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1.  Regulation is Necessary but Complex 

What regulations do:

Markets thrive when practices are encoded into rules and regulations. The 
common myth in Pakistan seems to be that markets need to be checked 
and controlled, implying that regulation is to prevent market development. 
Indeed, markets do not thrive without good regulations. A large amount of 
time is wasted in the “government or markets” debate when the evidence 
clearly shows that government regulation is required to fuel market growth.

Audiences are aware that a good game is underpinned by good rules and 
fair umpiring. Markets are similar: they thrive with innovation and competi-
tion when the regulators are well-informed and can define a fair set of rules 
for good play. Left to their own devices, markets will ultimately fail (econom-
ically, environmentally, or through other means), and so regulations are 
necessary to allow markets to reach their full potential.

Rules should be flexible enough to allow innovation, but not to let people 
hold information or cheat other players in any way. The regulatory agency’s 
job is to continuously monitor and evaluate rules and the game with an 
intent to ensure that the play improves. Finally, as in all games, the regulator 
must not be a player. 

 Allow free entry into the game under well-known, 
 preannounced rules that facilitate entry. 

 Allow seamless, transparent, and costless financial transactions at 
 a fast pace in a fashion as near to an auction as possible.

 Provide full information to all existing and potential participants 
 on bids, offers, and transactions. 

Box-1 Regulation: Definition
“Rules and administrative codes issued by governmental agencies at 
all levels, municipal, county, state, and federal. Although they are not 
laws, regulations have the force of law, since they are adopted under 
authority granted by statutes, and often include penalties for viola-
tions.”  

Source: Legal Dictionary: http://dictionary.law.com/default2.asp?typed=regulation&-
type=1&submit1.x=38&submit1.y=10 
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As economic theory and evidence have shown, competition is necessary to 

1.  increase productivity 

2. Deal with the unexpected 

3. Deliver products at lower prices

However, regulations, especially economic regulations, are not free of cost. 
The establishment of regulatory agencies and their umpiring consume 
resources (Crampton, 2002). For instance, the PIDE Sludge Audit Report 

Box-2: When regulations are preferable
Competition is superior to regulations except in certain circumstanc-
es. These circumstances, where unrestricted competition is not opti-
mal, are fairly limited and can be grouped as follow:

Source: Crampton (2002)

Market Failure

Public Interest: 

Transition to a Competitive Market: 

Regulations are preferable in situations when the market is unable to 
deliver goods and services in an efficient manner, i.e., (i) the nature of 
the market structure is such that a single entity can provide goods or 
services in a less costly manner, (ii) the entry cost is high and firms 
without any regulations would not be able to recoup in the event of 
subsequent exit from the market, (iii) public goods where it is difficult 
to devise an efficient payment mechanism like national defense, 
parks, public schools, and so on, (iv) when the information asymme-
tries exist in the market, and (v) when government attempts to pro-
mote competition between State-Owned Enterprises. 

Regulations are often endorsed due to public interest considerations, 
for instance, regulations related to health and safety, environment, 
labor, food and drugs, transportation, securities, insurance, health 
care, and investment

During the transition from a regulated to a competitive market, regu-
latory support may also be required. 
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(2022) shows that the cost of regulations in twelve selected activities is 
more than 39 percent of the GDP in the case of Pakistan. These regulatory 
costs can create distortions in economic efficiency and lead to sub-opti-
mal outcomes.

Experiences over the last few decades have revealed regulatory interven-
tions can create winners and losers.  Therefore, regulatory processes 
respond to complex interactions among interest groups (Joskow and Rose, 
1989). 

Regulation is an extremely complex task requiring intimate knowledge of 
the market that is being regulated and the ability to set up adequate um-
piring.  In addition, the regulatory agency must have the capacity to contin-
ually monitor activity in the concerned market to improve transactions, 
transparency, and develop fair competition. In short, regulation must seek 
to continually improve the game. 

The analogy with a game perhaps best illustrates the goal of regulation 
and umpiring. Too often policymakers as well as commentators expect too 
much from regulation, confusing it with administration and policing. Imag-
ine if a game of cricket was run by policemen and administrators. Before 
play, the player would ask permission and investigate for a foul.  

Knowing the game, clarity of rules, and facilitating the game are what all 
umpires and their back offices do in all games. In financial markets, espe-
cially in Pakistan, regulation is heavy-handed and unconcerned with devel-
oping the market. As evidence, witness appointments to regulatory bodies 
often consist of administrators—retired bureaucrats, even generals, or 
others who have little knowledge of the market. Often these bodies lack the 
necessary expertise or the systems to monitor and develop their markets.
 

Historically, the welfare argument for regulation was constructed on posi-
tive theories of public interest and that provided a normative rationale for 
optimal intervention (Posner, 1974). 

Box-3: Economic Regulations and Social Regulations
Economic regulation refers to both direct legislation and administra-
tive regulation of prices and entry into specific industries or markets. 
the conventional treatment distinguishes “economic regulations” from 
a host of other forms of government intervention in markets, including 
“social regulation” that are related to the environment, health and 
safety practices, antitrust policy, and tax and tariff policies. Firms are 
typically subject to all these types of interventions, making it difficult to 
analyze the effects of one type of regulation in isolation from others.

from Joskow and Rose (1989
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This paper is the first attempt to review Pakistan’s regulatory framework. It 
seems that there is a strong drive to build regulation but with no clarity on 
the mission of market development.  The purpose appears to be to admin-
ister markets, make transactions costly, and placed more documentation 
and scrutiny than necessary.  This is a subject that PIDE will explore to 
understand the cost of regulation – a subject never discussed in Pakistan.

See among others: Stigler (1975), Posner (1974), Peltzman (1976), Wilson (1980), Kalt and Zupan (1984), and Noll 
(1985).
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2.  Historical Evolution of Regulatory Functions 
of The State

Rabin (1986) provided a detailed overview of the evolution of regulations in 
the USA and classified it into different eras. To compartmentalize such reg-
ulatory evolution into different eras, the identification strategy adopted is 
based on how the regulatory functions of the state transformed into the 
modern administrative state. 

Based on the transformation or expansion of a regulatory function, the 
following are the most prominent eras in the case of the USA.

For details see: https://attheu.utah.edu/facultystaff/alexander-hamilton-a-bit-of-a-wonk-a-master-
administrator/ 

1.1.  The USA

The consensus that emerged in the USA’s post-civil war period was that an 
unregulated market would lead to chaos. Two main factors played a critical 
role in inviting government intervention in the market through regulations, 
i.e., arbitrary rate-making practices of railroads transportation enterprises 
and a sense of exclusion among farmers due to the crop-lien system. Most 
importantly, all groups, including railroad tycoons, farmers, merchants, and 
grain buyers, favored government regulations in one form or another. The 
Granger legislation of the 1870s and the Farmer Alliance of 1885 are the key 
events of the populist era. 

The Populist Era: 

Rapid industrialization and urbanization initiated a debate on the role of the 
state along with challenging traditional values in society. The vision of the 
regulatory role of the state during this era was more aligned with Hamilton’s 
view – “the national government should play a central role in encouraging 
private market activities.”  Concerning the regulatory history, challenges 
posed by labor unrest and agitation over trusts are prominent in defining 
the policing role of the regulations. The regulatory intervention, therefore, 
aimed to police business excesses more effectively rather than seeking 
public control over market activities. Social legislation related to the labor 
and Antitrust Act (1890) was adopted to overcome labor unrest and trusts 
issue. 

The Progressive Era: 

This era observed a significant shift in the role of regulations from policing 
through market interventions to encouraging positive public efforts. The 
government was regarded as an organizer in rationalizing business and 
commercial 

The Associational Idea – World War I and 1920s: 
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For details see: https://attheu.utah.edu/facultystaff/alexander-hamilton-a-bit-of-a-wonk-a-master-
administrator/ 

activities. In contrast, the participation of private enterprises in these activi-
ties was considered the best mechanism to maximize the output of goods 
and services. Therefore, a middle course – between government planning 
and a laisse-faire economy — was adopted in regulating the market with 
voluntary and cooperative efforts by private enterprises. 

The Great Depression of the 1930s marked the start of the new regulatory 
function of the state. The consensus was built around the view that robust 
government-endorsed controls over trade practices were necessary to 
correct market malfunctioning. Therefore, the role of regulations was no 
longer limited to policing or even facilitation but also involved corrective 
market measures to institutionalize economic security. 

The New Deal: 

The next wave of substantive reform was not aimed at reordering business 
regulation’s structure but focused on social welfare. Different initiatives to 
improve social welfare were taken under the imprint of the great society. 
The federal government implemented new programs in areas such as spe-
cial education, family planning, and manpower training. It also provided a 
resource base for revitalizing the delivery of existing government services 
like the administration of the local schools. 

The Great Society – Regulatory Politics:

This era started an entire series of regulations deeply influenced by (i) civil 
rights movements, (ii) foreign policy debate due to the Vietnam war, and 
(iii) environmental problems. A skeptical view regarding regulatory authori-
ties emerged due to the greedy practices of businesses during the 1960s. 
This pervasive sense of grievance triggered a new wave of regulatory 
activities in setting up particularized standards. Much of the public interest 
regulation passed in the 1970s involved evaluations based on concentrated 
cost (on industry) and dispersed benefits (to the public). 

The Public Interest Era: 

By the late 1970s, a noticeable political movement pursued to reassess the 
need for regulatory programs that administered markets as a means of 
promoting the health of particular industries. The dominant theme that 
emerged was to deregulate the administrative activities that extended 
beyond the policing model. The regulatory system came under scrutiny by 
policy institutions and academic disciplines.

The Deregulation Era:  
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Box-4: Office of Information and Regulatory Affairs (OIRA)
A Regulatory Overseeing Mechanism

All regulations drafted in the USA are reviewed by the Office of Infor-
mation and Regulatory Affairs (OIRA). The OIRA is a part of the Office of 
Management and Budget (OMB) and was established in 1980 under 
the Paperwork Reduction Act. It also oversees the implementation of 
regulatory policies along with peer reviewing the practices of agen-
cies. Executive Order 12866 (1993) authorizes the OIRA to review and 
proposed final regulatory actions drafted by the agency.
The main objective of introducing this overseeing mechanism is to 
increase coordination and better planning for both new and existing 
regulations along with bringing transparency. Therefore, all regulatory 
agencies are required to present a costs and benefits analysis of pro-
posed regulations to the OIRA before implementation. Given the bene-
fits of the proposed regulation(s) justify the costs, the OIRA makes the 
final recommendation. Detail on the evolution of regulatory oversight 
is given in box 10.

For detail see: Haque et al. (2020) 

1.2.  PAKISTAN

The survival of the newly independent Pakistan was the government’s 
primary concern during the first few years. The challenges were immense; 
therefore, government regulations from 1947 to 1958 focused on the provi-
sion of necessities to the masses. There were no markets, and the private 
sector’s contribution to the economy was almost zero. The government 
intervened to develop the country’s industrial base and help the private 
sector to grow.   

The Survival Era: 

The economic regulations pursued from 1958 to 1968 are growth centered.  
The government incentivized the private sector to establish an industrial 
base and develop the agriculture market. The regulatory framework devel-
oped during this era revolved around directed capitalism, where bureau-
cracy played an active role in establishing private sector capital. Govern-
ment regulations were present in every sector, with tight controls over 
trade, exchange rates, and financial capital. The Haq/HAG model, which is 
based on the aggressive capitalist development approach, was adopted 
for growth and development.  This directed capitalist approach to develop-
ment did bring growth and development during this era; however, it aggra-
vated the disparity issues among different regions. 

The Growth Era: 
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The regulatory interventions followed by the directed capitalism policies 
were more illiberal. To address the disparity issue, the government em-
barked on a socialist-style of regulatory framework. As a result, all major 
industries were nationalized, with the social sector becoming the key area 
of focus in government policies. The regulations that emerged during this 
era were, in a sense, based on the populist view. The bureaucracy played an 
essential role in managing the economy during the 1970s.  

The Nationalization Era: 

Next decade of Pakistan’s history saw a diversion from the socialist policies 
of the previous era toward capitalist and more liberal regulations. From the 
early 1980s, economic policies adopted by the government were more 
liberal compared to previous eras. However, the bureaucracy remained a 
key player in acquiring capital and in assuming the role of entrepreneur 
and financier. The liberalization movement picked the momentum during 
the 1990s. Openness, privatization, and market-friendly regulations became 
the government’s new mantra, with significant reforms in financial and 
external sectors. At the same time, political stability remained one of the 
key challenges during this era.

The Liberalization Era: 

The drive to modernize the regulatory framework according to the chal-
lenges of the twenty-first century marked the start of a new era of regula-
tions. Private sector-led growth with a minimal role of the state was estab-
lished as the main objective of regulatory reform movements. Till today 
Pakistan is struggling to achieve the objectives of regulatory framework 
modernization. Many governments attempted to modernize the regulatory 
regime and failed due to resistance from the existing outdated governance 
structure. Any remarkable achievement in the regulatory modernization 
initiative is not possible in the presence of the colonial era’s bureaucratic 
structure with a heavy government footprint on the economy. Instead of 
reducing its footprint, the government is either expanding it in the name of 
market development or environmental protection. 

The Modernization Era: 
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3.  Regulatory Regime of Pakistan

Box-5: The Footprint of the Government

In a study published by the Pakistan Institute of Development Econom-
ics (PIDE), Haque and Ullah (2020) have estimated the footprint of the 
government on the overall economy in Pakistan. They measured this 
footprint on the basis of government share in the economy and the 
cost of regulations. The government’s share in the economy has been 
captured by considering the share of development expenditures and 
the size of State-Owned Enterprises (SOEs), while the cost of regula-
tions was proxied on the basis of the “Quality of Regulation Index” com-
parisons. The study has shown that the footprint of the government is 
as large as 67 percent of the economy. 

The Regulatory Quality Index of the World Bank captures the perceptions about the ability of the government to 
formulate and implement sound policies and regulations that permit and promote private sector development. 
While the Regulatory Enforcement Index of the World Justice Project (WJP) measures the extent to which 
regulations are fairly and effectively implemented and enforced. 

Pakistan has not learned from the development experience of different 
economies; the government still seeks more control of the behavior of eco-
nomic agents. Although regulations are desirable in some circumstances, 
as highlighted in box 2, over-regulations or inefficient regulations suppress 
economic activities, investment, and GDP growth. For instance, the regula-
tory burden imposed by the government in the form of the footprint is more 
than 67 % of the GDP as shown by Haque and Ullah (2020).

On the regulatory quality front, the performance of Pakistan is relatively 
poor as shown in graph 1. While in the regulatory enforcement ranking, Paki-
stan stands at the 123rd position among 139 economies.   

Source: Haque, N. and R. Ullah (2020).

Source: The World Bank, Worldwide Governance 
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Box-6: PIDE Sludge Audits

Social scientists use the term sludge for excessive or unjustified fric-
tions that make it difficult for people to arrive at an outcome. These 
frictions make processes difficult to navigate and entail a burden. 
Examples of sludge include complicated and long application forms, 
time consumed in seeking NOCs, waiting in queues to get a task done, 
agreements on notarized stamp papers, and so on. All interactions 
between individuals seeking a service from institutions, both public 
and private, involve sludge. In an interaction between a citizen and a 
public institution, sludge is simply the administrative burden borne by 
a citizen. 

PIDE Sludge Audit identifies these frictions in different interactions 
between citizens and public institutions along with estimating how 
much it costs to society. For instance, the sludge involved in setting up 
a pharmaceutical unit in Islamabad takes more than 2 years and costs 
about 2.34 percent of GDP. The estimated cost of regulation in the 
selected activities is more than 39 percent of GDP. 

For details see: The PIDE Reform Agenda for Accelerated and Sustained Growth (RAPID).
.

The fundamental problem in the regulatory framework of Pakistan is not the 
poor-quality regulations but it is over-regulations. Due to over-regulation in 
every sector, Pakistan is facing a deteriorating trend in investment rates 
and productivity.  

The regulatory regime of Pakistan is a classic example of regulatory failure. 
The government is trying to address this failure by making more regulations 
without assessing the underlying reasons.  Kemal (2002) describes the rea-
sons for this regulatory failure include (i) the lack of knowledge related to 
the demand and cost structure of the industry, (ii) high compliance costs 
due to a complex regulatory framework, and (iii) regulations are used for 
private gains instead to correct market. The hidden costs associated with 
regulations are too high, and reform failure has placed the entire economy 
at a great disadvantage. 

To highlight the pervasiveness of regulations in every sector of the econo-
my, we tried to identify regulatory bodies that fall under the jurisdiction of 
the Federal Government. We reviewed the structure and functions of differ-
ent Ministries and their Departments/Wings/Agencies for identification. A 
detailed review of the federal regulatory structure shows that about “118” 
regulatory bodies are functional at the helm of the Federal Government. 
Moreover, multiple regulatory bodies try to regulate one sector with over-
lapping functions. Table 1 shows the number of regulating bodies function-
ing in different sectors of the economy at the Federal level.  

Source: PIDE Sludge Audit Vol. I, PIDE (2022).

10



For instance, to develop the real estate market in Islamabad, the government envisioned the creation of a new 
Real Estate Regulatory Authority (RERA) is required. Qasim and Kyani (2021) have shown that the RERA will just 
increase the regulatory burden instead of correcting the market.
For details see: Appendix 1.

There is a huge regulatory burden, an invisible tax, imposed by these bodies 
due to multiple layers of regulations impeding the economic activities in 
every sector. Besides the widespread usage of regulations for personal 
gains, there also exists a narrow understanding of the role of regulations 
among regulators. All new regulations that emerge from these bodies do  

Box-7: Regulatory Body: Definition

Regulatory body means those government departments and regula-
tory, statutory, and other entities, committees, ombudsmen, and 
bodies which, whether under statute, rules, regulations, codes of prac-
tice or otherwise, are entitled to regulate, investigate, or influence the 
matters dealt with in this Framework Agreement or any other affairs of 
the Authority. Source: Law Insiders, 

https://www.lawinsider.com/dictionary/regulatory-body 

Table 1: Sector-wise Distribution of Regulating Bodies
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  See among others, Jacobs and Astrakhan (2006), Gill (2016), and Garcia Villarreal (2010).

2.  Way Forward: Regulatory Management System

not seek to develop the market; instead, they seek to render more control 
over the economic activities or extract more rents from the economic 
agents operating in the sector. Unless we reform and change our extracti-
veregulatory framework, achieving economic growth through investment 
will remain a distant ambition.

Declining long-run trends of both investment and productivity are evident 
Pakistan needs to reform the regulatory regime drastically. Different gov-
ernments struggled to bring reforms in the regulatory structure without any 
remarkable success. To reform the regulatory regime effectively, Pakistan 
must create a regulatory management system in the governance and reg-
ulatory structure. Such a system, with the core objective to modernize the 
regulatory structure, involves specific measures related to both “the stock” 
and “the flow” of regulations. 

One of the key elements of good governance is to reform and modernize 
the regulatory structure. However, the modernization of the regulatory 
structure is a much broader agenda compared to the deregulation 
agenda, both are often mistaken as equivalent. The modernization agenda 
is a multifaced strategy that involves deregulation, re-regulation, simplifi-
cation, and institutional building (Jacobs and Astrakhan, 2006). While the 
sustainability of the modernization agenda is critically dependent on the 
regulatory behavior of the state institutes. Any modernization initiative will 
not sustain without changing the regulatory behavior of institutions. Suc-
cess stories of regulatory reforms in different countries indicate that mod-
ernization requires initiatives on the following four fronts: 

1. Modernize the existing stock of regulations

2. Control the flow of new regulations

3. Develop institutional capacity

4. Institutionalize the reform drive

Box-8: Missing Regulatory Oversight Mechanism in Pakistan

Regulatory body means those government departments and regula-
tory, statutory, and other entities, committees, ombudsmen, and 
bodies which, whether under statute, rules, regulations, codes of prac-
tice or otherwise, are entitled to regulate, investigate, or influence the 
matters dealt with in this Framework Agreement or any other affairs of 
the Authority. Source: Law Insiders, 

https://www.lawinsider.com/dictionary/regulatory-body 
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Another method to introduce regulatory reforms is the bottom-up “listing approach”, which involves making a list of problems 
faced by business communities and regulatory authorities. Once the list of problems is identified, then the reform strategy is 
designed item by item. In the case of Pakistan, Pakistan Reform Modernization Initiative follows this bottom-up approach. 
However, experiences show that the bottom-up listing approach is not effective in the case of overhauling the regulatory 
structure, for further details, see Jacobs (2006). 

2.1  Modernization of the existing stock of rules and regulations

Define Scope: 

The modernization of the existing stock of rules and regulations is only pos-
sible if the government is aware of the number of regulations implemented 
by different ministries and agencies. However, like many other developing 
countries, Pakistan does not have a central registry for regulations. To over-
come this nescience, the guillotine strategy can be the best available 
option to start with.  It will provide an entry point to implement reforms and 
pave the way to build upon the rest of the reform modernization strategy. 

The guillotine strategy involves a rapid review of all existing regulations to 
eliminate unnecessary and outdated regulations. It is a systematic ap-
proach that does not take a lengthy and costly legal route for the elimina-
tion of regulations. It can be seen as a medium-term reform initiative of the 
larger regulatory overhaul strategy. The process of implementing the guil-
lotine strategy can be divided into the following steps:

The government at the outset establishes the scope of the guillotine. It 
identifies the kinds of regulations to be included, for instance, focusing only 
on guillotine related to business regulations or trimming guillotine on a 
broader economy-wide. 

Legal Instrument:

The adoption of a legal framework for the guillotine is also essential. Since 
the strategy involves the systematic reform of different by-laws of authori-
ties, therefore, careful consideration of how to avoid legal confusion is vital. 
A government decree that can identify the processes, institutions, and 
schedules for the guillotine can serve the purpose.

Establish List

The government must ask all regulatory bodies to establish a comprehen-
sive list of Registrations, Licenses, Certificates, and Other permissions 
(RLCOs) that are included in the scope of the guillotine within a set specific 
time – usually within a few weeks. 
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Independent Review: 

The self-assessments are then forwarded to the identified reviewing body 
for an independent third-party review. The reviewing body can establish its 
review processes, however, the underlying criteria must follow the 
above-stated tests. At this stage, consultation with all stakeholders is also 
critical to finalize the lists for regulations to be eliminated, revised, and 
retained. The review body can also instruct the relevant authorities to revise 
the regulation on the “Revise” category within a specific time. After revision, 
a final review is conducted to decide whether to place the regulation into 
the “Retain” or “Elimination” category.

Centralized Registry: 

After finalizing the lists, a central directory by combining lists of all regulato-
ry bodies is established. All RLCOs that are not on the list or in the “Elimina-
tion” category are automatically canceled after the lapse of a certain time. 
While regulations in the “Retain” category are adopted by the government 
at once and this will become a comprehensive registry of regulations. Any 
regulation that is not in the registry cannot be enforced by any government 
body. The government must also ensure public access to the registry, most 
preferably digitally.

Updating the Registry: 

The entry of all new regulations into the registry is compulsory, and all new 
regulations must publish on the directory within one day of its adoption.

Self-Assessment: 

Once the comprehensive list of regulations is established, the respective 
body/authority must be instructed to assess the listed regulations by her-
self. The assessment criteria must be based on three simple tests, which 
are:
 Is the regulation authorized by the Parliament (legal or not)?

 Is the regulation aligned with the country’s priority (necessary 
 or not)?

 Is the regulation business-friendly (outdated or not)?

Regulations that pass these three tests can be placed in the “Retain” cate-
gory. While any regulation that fails the first two tests can be placed in the 
“Elimination” category. Finally, regulations that pass the first two tests but 
fail the third can be placed in the “Revise” category. 
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2.2.  Control the flow of new regulations

Alongside dealing with the existing stock of regulation, controlling the flow 
of new regulation is also essential. It is often the case that a country while 
trying to remove the guillotine and deregulate some markets, also gener-
ates more regulations, especially in the areas of environmental protection, 
consumer protection, and safety and health. To place a check on the quali-
ty and necessity of new regulations, the most successful tool is the Regula-
tory Impact Analysis. The “Regulatory Impact Analysis (RIA) encompasses a 
range of methods aimed at systematically assessing the negative and 
positive impact of proposed and existing regulations (OECD, 1997).” Imple-
menting the RIA system is an enormous task and requires continuous ad-
ministrative support and a political resolution. 

Once the guillotine is dropped down through the above-stated strategy, 
then the government can take measures to modernize the stock of regula-
tions. The underlying principles for any measure towards modernization of 
regulations must be:

 Regulation is based on clear rules and guidelines

 Digitized and automated with the lowest possible interact
 ions between officials and the applicants

 Strict inspection policy with no NOC required from the authority

 Deemed approval in the case of delay on the part of the authority

Box- 9 The Australian Productivity Commission: 
Assessment of Unnecessary Regulations
The Australian Productivity Commission is one of the institutions that 
has been assigned the identification task of unnecessary regulations. 
The commission works independently at arm’s length under the Trea-
sury of Australia. The legislative mandate of the commission also 
includes the reduction of unnecessary regulations that are hurting 
productivity, competition, and the overall performance of the econo-
my. The commission performs the tasks, particularly the identification 
of unnecessary regulations, through four streams that include i) public 
inquiries and research studies on the request of the government, ii) 
self-initiated research on productivity and regulations, iii) perfor-
mance monitoring and benchmarking to government bodies, and iv) 
addressing competitive neutrality complaints. The inquiries reports 
provide a detailed review of regulations and other issues that are 
hampering the economic activities in a particular sector. The reports 
also offer recommendations from the commission about how to 
tackle the issues. 
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The implementation of the RIA would also enable the authorities to move 
from “command and control” towards a “performance-based” regulatory 
approach. The performance-based regulatory approach also assesses the 
costs imposed by any proposed regulation. The costs assessed under this 
approach are not only compliance costs but also include loss in productivi-
ty, innovation, investment, and growth. 

The practice of RIA is flexible and depends upon the governance structure 
of the country. Jacobs (1997) categories the process of RIA-based regula-
tions into five categories:

The decision either to adopt a regulation or not, is based on a mix of these 
methods. Different countries give priority to one method over another as 
per their local conditions and needs. 

1. Expert – the decision to adopt a regulation is based on the 
 professional judgment of experts which can be within a regulator 
 or from outside

2. Consensus: the decision is based on the consensus of the stakehol-
 ders

3. Political: the decision is made by the political representatives 
 of different parties, especially in the event of regulations about 
 key political processes

4. Benchmarking: the decision is based on an international comparison
 
5. Empirical: the decision is based on the parameter identified throu-
 gh fact-findings

Box-10: Regulatory Oversight Process: Example from the USA

Before the 1970s, there was no regulatory oversight mechanism existed 
in the USA that ensures the regulation is in the best interest of society. 
Over time, it became apparent that some oversight mechanisms is 
needed. President Nixon took the initiative and introduced an informal 
“quality of life” review process with the objective of assessing the over-
all implications of major new regulations. Ford administration adopted 
this review process formally and established the Council on Wage and 
Price Stability within the white house. Without any formal economic 
tests, regulatory agencies were required to prepare the inflationary 
impact statement for all major rules. These inflationary impact state-
ments were prepared by authorities and then reviewed by the Council 
and did not impose any binding requirements on the agencies in the 
case of ill-conceived regulations. President Carter introduced two 
major additions to the oversight process. First, a cost-effective test 
was introduced that established the rule for the regulating agencies to 
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Effective regulations refer to the ability to deliver regulation to the intentions set for it, while efficient refers to delivering it within 
the minimum resources” (CRC policy brief, 2004).

2.3.   Develop institutional capacity

The capacity of the regulator is the key determining factor for the success-
ful implementation of regulation in the way it was intended. Along with the 
modernization of the regulations, the capacity enhancement of the regula-
tor is equally important. Traditionally, capacity building has been deemed 
as the provision of more training and finance to the regulator. However, the 
Center of Regulation and Competition (2004) contends that the capacity 
building of a regulator entails measures beyond training and financial pro-
visions. Since capacity building is defined as the identification of processes 
and management to make regulation effective and efficient.  Therefore, the 
diagnostic model for capacity building for regulators of CRC focuses on the 
key management components as well.  

ensure the least burdensome regulation has been chosen. Secondly, a 
Regulatory Analysis Review Group was established that also involved 
the staff from the Office of Management and Budget (OMB). However, 
the Reagan administration brought some critical changes in the over-
sight process and the OMB was assigned to this task instead of the 
Wage and Price Stability Council. The least cost-effectiveness require-
ment was replaced with a binding benefit-cost test. The most import-
ant addition to the oversight process was the development of a formal 
regulatory planning process whereby the regulatory agencies would 
have to clear a regulatory agenda with the OMB. Later administrations 
introduced some minor changes in the oversight process, and 
cost-benefit analysis remains at the core of the mechanism.

Source: Viscusi, et al. (2005). 

Source: Borrowed from CRC Policy Brief – 2004.
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2.4.  Institutionalize the reform drive

Strategic planning: 

It involves the strategic organization of actions and decisions by the man-
agers/administrators to execute tasks within an agreed strategic frame-
work. Regulators can perform a strength, weaknesses, opportunities, and 
threats (SWOT) or force field analysis during strategic planning.

Work System Design: 

This management component involves the conceptualization and design-
ing of the processes with clear identification of tasks and responsibilities 
within the staff. Efficiency and effectiveness must be the key underlying 
principles while developing an organizational chart. The process mapping 
technique can help administrators to understand how things are currently 
undertaken and where improvements are possible.

Performance Management

It refers to reinforcing the responsibilities of administrators for the perfor-
mance of the staff and regulating bodies. Performance management 
essentially depends upon how the dialogue between the administrator and 
staff of the regulatory body occurs, therefore, developing the interactive 
skill of the administrators is one of the most appropriate approaches.

Although, introducing regulatory reform is a complex and time taking pro-
cess. But sustaining those reforms is even more challenging as indicated by 
different reform failure episodes around the world. The regulatory structure 
of a country consists of interlocked institutions and processes. Therefore, 
introducing reform in rules and regulations may not sustain unless the 
overall change in regulatory behavior of institutions is changed. This 
behavior change never happens unless the reform initiative keeps its mo-
mentum over a long period. To keep the momentum of the reform drive, 
two factors are critical:

Following the example of the USA (see box 10), an executive branch at the 
Prime Minister’s office can be established which drives the reform efforts. 
The Board of Investment (BOI) could be an ideal executive office for han-
dling this assignment of conducting a cost-benefit analysis of all regula-
tions.  

 Continuous political support

 Identification of the reform initiative driving the institution along 
 with the provision of all legal and financial support. 

The three above-mentioned key management components are:
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In this regard, the role of PIDE as a third-party evaluator is also critical. PIDE, 
already working with the BOI on evaluating different regulatory reforms, 
must be ready to provide such assistance. 

Table 2: Sector-wise Distribution of Regulating Bodies

Appendix-1: Details of Regulatory Bodies
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