP’s became aligned with the military. Bhutto, Ayub and 
Yahya had all thrown out officers most of them were CSP officers. I know one 
gentleman who was honest to the core, Bhutto had some differences with him, and 
Bhutto threw him out. In 1975 they divided the Civil service in two groups the DMG 
and the secretariat service. At that time the idea was that the district management will 
gradually go away, at that time the Cornelius report had recommended that district 
administration should be run by elected representatives.
 (Bureaucrat 11)

Bhutto’s civil service reforms programme 1973 shattered the bureaucratic 
Brahmanism. The shakeup provided by the reforms transformed the bureaucrat from a 
mandarin to a manager thereby creating a fundamental break in the political organisation, 
both in relation to the previous hierarchy in the services as well as by permitting rapid lateral 
entry into the civil service [Khan (2002)]. The civil service began to resemble a fragile house 
of cards that was exposed to new winds driven by the whims of politicians. The removal of 
insulation from political pressure and the sudden fall in their administrative power caused 

23bureaucrats to adopt a low-profile approach [Khan (2002)]  that resulted in a slowing down 
of bureaucratic process and a growing lethargy in the administrative machinery. The 
administrative reforms had humbled the mighty civil servant and created new dissensions 
among Pakistan’s professional élites [Ziring and Laporte (1974)]. In the Pakistani reforms of 
1973 the disenchantment manifest itself through a growing misuse of bureaucratic authority, 
particularly in relation to growing use of public office for personal gain, i.e., forms of 

24financial corruption.

4. THE ZIA YEARS AND NEW INSTITUTIONAL ALLIANCES

In 1977, Bhutto’s regime was overthrown by a military coup spearheaded by General 
Zia Ul Haq. The authoritarian rule under a military head of state that followed was unusual in 
its moderate treatment of existing institutions [Burki and Baxter (1991)]. The bureaucrats 
were not required to relinquish their existing posts, nor did the new government institute any 
drastic transfers of bureaucrats. To the contrary, the Zia administration chose to constitute 
the Anwar-ul-Haq Commission to rehabilitate and promote some level of confidence, among 
the Civil Services, particularly the CSP. 

There appears to be a contradictory swing between existence of political democracy 
and possibility of pursuing political neutrality in Pakistan. While the democratic government 
of Zulfiqar Ali Bhutto undertook widespread and extreme 1973 administrative reforms, 
particularly the removal the constitutional guarantee, the dictatorial regime under Zia was 
keen to consolidate the functions of the bureaucrat. In a similar comparison, the PPP, under 
Benazir Bhutto’s government (and PML under Nawaz Sharif) regarded political neutrality 
with suspicion as bureaucrats were regarded as being supported of the erstwhile party in 
power and therefore oppositional to the new government. On the other hand, the military 
dictatorship of General Pervez Musharraf was relatively supportive of the bureaucracy. 

23For further depth see Khan, A. A Historical Review of Elitism in the Federal Bureaucracy of Pakistan and 
a Critical Analysis of Pakistan’s Higher Public Administration. National Development and Security 10: 3, Spring 
2002.

24For further depth see Shafqat, S. (1999) Pakistani Bureaucracy, Crisis of Governance and Prospects for 
Reform. The Pakistan Development Review 38 : 4, 995–1017.
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My experience was that by in large the military process was more rational, they at 
least understand the issues, compared to the democratic leaders, the attitude of the 
democratic leaders was, that now we are the boss and we have to decide…In my 
experience the army generally was more rational and abiding by the law.

  (Bureaucrat 1)

This oppositional relationship between democracy and political neutrality is in stark 
contrast to the established proposition that democratic government will direct the 
bureaucracy to follow principles of political neutrality. The explanation may lie in the fact 
that the bureaucracy as a part of the executive arm of the state is regarded more favourably by 
strong authoritarian forces that adopt a statist approach while democratic governments that 
must ensure a political settlement tend to consider the existing bureaucracy in an 
oppositional light.

In a political environment where bureaucrats are regarded as oppositional to a new 
incoming elected government, the principle of political neutrality transforms into a negative 
feature, one that indicates an absence of allegiance to the new government. 

In your mind you can be neutral, but you can’t tell them on their face. Others will be 
more politically inclined than you and you will look bad in comparison. You will not 
then be successful. Your friend will be District Commissioner (DC) Lahore and you 
will be DC of some God forsaken place. And the boss will give the reason 'he does not 
have initiative, he can’t do his job well.
 (Bureaucrat 6)

We bureaucrats suffer; we are always trying to clarify the perceptions, and say “no I 
am not with so and so”. You seem to just go around giving explanations and talking to 
the politicians, that “it seems that you are annoyed with me?
(Bureaucrat 25)

Under the present circumstances it is not possible to be politically neutral....the 
politicians expect the bureaucrat to pitch in one side or the other. There is the concept 
of loyalty, it is not loyalty to the state, it is not even loyalty to some organizations, but 
loyalty to the person. So if one is loyal to Nawaz Sharif or Benazir their chances of 
success are higher when they come into power.
 (Bureaucrat 25) 

Bureaucrats who persist in following the political neutrality principle find that they 
are singled out for punishment for a lack of loyalty to the new administration. The new found 
power that politicians, particularly ministers had over the careers of bureaucrats was 
regarded as a considerable hardship by bureaucrats.

Once I left the service I was hounded for a bit, wherever I would get a job, the prime 
minister would interfere and get me sacked. I guess he really disliked me. He (then 
PM) got me sacked from two organisations, and then I finally got a job because his 
government was toppled.
 (Bureaucrat 12)

The increasing interference of the ministerial class over the bureaucracy emerges as a 
particularly contentious area. Both sides accuse the other of exceeding their brief and 
thereby obstructing the delivery of development programmes.
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5. THE CHANGING NATURE OF THE POLITICAL SETTLEMENT 
WITHIN THE PAKISTANI STATE

The reason for the decline in political neutrality that is uppermost in the mind of 
bureaucrats in Pakistan is the rise demand for politicians for preferential, and increasingly 
illegal, services. The increasing pressure makes it harder for the bureaucrat to remain 
politically neutral as  there is a rising penalty for the refusal to acquiesce to such political 
demands. The framework of external laws and standards that should be applied in relation to 
the delivery of public service becomes increasingly untenable in the face of growing political 
demands.  The increasing pressure was identified as a key theme by various interviewees.

One reason why I left was when I was posted as director general development 
authority, 1988 elections were on, the first election after Zia ul Haq went, the then 
Chief minister came to me and said I want plots. He said I want plots for my 
candidates, I said for what reason? He said because they need to contest elections, I 
want 200 plots. I said there are no plots available. He said I need them, I said I can’t 
give them too you. He asked why? I said because it is illegal, first you will get 
arrested, then I will get arrested, and I will not give them to you. I gave him only the 
available plots, which was legal. He got very annoyed with me and immediately after 
the elections he transferred me to my old post, and after four months he made me an 

25OSD  for 18 months.
 (Bureaucrat 11)

Since the 70s, bureaucrats could not afford to be neutral. Before the 1970’s it was 
possible, as they had the constitutional guarantee on their side. But this changed since 
the 1970’s. I myself twice I was told, in so many words, ‘we will not ask you to do 
anything illegal, but you see we have to look after the interests of the party and 
therefore what we tell you needs to be done.’(the then PM) I just listened and I 
thought that I would not last very long at the job. Well in one case I did not last, the 
other case they kept delaying my promotion.
 (Bureaucrat 13)

The greatest sense of disaffection among the bureaucracy was with regard to the 
withdrawal of the constitutional guarantee that prevented the administration from 
intervening in the decisions and actions of the bureaucrats through imposition of penalty, 
punitive transfers and outright dismissal. The constitutional guarantee had provided the 
bureaucrat impunity from the political system and thereby worked towards ensuring the 
separation of powers of the state. The guarantee had therefore come to be regarded as the 
lifeline of the bureaucrat, and its withdrawal left them feeling vulnerable and exposed to 
other parts of the state administration as well as the broader political system.

No, it is not possible to be politically neutral, not in the present setup. If only the 
constitutional guarantee had continued. You know what a constitutional guarantee 
is? That means that the government can’t fire you without giving you a good reason, 
and then the reason and the firing is fully justifiable, and you can go to the court and 
get relief, and the government needs to justify why they did it. Now there is no 
constitutional guarantee, it is not possible.
 (Bureaucrat 8 )

25OSD stands for Officer on Special Duty. It is the worst transfer order given to a bureaucrat. it implies the 
officer has no portfolio, no office, and he relinquishes his post to remain at home till further notice.
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Well there was no problem until the constitutional guarantees were there. There was a 
regularly laid down procedures. So survival was not a thought utmost in mind. 
Survival came when purge of 1972, 1984 took place. And then the various martial law 
regulations etc. when these issues arose then you started looking for protectives. You 
started looking for lobbies, you started looking for linkages. You started looking for 
friends of the ruling party. When Nawaz Sharif came you started looking for survival 
by cultivating his friends. Same goes for PPP and Musharraf’s rule. Survival is really 
based on connections.
 (Bureaucrat 25)
With the changes brought about by administrative reforms, changing power 

configuration across the arms of the state and the associated downsizing of the political clout 
of the bureaucracy there emerged reasons for negating the value of political neutrality within 
the bureaucracy. The implication of the requirement that bureaucrats show political 
allegiance was that any observance of an external set of laws and standards was now an 
obstacle rather than an assurance of promotion and career progression. Additionally, the 
failure of a bureaucrat was often linked to the inability to show adequate political allegiance 
and there was considerable emphasis on the qualities of wiliness and duplicity that the 
bureaucrat needed to develop in order to continue to be effective in delivering development 
while appearing to support the political establishment. 

As you go up you also need to learn the art of political management, you need to be 
politically savvy.
 (Bureaucrat 16) 

Apple polishing and buttering them up is part of our culture. 
(Bureaucrat 21)  

Once you get into higher positions, you have to play some sort of political games.
(Bureaucrat 22)

When the bureaucrats were asked, the questions and answers resulted as follows:
Q. Do you think that it is possible to be successful and politically neutral?
A. 18 out of 21 said that it is absolutely not possible.
Q. Is it possible to have political immunity in the administrative system?
A. All of the bureaucrats felt that it was not possible at all. 

This increasing need to please political masters has resulted in political neutrality 
being sidelined in favour of public display of allegiance through practices that signal loyalty 
to the politicians. In particular, it is the interference by ministers that has been regarded as 
offensive, often being very detrimental to the career of the bureaucrat. The perceptions of 
ministers regarding this turnaround in the power structure in the Pakistani administration 
underlines the importance accorded to loyalty of the bureaucrat to his political superiors, 
particularly so in relation to the minister concerned. 

The ministers don’t want not loyalty they want blind obedience from the 
bureaucracy, towards their own constituency, they are not pushed about the mega 
picture.
(Minister 4)

‘I think the bureaucrats are totally been made impotent, they are not allowed to move 
at all.
 (Minister 3)
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Yes I agree that the ministers did not let them work freely…now the only survival is 
that if the bureaucrat takes the side of some political party…. Not impersonal, no one 
is…Minister is not so much to blame. Because in this scenario, the chief executive of 
the federal or provinces has his go… and his friends or his cronies are the 
ministers…. They are not holding it exactly… for example if you want to   post some 
one DPO or DCO, it is not done, by the secretary finance or by the chief secretary… 
the chief minister is  involved in it… 
(Minister 2)

The implications for the delivery of development programmes of such a system of 
explicit evidence of loyalty among bureaucrats for their ministerial bosses have been rather 
negative. The lack of dovetailing of bureaucratic and ministerial objectives, the delay in 
target setting and the often poorly designed and selected performance targets result in poor 
and insufficient delivery of public service. The ineptitude is not restricted to a particular 
development programme but becomes endemic to the career trajectory of the bureaucrat 
who comes to regard political allegiance as part of the job and therefore moves away from 
external set law and standards of the Weberian ilk to regarding the ministerial demands as the 
criterion against which to measure performance.

That is true, political interference is there most of the time… the politician’s concern 
is not to improve the ministry’s performance, because a minister is not judged for his 
performance in the ministry, and again in our government the prime minister sets up a 
frame work for checking the ministry and we were asked ourselves to set up your own 
targets.  We set those targets…. And there was a cell in the prime minister house 
which used to monitor the advancement of those targets as far as you were concerned 
as a minister… but then if you did not meet those targets there was no penalty… 
because once you start penalising a minister there are political repercussions, which 
the government is not willing to bear… but I think that also has to be done… the 
minister head of the policy,  they do come with a political background and a political 
mind set… but at the same time when they are heading a technical ministry … they 
should be judged in some way…..if a bureaucrat does not listen to the minister then 
he is made an OSD, …there are issues bureaucrats are total sycophants the minister 
should be total incompetent and that’s a very good team if you want to take ministry 
in the wrong direction… but somebody has to change that…
 (Minister 4)

 

In early mid career when you became DC, the whole concept of “Mai Baap” 
(Parent) of the district, to sort out the problems of anybody and everybody who 
comes to him. …the  concepts began to change Mid career, when we went through 
the revolutionary upheaval brought in by the PPP party and with each passing day, 
one became more and more cynical. One wanted to get to key positions, the objective 
had changed, and it was no longer serving the people. I am sorry to say it became 
more selfish. One started looking at post retirement economic benefits, perhaps a 
settled life, social connections, friends, marriage of children, yourself preservation 
became an important issue in the later part of mid career. In your final years of course, 
your job becomes more and more dependent on the political whims of people, you 
began to bend the rules, the idealism went, and you are no longer the sort of person 
you were earlier, so it meant that you did not say no so frequently.
 (Bureaucrat 25)
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The realisation that the singular pursuit of political neutrality would not bring about 
career such was indicated in the interviews where 18 out of 21 answered that it was not 
possible to be successful by remaining politically neutral. There was unanimous consensus 
that there was no political immunity for the Pakistani Bureaucrat. The Retired bureaucrats 
were of the opinion that as they had continued to abide by the principles of political neutrality 
they had been victimised by the politicians. 

The difficulty that bureaucrats have felt in coming to terms with the reduced public 
control that they can exercise in the execution of government policy is still couched in terms 
of the Weberian notion of a meritocratic, rational and objective state actor. This notion has 
been severely tested by the administrative reforms brought about by the various political 
regimes that have ruled Pakistan since independence. In particular, the growing demand for 
public displays of loyalty to the ministerial class, most often in relation to deference to 
ministerial compulsions and machinations has been regarded as unpleasant but inevitable in 
the new political settlement that has emerged in Pakistan in the last few decades. The 
negation of political neutrality is witnessed in the growing presence of corruption, 
administrative slowdown and politicisation of bureaucratic decision making. The 
uncomfortable compromise that the bureaucratic class has had to make with the increasingly 
dominant political classes is that there will be a pandering to the need for political allegiance 
to maintain the political settlement within the state while still working to ensure the delivery 
of development.

6.  CONCLUSION

The article shows that the initial dominance of the bureaucratic elite in Pakistan was a 
consequence of an overdeveloped bureaucracy on account of a colonial inheritance [Alavi 
(1971)].  The bureaucratic overhang that was an outcrop of the colonial administration was 
regarded as elite, brahmanical and mandarin like in its attitudes to society and particularly its 
engagement with politicians and political parties. The imbalance in the Pakistani state that 
has resulted from this highly unequal power sharing between bureaucratic and political 
players made it almost impossible to come to a stable political settlement within the state 
[Khan (1996)]. This position of bureaucratic dominance was undermined by the 
administrative reforms brought in under during Bhutto’s early years in office and this took 
away many bureaucratic privileges, most particularly the safeguard against political 
interference provided by the constitutional guarantee. 

 The consequences for the delivery of development is an increasingly inefficient and 
poorly designed and executed programmes by the bureaucracy as the demands of the 
political process overtake the requirements of the programme. The damage done is not only 
to the development agenda but to the very institutions of the country. By replacing political 
neutrality by political allegiance there has been a shift in the rules by which the bureaucracy 
was playing. In place of the externally set standards of merit and impartiality there is now an 
emphasis on publicly supporting political demands and ensuring that bureaucratic action did 
not directly contradict political sentiment. The Pakistani bureaucracy is entrenched in a 
quagmire of political intrigues and is miles away from the ideal a political officer that Weber 
(1968) envisaged.

After analysing the perceptions of the bureaucracy regarding the political 
complexities they encounter in their professional lives, it appears that it would be a mistake 
to use the Weber’s heuristic notion of bureaucracy to sort out organisational perplexities of 
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Pakistan’s civil service. It is not a bureaucracy in the classical sense. It is far too complex, 
with far too much history, to be relegated to such a simple characterisation [Jones (1997), p. 
364].

Fig. 1. Political Influence in the Civil Service 

From: Haque, N. and Khawaja (2007) Public Service Through the Eyes of Civil Servants. PIDE Series on 
Governance and Institutions. Islamabad: Pakistan Institute of Development Economics, 2007

I, 
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Pau Scale
Minimum

(Rs)
Increment

(Rs)
Number of Pay

Points
Maximum

(Rs)
Sample Position

Sweeper
Quasid
Daftri

Dispatch Rider, Driver
Urdu Typist

Telex Operator

Stenotypist
Accountant

Stenographer
Admin Officer

Private Secretary
Agronomist

Deputy Secretary, Senior Agricultural
Economist

Economic Consultant, Joint Secretary
Senior Joint Secretary

Secretary

APPENDIX

Table 1

Basic Monthly Pay Scale

Source: World Bank (1998) Pakistan a Framework for Civil Service Reform in Pakistan. Report No. 18386-PAK. p. 68.
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Book Reviews

Francisco Gutierrez and Gerd Schonwalder (eds.) Economic Liberalisation and

Political Violence—Utopia or Dystopia? 2010. International Development Research

Centre Canada (IDRC). Canada: Pluto Press. 355 pages. US$35.00.

No debate is as engaging in the twenty-first century, as the one surrounding the

phenomenon of globalisation. Economists, political scientists public policy experts, and

specialists from a range of diverse disciplines are attracted to analyse this phenomenon

and apply it to the world around them. The analysts are generally divided in two camps—

those who praise globalisation as an evolutionary process leading to peace and prosperity,

and those for whom globalisation is a curse instigating violence and conflict by

undermining the role of the State and adversely affecting democracy.

Between the two divorced approaches, offered by those who have suffered at the

hands of ‘liberal utopia’ and ‘liberal dystopia’, the editors of this book present a

compilation of case studies to challenge both the perspectives. The studies included in the

book make their case using quantitative as well qualitative techniques. Neo-liberalism (a

twenty-first century phenomenon) is used to view the impact of globalisation. The

studies included in the book investigate the impact of economic globalisation and

political incentives for violent conflict and war. The findings indicate that the relationship

between neoliberal policies and violence cannot be established in isolation to the context

in which these policies are implemented. Conflict intensity may be reduced or

heightened, depending on this context. Hence the case studies focus on the contextual

setting of the reforms undertaken. The book is organised into three parts: the first one

comprises two chapters including an introduction to the subject and an academic

commentary, the second consists of three case studies on Sub-Saharan Africa, namely

Uganda, Côte d’Ivoire, and Sudan, and the third part contains case studies on Latin

America, namely Columbia, Peru, and Central America.

The introduction is followed by an academic narrative by Jairo Melo that builds

upon macroeconomic theory and establishes the argument that the impact of neoliberal

policies is detrimental by contextual factors, and cannot be pinned down by a single

quantitative model.

In Part Two, Fredrick Mutebi presents a study on economic liberalisation and

politics in Uganda. The study states that the Government of Yoweri Museveni, driven by

a vision to stabilise and rebuild the war-torn country, reintroduced liberal economic

reforms in Uganda at the end of the 1980s. As borders opened up and external resources

started flowing in, the state managed to improve security, service delivery, military

power, and even spend resources on paying off its opponents. The result, at least in the

short term, is a more stable government and less violent political elite, coupled with a

non-democratic political regime. The long-term effects are yet to be seen.
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The next chapter, by Banegas, Toh, and Adingra, discusses the crises of

citizenship in Côte d’Ivoire . The implementation of liberal economic and political

reforms in the 1980s led to chaos being unleashed in a country where the ability of the

State to tackle polar interest groups was but limited. The result was violence leading to a

division of the country along ethical, political, and regional lines. The government

structures became increasingly fragmented, and as war broke out, official hierarchical

structures broke down, which contributed to the conflict driven by confusion and

uncertainty. In this scenario, liberal policies such as privatisation further disintegrated the

government, increasing rent-seeking opportunities and exploitation. The ad hoc solutions

tried out by the government augmented the conflict. For example, privatisation of the

cocoa production only camouflaged the role of the state, thereby increasing opportunities

of rent-seeking and corruption. To sum up, in a fragile state such as Côte d’Ivoire, liberal

policies, if not steered in the right direction, may very well go wrong, increasing conflict

and violence.

The case study by Marchal and Ahmed focuses on neo-liberalism in Sudan. The

authors argue that the liberal economic policies followed by the government did little to

curb the raging conflict, because the policies strengthened the hold of the ruling elite. The

availability of oil revenues further added to the Sudanese government to act as the biggest

monopolist. The study claims that although Sudan was able to get rid of the old colonial

elite, the new native elite is even more opportunistic. The economic liberalisation in this

case has failed to bring about political liberalisation; instead this has instigated conflict in

areas that were relatively peaceful before the liberalisation.

Francisco Sanin’s study opens Part Three of the book with an insight into the

changing nature of violence in Columbia. Sanin states that Columbia is an exception in

Latin America as economic liberalisation here was introduced gradually as compared to

the kind of ‘shock therapy’ that other Latin American States went through. Sanin

examines three sectors; health, land distribution, and decentralisation. He argues that the

neoliberal policies shook the established institutions and altered the room for negotiation

and organised crime. This change in environment influenced the level of conflict. The

liberal policies, in Columbia, did not on their own resolve or create conflict, but the

policies influenced the logic behind war and peace, redefining the nature of the ongoing

conflict.

In the next study, Ramoin Teves analyses Peru’s ambitious neoliberal reforms

and their impact upon conflict. Peru was a country characterised by bad governance and a

closed economy with violent internal conflicts that cost many lives. In the 1990s, Alberto

Fujimori, the then ruler of Peru, embarked upon radical neoliberal economic policies that

led to unprecedented growth in the years to come. The reforms not only gave a significant

boost to economic growth, but also forced Fujimori to forgo power in favour of

democratically elected leadership that maintained the liberal policies. Teves contends that

Peru may not be the success story that it seems to be. Being skeptical, he says that It is

difficult to establish, in case of Peru, that the neoliberal policies successfully reduced

conflicts; rather it could be the other way round—neoliberal policies were successful

because conflict reduction led to a more favourable environment. Moreover, under

Fujimori, the state was run in a ‘mafia style’ with established corruption networks and

rent-seeking opportunities for the government functionaries. It is good to see that liberal
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policies have prevailed even after the regime change. However, the situation remains

fragile. Neoliberal policies have failed to reduce poverty levels. Resultantly, today Peru

sees a more active role being played by those social actors who feel that the state does not

have the capacity to perform. Thus, in Peru’s case, the optimism with neoliberal reforms

comes only from a cursory look. Deep down, Peru’s problems are far from over, and the

neoliberal policies, in fact, might have increased the vulnerability of the state to conflict.

The last case study, by Penaranda and Baroin, is about the state of conflict in

Central America. The study states that in countries such as El Salvador and Guatemala,

conflict resolution came about as a process of negotiation between the parties concerned

rather than as a victory for the state. These negotiations led to a balance between

neoliberal economic reforms and political reforms. However, despite these policies, the

two economies failed to sustain themselves and had to rely on external support. Only

time will tell how much of the ‘neoliberal promise’ can be delivered and if it would help

these countries in moving towards a successful democratic transition.

Gerd Schonwalder’s conclusion is comprehensive. He sums up with a note that

the studies included in the book have highlighted the shortcomings of neoliberal policies

and have also brought to the fore the cases where, scepticism notwithstanding, the

neoliberal agenda appears to offer some promise.

Thus by looking at the ‘exceptions’ rather than the ‘rule’, the book provides

interesting perspectives on why there may not be a box fit solution to the problems of

developing countries and why such solutions mostly backfire. The relationship between

economic policy and conflict, with a focus on cases where the neoliberal policies may not

have proved a great success, is made clear. The book is recommended for those interested

in International Relations, Conflict and Peace Studies, Development Economics,

Development Studies and Public Policy.

Laila Sohail
The Pakistan Institute of Development Economics,

Islamabad.
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Naomi Klein. The Shock Doctrine: The Rise of Disaster Capitalism. New York:

Henry Holt and Metropolitan Books. 2007. 500 pages. Hardcover. US$18.11.

Naomi Klein is an award-winning journalist, and his book The Shock Doctrine:

The Rise of Disaster Capitalism is a bestseller. Klein argues that free market philosophy

professed by the Nobel laureate Milton Friedman and may others and adopted by the

international financial institutions faced a hard time while being put to practice.

Accordingly, crises were engineered in some countries to provide an environment in

which unpopular reforms could be carried through. In some countries natural disasters

were used as an occasion to push through the free market reform agenda. Klein’s basic

thesis is that unpopular market reforms have typically been carried out at a time when the

shock-stricken people were too disoriented to take even a clear stand on the reforms,

much less to put up a stiff resistance to these. Policy changes that followed the Falklands

war of 1982, the Tiananmen square event of 1989, the collapse of the Soviet Union in

1991, the Asian Financial Crisis of 1997, and of course the more recent Global Financial

Crisis are all examples of pushing through the liberal reform agenda after the man-made

crises had disoriented the public at large or had softened their stand on the free market.

Klein contends in the introductory part that the practitioners of free market

philosophy tend to seek a blank slate on which to create the free market economy. This

typically calls for a violent destruction of the existing economic order. The author

suggests that shock therapy is employed to secure the much-needed blank slate. To

introduce the concept of shock therapy, Klein draws upon the work of Ewen Cameron, a

psychologist who pioneered the use of electric shock therapy, in the 1950s. The intent

was to clear all past influences on the patient’s personality so that desired behaviour

could be programmed in. Crises, man-made or natural, are used to influence the minds of

the public at large and thus create an environment conducive to the liberal reform agenda

and its acceptance. This approach, argues Klein, is akin to the shock therapy applied by

psychiatrists to their patients. Here, one should note that Cameron was never able rebuild

the brainwashed people. The author points out that Chile, in 1970, became the first

laboratory for the so-called shock therapy—a large-scale privatisation programme was

laid down and was imposed on Chile as a condition of aid and loans by the international

financial institutions.

To support his thesis of reforms being carried out when people are disoriented

with shock, Klein discusses various cases at length. For example, the destruction caused

by Hurricane Katrina displaced the city’s poor black residents from New Orleans and this

allowed the city’s authorities to replace numerous public schools with private schools.

Similarly, the dictatorships in Chile and Argentina were used to suppress resistance to the

move towards free market, and instability in the Soviet area, after the break-up of the

country, was used to push through the unpopular reforms. Bolivia’s hyperinflation

provided a similar opportunity in 1980s. The author goes on to argue that the tsunami

gave an opportunity for the Sri Lankan government to push the poor fisherman off the

beachfront which was later on sold to the wealthy hotel developers. Similarly, the East

Asian crisis of 1997 provided an opportunity to the IMF to carry its free market agenda in

the region and as a consequence many state-owned enterprises were sold to

multinationals and western banks.
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Klein traces a parallel path between the rise of the free market capitalism and the

rise and fall of various governments throughout the world. She contends that radical

changes have been introduced in the economic policies of the countries while they were

passing through a shock so that resistance to the change remained low. This opportunistic

behaviour has led to the rise of the unchecked growth of the multinationals. She devotes

full chapters to discuss at length the implicit policy of destroying economies to rebuild

them in the muld of free-market capitalism and, in the process, allowing the politically

connected firms to accumulate wealth. Examples discussed include Pinochet’s Chile,

Bolivia’s hyperinflation of the 1980s, Poland, Russia, Argentina, South Africa, and of

course the rebuilding of Iraq. She also shows how the rebuilders have profited from

natural disasters like Hurricane Katrina and the tsunami in the Indian Ocean. The passage

of law that allowed Shell and BP to claim the vast oil reserves of Iraq and outsourcing

the war on terror to Blackwater are examples of the shock doctrine—exploiting the

disoriented and shock-stricken people to suit the vested interest of a few rent-seekers.

Klein travelled around the world to find evidence for what she states in the

book. For example, to find out what happened in Iraq during and after the war, in Sri

Lanka after the tsunami, and in South Africa after the African National Congress (ANC)

came to power. She contends that the ANC was too busy fighting apartheid to have

understood and thoroughly worked out their economic policy. They accepted the readily

available economic advice of the international financial institutions, began signing the

typical mantra of the world bodies, and embarked upon a policy of privatisation,

containing fiscal deficit, and so on.

Towards the end of the book, Klein talks about the gulf that the shock doctrine

has created between the haves and the have-nots. She contends that while the doctrine has

allowed a small group of elites to move into gated communities, teeming millions face

rising unemployment, declining incomes, and decaying public infrastructure. She also

argues that signs of a backlash against the shock doctrine and its propagators—the World

Bank and IMF—are visible. She hopes in the end that the non-governmental

organisations which are trying to make a difference will in fact make a difference.

Mohsin M. Zahid

SZABIST,

Islamabad.



266 Book Reviews

Parvez Hasan. My Life, My Country: Memoirs of a Pakistani Economist. 2011.

Lahore: Ferozsons (Pvt.) Ltd. 472 pages. Hard cover. $25.00.

This is a timely book. It comes out at an extraordinarily difficult time for the

Pakistani economy. The country has seen many ups and downs in its turbulent history of

64 years. In the second half of the 1960s, many economists—some of them from the

West1—saw Pakistan as a model of economic success which other developing nations

could follow. Some scholars even viewed Ayub Khan’s political model as a success, able

to address the problem the Nobel Prize winning economist Gunnar Myrdal had identified

as the “soft Asian state”.2 Now, half a century later, the country is viewed as a highly

troubled and stressed state.3 It faces numerous problems that could conceivably result in

the collapse of the economy. Parvez Hasan’s book traces some of these ups and downs in

Pakistan’s economic history. He presents them as a part of his life story.

In this review I shall place the book in the context of what its author has done in

several other published works to increase our understanding of the way the Pakistani

economy has developed, and what its prospects are in the near and medium term. But

before going into the substance of the book, I should say a word about my decades-long

association with the author.

I came to know Parvez Hasan, the author, when he arrived in Lahore in the mid-

1960s to take up the newly minted position of Chief Economist, Government of West

Pakistan. I was then Deputy Secretary, Foreign Aid, in the province’s Planning and

Development Department. This was the place that also housed Parvez Hasan. Although I

did not report to him, I was a witness to the effort he made to get accepted by a

government dominated by the then powerful Civil Service of Pakistan, the CSP. I was

part of that service and some of its members did not react kindly to those who invaded

their space from the outside. But Hasan managed to carve out a role for himself and

played an important part in bringing both substance and discipline to the management of

the economy of West Pakistan. How that was done is an important part of the story he

tells in the book.

Parvez left Pakistan for the World Bank on July 1, 1972, the day West Pakistan

was broken up into four provinces and I took over from him as the Chief Economist of

the Punjab. I stayed in that job for a few months before I also left for the United States,

first to Harvard University and then to the World Bank.

My next association with Parvez Hasan was in the winter of 1971, when he

brought me down from Harvard University to work with him as a World Bank consultant.

My assignment was to contribute a chapter on poverty to a major report he was preparing

on the Philippines. I went with him and his team to Manila and other places in that

country, and in the process developed an enormous respect for his way of working. He

was able to quickly acquire a deep understanding of whichever country, he was working

on and to come up with sound policy prescriptions for those in charge of managing its

economy. At the World Bank, he worked on the Philippines, China, South Korea, and

various countries of Central Asia. He has used that experience in the book under review

to analyse the factors that have contributed to the development of the Pakistani economy.

I joined the World Bank in 1974 but did not have any professional contact with

the author. My only professional association with him was in 1977 after General Zia ul
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Haq had overthrown the government of Prime Minister Zulfikar Ali Bhutto and wanted to

change the course set by the socialist regime. Bhutto’s policies were not well thought out

and had sent the economy into a tailspin. Parvez Hasan and I were called into advise the

new government on how they could correct the course and set the economy back in the

trajectory of growth. I don't believe we had much influence on the making of economic

policy at that time.

My fourth professional association with the author is the one that is on-going at

this time. He and I are on the Executive Council of the Institute of Public Policy, a

Lahore-based institution affiliated with Beaconhouse National University. One of the

main activities of the Institute is to write and present to the government, academics, and

the media our thinking on the state of the economy. Hasan has been an important

contributor to the annual reports, four of which have appeared since 2008.4 In each of

these we have examined the problems the economy faced at the time of writing the

report, and have also presented what we considered to be the correct set of policy choices

to deal with them.

With this brief introduction of my association with the author, let me get to the

main point of this review. This is the second book Parvez Hasan has published on the

Pakistani economy. His first, Pakistan’s Economy at the Crossroads,5 came out in 1998,

Thirteen years before the publication of the present Memoirs. “Standing at the

crossroads” is an overused but correct metaphor for the development of the Pakistani

economy. What is interesting about Pakistan’s economy is that with one possible

exception, Pakistan has always managed to take the wrong turn whenever it arrived at the

crossroads. Both Parvez Hasan and I have studied Pakistan’s economic history6 and I am

sure he would agree with me that, over the last 64 years, the economy has stopped at half

a dozen crossroads at least. Let me count them in order to say a few words about how

Hasan in the present book thinks the country could move in the right direction.

We reached the first crossroads soon after the country gained independence, and

India, for whatever reasons, took a number of steps to cripple the Pakistani economy

before it had had the time to stand on its feet. It held back the release to Pakistan of what

were called the “Sterling Balances”, owed by Britain to the dominions and colonies for

the help they had provided in fighting the Second World War. It then threatened to divert

irrigation water that flowed into the Pakistani part of the Punjab from the canal

headworks that were now located in India. It then punished Pakistan for not devaluing its

currency with respect to the American dollar as India and other members of the British

Commonwealth had done. New Delhi imposed a trade embargo on Pakistan. However,

Pakistan managed to find a way out of these crises by adopting a number of sound

policies under the influence of some remarkable civil servants who were placed in charge

of managing the economy. This was one of the few occasions when Pakistan took the

right turn from the crossroads at which it had arrived.

The second crossroads came in the late 1950s when the political establishment

failed to find a solution to the problem of ethnic divide created by the migration of eight

million refugees from India to Pakistan. Under the leadership of the military, which

intervened for the first time in Pakistan’s history, the country abandoned democracy in

favour of a highly centralised authoritarian structure. Under Field Marshal Ayub Khan,

the country prospered economically but the lack of political consensus behind the model
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meant that it could not be sustained.7 This was the time when Parvez Hasan worked in

West Pakistan and made an enormous contribution to developing a strategy of economic

growth that paid handsome dividends to the province in which he served.

But the politics associated with this style of management got in the way. It was

abandoned when the country arrived at its third crossroads under a new military leader,

General Yahya Khan. Once again, Pakistan took the wrong road by not handing over the

citizens of East Pakistan the reins of political power that should have been in their hands

given the enormous victory they had secured in the elections of 1970. The result was a

civil war and the emergence of East Pakistan as the independent state of Bangladesh.8

The country got stalled at another cross roads—the fourth on my list—when

power was transferred to a civilian leadership from a highly discredited military

establishment that had suffered a terrible defeat in East Pakistan. However, the country

took the wrong economic road by bringing the state into economic management at a time

when it had demonstrated its weakness in playing that role in many countries, especially

across the border in India. As Pakistan was going downhill, Hasan had begun his work at

the World Bank, authoring important reports on the Philippines, China, and South Korea.

He drew the right lessons from these analyses: that the state had an important role to play

in economic management but not as the owner of economic assets. It should be a friend,

guide, and champion of private enterprise but should not supplant it. Under Bhutto, the

country had gone entirely in the wrong direction.

The 9/11 terrorist attack on the U.S. brought Pakistan to another crossroads.

General Pervez Musharraf, now the country’s president, readily joined Washington in

what was then called the “war on terror”, and received in return an enormous amount of

military and economic aid.9 This was mostly wasted on the economic side as the country

went on a consumption binge that temporarily raised the rate of GDP growth but left deep

faults in the structure of the economy.

For the sixth time by my count, Pakistan stands once again at another

crossroads. There are many directions in which it can go, but only one of these is the

right one—that will keep the political system in the hands of the elected representatives

of the people, make the military and security establishments responsible to the legislative

branch of the government, make public officials responsible to special purpose

institutions that will have the power to investigate and punish all those who abuse

people’s trust, introduce a fiscal system that will yield enough resources to pay for most

of the growth in the national product the country needs while bringing about better

distribution of income and wealth, and introduce tolerance and respect for all the people

no matter what their faith or other disposition is.

The conclusion one reaches after reading Hasan’s book is that there is a great

deal of wrong with the economic state of Pakistan. But the author is not prepared to give

up hope. Here, I would like to quote from the book. “Given the multi-faceted economic

and political problems, the revival of economic growth to a level that would ensure an

adequate rate of job creation and some progress towards reducing the present high

incidence of poverty appears an uphill task and perhaps more difficult than at any time in

the past. It is easy to be pessimistic about Pakistan[’s] future [but] I believe that it is quite

possible that in a decade, Pakistan might surprise both itself and the world at large by not
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only surviving with its borders intact, but also turning a corner in a very significant way

towards a modern, moderate, rapidly growing state.”10

Hasan has hope for Pakistan’s future. How could that happen? That is the

subject of the last chapter of the book. One of the main messages of the book is that

Pakistan’s current policy-makers must have the country engage with the world, to move

away from the isolation into which Pakistan has been pushed by circumstances, and to

focus on turning international trade into a major driver of economic growth.

Development Economics is not a discipline that lends itself to pessimism. Both Hasan

and I believe that the right path can be taken even through the most crowded and difficult

of crossroads.

Shahid Javed Burki

Beconhouse National University,

Lahore.



Shorter Notices 

Louise M. Fox and Melissa Sekkel Gaal. Working Out of Poverty: Job Creation and 
the Quality of Growth inAfrica. The World Bank:. 2008. Paperback. 81pages. $10. 00. 

This is a collection of papers on Africa 's economic performance and job creation over 
the decades, especially since 1995. The papers included in the book argue for policies to 
improve the growth performance in Africa through more stable and high income-earning 
activities. The papers argue that to improve growth performance, the focus of policy should 
be on improving the investment climate rather than on regulation of the labour market. The 
papers emphasise that besides sound macroeconomic environment and congenial 
investment climate, the quality of available labour is also an important determinant of job 
creation and the growth performance of Africa. Studies focused on Sub-Saharan Africa 
indicate that insufficient skill base and the poor health and education of the workers 
constrains investment and job creation in the manufacturing sector. The authors also 
highlight the importance of the readily expanding informal sector for the labour market in 
particular and the growth performance in general. The papers suggest that all across the Sub
Saharan Africa, job opportunities in the formal sector have not grown proportionate to the 
growth of the labour force. Accordingly, those who could not fmd a paid job have moved into 
non-agricultural, small-scale entrepreneurial activities. The informal sector is, thus, a major 
source of employment in both rural and urban areas all across the continent. Given its 
importance, the authors recommend policies and programmes designed to enhance the 
productivity oflabour in the informal sector. They stress upon undertaking steps that would 
ensure that the informal sector continues to be a way out of poverty rather than a low-skill 
trap. The trade-off between growth and equity is discouraged in favour of growths that help 
the poor. (Neelum Nigar Beyg) 

Asian Development Bank. Governance and Anti-corruption in Project Design. 
Philippines. Report/Manual. 2010. 263 pages. 

This book is a guide meant to ensure good governance and non-corrupt practices in 
the projects funded by the Asian Development Bank: (ADB). It is based on the actual 
experience of ADB in undertaking relief and development projects mainly in countries 
affected by the tsunami in 2004 and the 2005 earthquake in Pakistan. The guide aims to help 
member countries and the ADB's project teams in the introducing sound governance 
features and corruption prevention measures in project design. It identifies possible project
specific governance and anti-corruption risks. Though the volume aims to serve as a general 
reference and operational guide for the ADB staff working on projects, It also serves as a 
useful general introduction to good governance and anti-corruption. Apart from professional 
usc, it can also be used as a suppI~ment in teaching governance-related subjects as it contains 
rich practical knowledge and special references to the international conventions on 
governance. The material is arranged in a logical sequence. First, the strategy and policy 
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documents required to ensure good governance and prevent corruption have been discussed. 
Then it offers an overview of international and multilateral initiatives regarding governance, 
which include international conventions, policies of multilateral development banks, 
OBeD's work, and regional initiatives in Asia and Pacific. The volume discusses the tools a 
project team may access in designing project-specific good governance and in introducing 
measures to prevent corruption. It sets out some governance and corruption risk indicators, 
lays down integrity strategies, which can be implemented after identifying the risks, and 
builds sample covenants for key performance areas. The volume also provides an overview 
of the issues arising out of past projects implemented in the fields of corporate governance, 
regulation of public utilities, health and education, decentralisation, and disaster 
management. 

(Wajid Khan) 
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