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ABSTRACT

In this paper, governance is defined as the manner in which power is exercised in the management of
acountry’ s economic and socid resourcesfor development. “ Good Governance’ isthen synonymous
with sound development practices. Vitd reforms for public expenditure may flounder if accounting
systems are s0 wesk that budgetary policies cannot be implemented or even monitored; if poor
procurement systems encourage corruption and ditort publicinvestment priorities. Thisonly illustrates
abroader point; good governance is centra to creating and sustaining an environment which fosters
strong and equitable devel opment. Governments play akey rolein the provision of public goods. They
establish the rules that make markets work efficiently, and they correct for market failure. In order to
play thisrole, they need revenues, and ‘agents' to collect these revenues. Thisin turn requires systems
of accountability, adequate and reliableinformation, and further, efficiency in resource management and
delivery of public services.
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INTRODUCTION

Governanceisgenerdly conceived of astheexercise of economic, politica and administrative authority
in the public and private spheres to manage a country’ s affair a al levels to improve the qudity of life
of the people. It is a continuing process where divergent opinions and desires are satisfied through
compromise and tolerance in a spirit of cooperative action for the mutua benefit of the larger whole.
It has three dimensions: one, the palitical regime; two, the systems and procedures for exercisng
authority; and three, the capacity of governments[World Bank 1994, UNDP 1997, OECD 1995, and

Commission on Globa Governance 1995].

This paper discusses only afew of the underlying legidative and adminigtrative factors which have
contributed to mis- or mal-governance in Pakistan. It also contains what we consider to be the
minimum action needed for improvement. Thisiswhat we see as both pragmatic and implementable,
subject however, to the palitica will for reform. Itis, in essence, our view of what als Pakistan in three
basic dementsof governance: one, decentrdisation to theloca government leve; two, theimplications
of corruption and corrupt practices as an impediment to good governance and as acause of thefailure
of ingtitutiond structures with particular reference to the process of planning; and findly, the socid and

economic cogts of mal-governance.

Senior politicians and government officers are aware that the machinery of government has contributed
to the present State of affairs. Further, the management of the resources available to the federation
centrally and to each of itsprovinces has not been sufficiently strong to obtain the best vaue for money.
Honest and diligent officids are frustrated with systems and procedures which are cost ineffective; the
populace is faced with a political and bureaucratic syssem which is not accountable and is not
respongve to need; the entrepreneur is faced with a set of policies which contradict each other, are
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counter productive, designed to assst in increasing corruption and are as constant as the changing
winds. In short, to achieve economic growth and to improve the quality of life of its people, Pakistan
and its congtituent provinces must bring about aradica change in the way in which they are governed
and managed, particularly with reference to macroeconomic management, political voldility, public
adminigration and adequacy of indtitutiona capacity.

GOOD GOVERNANCE?- A CONCEPTUAL FRAMEWORK

The foundations of ‘good governance rest onthe principles of freedom - of thought, of speech, from
persecution and from hunger; equality - dl persons have the same rights; equity - no person is
discriminated againgt; justice; honesty and transparency?®; and accountability. Philosophicd tractsand
religious texts are replete with the definitions and examples of governance - both good and bad. The
concept of ‘good governance has not emerged from outside mankind's experience throughout the
ages. Itisbasaed on lessonsfrom history which records both the downfal of nations resulting from bad
governance, and aso lessons of how nations have risen to great heights as a consequence of ‘good
governance . Inrecent years, the concept of governance has been evolving from, considered by some,
the narrow definition used by the World Bank as ‘the manner in which power is exercised in the
management of a country’ s economic and socia resources' to the broader definition adopted by the
Commission on Globa Governance as ‘the sum of the many waysin which individualsand inditutions,
public and private, manage their common affairs [World Bank, 1994 and the Commission on Globa

Governance, 1995].

Good Governance in the South Asian context, and more so in the context of Pakistan, has to go well
beyond ‘good’ politics or even the creation of a*decent’ society. It must enable the state, civil society
and the private sector to enhance both socia devel opment and economic growth asameansto greater

human development and increased levels of human welfare,

%Since the World Bank has coined the term it is appropriate to go by their definition.
3For instance “Justice must not only be done but must be seen to be done”
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Thereis genera consensus among planners and economiststhat the best mechanism to sustain growth
in the future is to ensure effective governance. This may be redised through reformsin civil services,
improving the capacity of inditutions to frame coherent policies and ensure their condstent
implementationover time, improving tax and fiscal adminigration, devel oping suitable measuresfor legd
recourse, increasing the role of the private sector, decentralisng public effort, devolution of fisca
powers, improving resource mobilisation at dl tiers of government and controlling unproductive public
expenditures.

All of these fal within four broad aress, namdly,
1 | egislative framewor k which setsthe boundarieswithin whichinditutions, agenciesand agents

canoperate and therefore addressesissues related to devol ution, discretion and accountability,

2 institutional capacity whichidentifiesthe ability of indtitutions, agencies and agentsto identify

policies, ensure coherence and coordination and ensure compliance,

3 efficiency which addresses issues of resource generation, expenditure planning, expenditure
control, regulation and overal public adminigtration to ensure the most effective use of

resources, and

4 management which addressesissuesrel ated to the proper use of systemsand proceduresand
the mechanisms used for the development of the infrastructure and the delivery of servicesby
ensuring that there is an equitable and transparent access to goods and services and protection

of public interest from private intrusion.

Within the area of legidation anumber of issuesneed to be addressed. The alocation of responsibilities
between various tiers of government is enunciated in the Condtitution and in alarge body of legidation.
However, except for afew areasno clear-cut alocation of respongbilitiesis specified wheremorethan
one tier of government isinvolved. Whilethe principle of such an overlgpisimplicit, thet is, the highest
tier being responsible for overdl policy formulation and coordination of the activity across lower tiers
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and these tiers are responsible for actud implementation, thisis nowhere clearly stated, even though a
number of functionsare best performed &t thelower tiers of government: because of the need to interact
with beneficiaries. Because of thislack of dclarity, functions (essgned legidatively to higher tiers), are
improperly addressed, fragmented between tiers, replicated across tiers or are not undertaken by
default.

The link between maximising benefits from investment in infrastructure and the provison of services,
on the one hand, and the involvement of the beneficiaries in the process from gart to finish has been
demongtrated around the globe. This is the principal and basic tenet for the implementation of the
Socid Action Programme with aview to achieving the best value for money. While thisis an explicit
gatement of thefederal government, legidation and mechanismsto ensurethat such participationishbuilt
into the process has not yet been devised adequately. Further, these are services delivered by the
provincid governments, yet they have not “bought in” to either the Programme or its philosophy with
the degree of commitment which was needed to ensure its success. To ensure that this objective is
attained, the required mechanisms need to be designed and tested before the legidation needed to
ensure this, is drafted and enacted. One such mechanism could be the employment of Non-
Governmenta Organisationsin the process. Theinvolvement of NGOsin the development processand
making communities avare of their rights and responsibilities has been developed to some extent, but
is largely manifest as case studies or in isolated pockets with the help of bilaterd donor agencies.
However, this needs to be studied in depth to draw lessons for replication, generdly using a mix of
public sector funds and private sector entrepreneurship.

A smdl but rapidly growing segment of the population’s view of legidation in Pakigan is that dl
legidation is passed without adequate drafting skills resulting in lacunae which may be used for access
to pecuniary benefits by vested interests. Moreover, there are built-in provisons to legidate without
recourse to legidatures (make rules and regulations), powersto set aside any mandatory requirement,
walve any mandatory prohibitive provisonsether “for the public good” or “in the publicinterest”
without reference to any eected controlling body of individuas and/or the gbility to report on actions
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ex-post. While these have been included to mitigate extreme cases of hardship, in redlity, however,
these have tended to be used indiscriminately for persona gain.

I naddition, discretionary quotasfor accessto infrastructure, services and economic opportunity provide
rents to the chosen few at the cost of the larger body of civil society with disastrous codts to the
exchequer. These lead to digtortions and inefficiency in public ingtitutions and are seen to be amajor
avenue for corruption. The firgt objective should be the remova of discretionary quotas followed by
remova of discretionary powers from the entire body of legidation. At the very least the power to
crcumvent mandatory requirements and set aside mandatory provisions should be made transparent
by requiring al such actions to be taken by adecision of acommittee of €l ected representatives drawn
from al shades of opinion and only after public hearings. While this would ddlay the process of
development, it would, neverthel ess, ensure equity, trangparency and accountability - the cornerstones

of good governance.

Even though legidaion may exis for an efficient and trangparent dlocation of responghbilitiesin public
adminidration, unless inditutions have the corresponding capacity, no change may be forthcoming to
ensure tha efficiency is the basic objective of development and delivery of services. The public
inditutions in Pakistan generdly are today faced with a multitude of shortcomings. There is a kil
shortage for identifying and enunciaing coherent and coordinated policies; the prevailing work ethos
discourages officids from ensuring compliance; systems and procedures are outdated; mechanismsto
ensure coordination exist but are not implemented - in Pakistan meetings of the secretaries committees
have not been held for years on end; there is continuous interference in day-to-day management by
vested interests, staff isinadequately trained both ab initio and subsequently on-job because of thevery
short-term assgnment to posts and rotation between skill needs; saff selection, posting and promotions
neither are merit based nor linked to individua skills - thus the constant matching of round pegs in
square holes; and the incentive structure is designed to pendise the performers.

Centra to the creation of inditutiona cgpacity isthe effective decentrdisation of functions. Thismeans
that financia powers, adminigrative authority and commensurate responsibility must be given not only
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to lower echelons, but aso to lower tiers of government, particularly at the locd leve, within a tight
regulatory framework. The current practice of requests for supplementary grants would, therefore,
have to be replaced and the current powers to authorise expenditures in excess of budget dlocations
would need to be exercised in the same manner asthe budget dlocationsitsdf, that isby the legidature

in assembly through a process of didogue “ex-ant€’.

But decentradisation is not a panacea for resolving Pakistan's perennid crisis of governance and
underdevel opment. When practised successfully, it has the potentid of contributing to amore people
centered framework of governance by decreas ng the distance between citizens and the state, enabling
the government to be more responsive to local needs and to make better use of scarce resources for
basic human priorities. If decentrdisation smply transfers power from the capitd to regiond and loca

elite, it will fail to empower the people, and infact, exacerbate the crisis of governance to new levels.

Civil service reforms need to be introduced to make the public officia answerablefor hisactions The
only notable reform, to date, was the introduction of ‘lateral entry’ into the civil service implemented
in 1973. Ogtengbly, it was a measure designed to enhance the professona qudity of the cadre; in
redity, it was only to become apowerful meansof palitica influence. The current status of “ permanent
non-terminable’ employment must be replaced by a systlem where the inefficient or the corrupt can
be weeded out withinashort timeframe. Staff skillsneed to be devel oped to use modern management
techniques. Mereattendance a courses operated by civil servicetraining ingtitutions does not congtitute
traning. Civil servants must be required to show absorption of training skills by results in tests and
examination, and thisprocess should be very frequent. This should help in weeding out the incompetent
and congtantly improving the skills of those consdered for retention. With greeter reliance onthe private
sector for the development of infrastructure and the provison of services, large public sector
employment isunjudtified. Theobjective should beto, at leadt, reduce overal public sector employment
to athird of its current Sze in the immediate future.

Efficiency can be achieved inanumber of ways. Onemay be the use of gppropriate mechanismswhich
ensure the greatest value for money. Other ways may include pro-active legidation (rather than retro
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active) ensuring target-based management, or through the use of information to andyse shortcomings
and suggest ways to improve. Y et others may be the use of regulatory mechanisms which ensure that
private sector provison of services and development of infrastructure does not create rents for the
vested segments of society. The use of information technology through the development and
implementation of standardised procedures and forms, across the board access to information,

standardised data and information bases and inter-connectivity could be the cornerstone for change.

While private sector participation can to a large extent overcome a number of shortcomings in the
development of infrastructure and in the provision of services, unless controlled and regulated it could
lead to Stuations of monopoly, oligopoly and restrictivetrade practices. Thiswould result in excessve
rents accruing only to thefew agentsinvolved in the processto the detriment of the disadvantaged. The
legidative framework establishes the boundaries within which the public-private partnership can take
place. However, these laws will need to be trandated into a workable and transparent regulatory
framework. While some regulatory agencies exist, they dedl largely with matters related to the
corporate sectors and are only now beginning to address issues related to the environment. Mot of
the exigting indtitutions are manned largely by staff without the knowledge and understanding needed
to adapt to a rgpidly changing operating environment and the systems and procedures which could
generate the mutud trust between the two agents - the regulators and the entrepreneurs. However, in
other agencies where ills are available, Saff are drawn or have retired from the very agencies they

are required to regulate, thereby working in asituation of conflict of interest.

The internationd trade and finance environment is expected to continue to favour the industriaised
nations. There is a need to ensure that in the dedings with the internationd community, rank
professiondism only is used in negotiating concessions and access. The current method of using the
services of the better trained generalist bureaucrat to oversee and lead al such exchanges has been seen
to be counterproductive in the past. Representation of the private sector on most such occasions has
been conspicuous by its absence. Pakistan needs to adopt a strategy which has been shown to be
successful by the newly emerging industrid states, such as Maaysia, Singapore, Taiwan, Kores, €tc.,
that is, the induction of the private sector from inception to implementation. 1n other words, Pakistan
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must include the private sector in dl facets of deding with the international community starting with
preparation of position papers and underlying research, to actudly negotiating access and, the
subsequent supervision and management of the accord. Moreover, the generd complaint with respect
to Pakistan' s exports has been the absence of qudity control. The private sector must ensure that this
becomes anecessary condition for export. Towardsthisend, trade associations should be encouraged
to establish and operate training centres and central qudity control facilities, set sandards which are
mandatory, and establish a system of pendising violaors.

While Pakistan hopesto attract substantid levelsof foreign investment, conditionsrequired to bring this
about do not exist. The proposed modalities need to be revised in consultation with internationa trade
and investment associations. One of the mgor impedimentsto bring about the levels of private foreign
investment needed by Pakistan has been the rgpid changes in policy which are inconsigtent over time
and appear to be uncoordinated across sectors.  Policies may, therefore, be announced for longer
periods then the existing cyde of sx-monthsto ayear with midterm revisons. Legidation must ensure
that policies once announced remain vaid over more than the life-span of a government and are
introduced and changed only after apublic debate before asdect committee of Parliament prior to their
being tabled in Parliament. This would ensure consstency, coordination, transparency and
accountability.

ECONOMIC MANAGEMENT

The efficient alocation of resources to ensure wide spread and equitable economic and socid
development of a nation is the basic reponghility of any government and this can only be achieved
through good governance. Unfortunately, this has been a dream for not only the policy makers of
Pakigtan, but also of its people. The pal of risng poverty and the unequa digtribution of the benefits
of economic growth bear testimony to theineffectivenessin socia and economic devel opment exhibited

by various governmentsin Pakistan since its inception.

Governmentsin Pakistan have been physica giantsin every sense of theword. They have straddled,

and continue to do so, dl economic, socid and culturd activities through a variety of agencies,
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government, quasi-government, and public sector corporations, in other wordsthrough statal and para-
data organisations. They arethe single largest employers. They consume disproportionate amounts
of credit and generate the largest amounts of rents. However, their contribution to equitable and
sustainable economic and socia development is dwarfed by the quantum of resources they pre-empt
and the inefficient manner in which these are dlocated. The essentid problem hindering efficiency isin
the composition of government; rather than ensuring the delivery of basic socid services, redigtributing
resources and ensuring economic and socia devel opment they have expanded into the realms of trade
and production, and over zealous control of the private sector. These have generated inefficiencies,

corruption and rents accruing only to vested interest groups.

While governments in Pakistan have been spending and consuming more, their expenditure on the
development of infrastructure and socid services has been declining. A smilar Stuation prevailsin
South Asa. The Human Development Centre [1999] shows that cumulatively over the last two
decades their expenditures in the public rellm have increased from 22.5 percent of the GDP in 1980
t0 29.4 percentin 1998. Smilarly government consumptionin theregion hasincreased by 1 percentage
point from the base of 9 percent of GDP. Deve opment expenditures, which in some instances were
more than 10 percent of GDP, are now less than 5 percent of GDP and there is evidence that waste
and corruption has increased. Moreover, governments have been extending their stranglehold over
trade and production thus the region has emerged as the most deprived in the world, with theworld's
highest levels of illiteracy, manourishment, and poverty.

The role of misplaced public expenditures should not be forgotten. The bulk of investment isinto high
profile low yield projects, support for inefficient organisations, and inefficient subsdiesto the detriment
of socia sector expenditures. For every dollar spent on the socia sectors, defence and debt servicing
consume as much as $ 4.32 in Pakistan(compared to $1.50 in Sri Lanka, and $ 1.70in India) [HDC
1999]. In Pekistan well over 60 percent of all government non-defence non-debt expenditure is
consumed for salary payments and this has been increasing over time [World Bank 1998]. Nearly
three quarters of al government expenditure goes to pay for defence and debt servicing. Other

ggnificant clams on government resources are for payment of subsidies (which are inefficiently
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distributed and are misdirected), welfare (which aso are misdirected, centraly controlled, politicaly
motivated, have high unit costs, and often exclude the disadvantaged segments of society - women, the
poor - for whom they are meant) and public enterprise losses. And last but not least “increasing
democratisation .... has claimed a good dedl of public resources.... cabinets have been expanding,
demand for both public services and public employment has been rising, development resources have
increasingly been sought after by politicians for persona use, and public money has more often been
gpent on palitically motivated projects’[HDC 1999].

FISCAL ADMINISTRATION

One of the consequences of this breakdown in economic governance results from the failure of
governments to ingtitute a progressive taxation structure. Today taxes are imposed on and collected
fromthe poor. Large segmentsof civil society, particularly the rich remain inadequately taxed - to wit,
the exemption of tax on agriculturd incomes and capitd gains. Further the bulk of taxes are generated
iniquitoudy through indirect taxes which are regressve. In Pakistan the tax incidence on the upper
strata of incomesis 4.5 percent and on the lowest, 10.3 percent. Further the taxation structure creates
inefficiency in the economies.

The over reliance on trade taxes has resulted in smuggling to the detriment of local production, multiple
tax rates, aplethoraof exemptionsand disharmony infederd, provincid and loca taxes hasencouraged
tax dodging and discouraged production. To compound the discouragement of indugtry is the large
regime of input taxes. Incomes are trested non-uniformly. For instance, in Pakistan, direct taxation of
agriculture contributed only 4 per cent to thedirect tax revenues of federal and provincia governments
in 1990, though vaue added in the sector accounted for 26 per cent of GDP. It was argued that
agriculture was taxed through control over prices. These have now been deregulated and the casefor
not taxing agriculture is no longer vaid. Income from black and informa economies are aso tax

exempt, even though they are as large agriculture or indudry.

Fiscd policy dlowsfor a plethora of tax holidays and exemptions and grants enormous discretion to

assessing officers on how these are interpreted and implemented. There is no independent audit of
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assessment by outside agencies, thereby alowing for colluson in the interna peer review process. A
fundamenta problem, however, isthat the tax base remains narrow. An unfarly large proportion of
direct taxes are collected as deductions at the source. It isestimated that in Pakistan these account for
more than 90 percent of tax collection. Thisleaves an estimated less than 10 percent to be collected
through assessment by an adminigtration which has about eight layers sarting with the Income Tax
Officer a the bottom and the Member (Income Tax) &t the top of the pyramid.

The organisationa structure is complex and has no clear lines of authority or respongbility. Countries
are divided into regions, zones and circles. Pardld to this Sructure of direct taxation there exists a
comparable structurefor Sales'value-added Tax and Excise Duty. Itisnot necessary that theterritoria
boundaries of onewill matchthat of either of the other two. Excepting Bangladesh, dl controlsrest with
the Centra Boards of Revenue.

There gppearsto be no clear demarcation between the various segments of tax administration. Income
Tax Officers may aso be used for Sales Tax/value-added Tax purposes and instances of them being
posted as Excise Duty Officers exis. The vice-versa dso holds true. Similarly, Customs Officers
double asExcise Officers. Inducteesinto the servicesare not necessarily chosen from among graduates
in business, accounting or commerce and recaive formd training in tax law and adminidration. This
programme s, however, not intendve. Refresher courses are erratic and not mandatory, particularly
for senior officers. Thus, officers are largely under-trained throughout their career. A system of
examinations for promotion does not exist. Nor is merit taken into consideration either at the intake
level or subsequently. The intake is largely based on quotas and promotions through seniority or
kinship. The gpparent straddling of functions meansthat thereisno tax pecidist, even though one may
belong to a particular service. In Pakistan, the severa tax laws themselves impede the process of
documenting. As e'sewhere, there is no uniquetax payer identification number whichiscommon for all

taxes.

Much of these shortcomings of tax adminigtration can be reformed through broad systemic changes
undertakenat dl levels. The effectiveness of the changewill depend on politica support. Thisprocess
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must aso recognise that the incentive to efficiency and integrity liesin the remunerations earned. The
establishment of independent and autonomous Revenue Authorities with amarket based pay structure
with built-in rewards and pendties should be consdered as the most viable vehicle for reform.

EXPENDITURE MANAGEMENT

As s the case dl over South Asa, planning and budgeting systems are deficient in Pekistan. This
reduces trangparency and accountability in the process of dlocationand expenditure. Consultationin
matters of taxation with vested interest groups has aways existed. This has, however, improved over
time as the compogtion of the legidatures is changed in favour of the urban areas. In making the
budget, however, thereislittle externa input. Expenditure requests are not scrutinised by legidators.
Budgets are framed without a congstent macroeconomic framework. Medium to long-term
expenditure plans are not prepared, neither are such frameworks established. Thereis, therefore, no
link between the compostion of expenditures and the financing of the deficit to mgor economic
parameters, such as growth and prices. This, therefore, erodes efficient alocation and effective

management of the macro-economy.

The development budget is generdly prepared by the plannersindependently of the budget for current
expenditure which is prepared by the Minisiry of Finance. Therefore thereis amismatch between the
two. The former places down stream demands on the latter which it cannot meet. This results in the

creation of ether unutilised or under utilised assets.

The budget for current expendituresis prepared incrementaly. The previous year’ s budget formsthe
base to which a standard growth is gpplied. No adjustments are made for vacant postions or for
unforeseen needs. Critica expenditures for maintenance, operations, supplies and services are
crowded out by the non-discretionary expenditures such as sdaries and debt servicing. Defence

expenditure isasingle line item not to be debated.

The five-year Devel opment Plans are so broad-based that virtudly al projects submitted for approval,
pass through. This expands the portfolio each year and the resources dlocated to each project get
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thinner by the year. Cost overrunsof fivetotentimesorigina estimatesare not surprises. Thisis, one,
because they were initidly wrongly estimated, and two, they get crowded out as priorities shift,
particularly when government change midstream - which happensinvariably. Thus rates of return are
reduced and in some ingtancesit might be more prudent to abandon such projects. However, palitica
expediency disalows this.

Expenditure monitoring is very poor. Asaccounting is not computerised to the lowest levels in most
dates of South Asawith the result that deficit financing fluctuates widdy from month to month. Thus
borrowing increases and results in higher than anticipated interest costs. Monetary management is
thereby further undermined.

Expenditure evduaionisminima. Policy evauationislargely absent. Auditsfocusoninputs. Impact
asessments arerare. Service ddivery evauations are rarer fill. In Pakistan afirst assessment at the
latter was undertaken as part of the Sociad Action Programme. The Federal Bureau of Statistics has
undertaken two household leve surveysto collect information to estimate service delivery and impact.
The Auditor Generd’s Third Party Monitoring is once again an input audit which dso examines the
systems and procedures used.

Remedid measures will require political sagacity in spades. The short-term costs of action against a
privileged minority will result, in the long-run, in immense economic benefits and political goodwill.
However, itisfor the politiciansthemsdvesto answer, whichisin their eventua benefit - the short-term
gain of approval by a minority, and therefore, being held hostage to their whims, or the long-term
blessngs of the people leading to politicd stability and their possble longevity in office?

CORRUPTION

Poor governance leads to, nay encourages and breeds, corruption in a number of ways, for instance
through bribery and extortion, nepotism, and fraud and embezzlement. It reduces the efficiency on
which an economy depends, and by increasing the cost of investment, lowers the potentid return. It

a0 reduces the government’ s resources and hence its capacity for investment.
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Common to other South Asian countries, corruption in Pakistan is unique becauseit occurs up stream,
it has wings which encourage flight of capital rather than wheds which encourage reinvesment and it
oftenrewardsrather than punishes asthelegal processesto fight corruption arewesk inthemsdavesand
thelower judiciary isamenableto letting off the accusad if the* priceisright’. Thereisagenerd feding
that the most corrupt arm of the police is the anti-corruption establishment itself.  Corruption has had
adverse effects on human development (which contributes to peopl€e's inability to fight corruption
through an improvement in governance as a result of deprivation of knowledge, literacy and rights),
skewed public sector investment priorities which favour large visible projects where the chances for
rent-seeking are substantial. As Pakistan faces a paucity of resources, it is unable to set up and

enforce an effective lega framework.

At the heart of the problem lies the corruption equation, first devised by Robert Klitgaard in 1988:

Corruption = f(Monopoly power, discretion, accountability, low gover nment
salaries)

The combination of monopoly power and discretion aloneis a disastrous combination. When linked
to the absence of accountability and low legd earnings they become more than just letha. Many
judges, lawyers and other professionds agree that mogt, if not al, laws exist only to create an
environment for corruption. Some have even suggested that they actualy encourage corruption both
impliatly and explicitly because of the built in inconsistencies and contradictions. They cregte
monopolies because power is centralised and they provide immense discretion to set asde any law in
the public interest (a euphemiam for my personal benefit). John Lonsdale (1986) found
accountability where “the abuse of power is given its proper name, and is properly punished under a
rue of law which stands above politica faction™*. Thus, accountability, at its Smplest, means holding
public officids responsible for their actions.

4 BRD. 1992. Governance and Development. The World Bank. Washington D.C.
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One obvious mechanism to diminate corruption would be to review legidation which helps breed
corruption, such as through creating monopoly power, permitting discretion without checks and
balances, places authority without respongbility. Pardle to this should be an effort to reform the
judicid sysem generdly. Another mechanism would be to introduce legidation which is effectively
implemented through an impartia and independent authority (with substantia representation from civil
society and the senior members of the judiciary). Corresponding changes in the laws of evidence and
trid should dlow for flexibility in procedures and rigour of evidence. The double standards prevaent
inthe devel oped world, particularly the safe havens of Switzerland, Liechtengtein, the Cayman Idands
and the Bahamas, and now aso the United States of America and the United Kingdom impose siff
legdl chalenges to the laundering of money generated from drugs, but a Smilar trestment to bribes,
extortion embezzlement and fraud is conspicuous by its absence. This needs to be rectified urgently.

Competition, clear rules, and disclosure are important first steps for corruption. Many countries have
sophisticated and drict laws addressing corruption. Y et the existence of legidation doneisinsufficient.
The problem may lie with a lack of dependable enforcement. At the same time that legidation is
enacted, the strength and independence of the judiciary must be secured. While disclosure of wedlth
by officids and eected representatives is required by law, follow-up action is missing. Legidation
should be enacted which provides for a mandatory cross-verification of declarations for a minimum
sample of returns. Delayed and no-returns should be pendised severdly. Intheevent that investigation
reved's concea ment or mis-declaration, then an independent tribuna of the senior most judgesand civil
society representative drawn from professiona accountants (who should be eected for three year
terms) should order punishment after due process. Punishments should include, confiscation of

property, jal and severance from service without benefits.

In summary, the action needed to eliminate corruption should include the following eements on a

naiond levd:

! Begin accountability from the top
! Set up nationa anti-corruption commissions and appoint an independent watchdog
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Set up exclusive corruption courts

End unnecessary or archaic discretionary laws

Enact legidation to improve accountability, ensure trangparency, punish the corrupt severely
and ensure time bound action

Require public officids to declare their assets

Provide immunity to informers

Pass a Right to Informetion Bill

Use independent private-sector auditors

Involve people in diagnosing corrupt systems

Implement core ingtitutional reforms and repair corrupt systems

Ensure an active and free press

It is a0 necessary that pardld action at the internationa level should also be undertaken o that the

double sandards which exist are removed. Such actions, should include:

Making al bribes given in indudtridised countries illega

Ensuring that dl ‘illegd’ money and property transactions in industridised countries is treated
at par with drug money

Linking aid to humane governance through a programme funding mechanism “such as under
IMF s ESAF/EFF, and the World Bank’ s Structural Adjustment Loans or Programme Loans
are sructured such that circumventing any conditionality becomes nearly impossble. These
provideinitia bridgefinancing to sart the process of change and specify benchmarkswhich are
quantifiable and verifiable exogenoudy by third parties. They must be achieved before any
subsequent  tranche is released.  Disbursement is ether withheld or ddlayed pending
compliance, thereby providing both the carrot and the stick to encourage the implementation
of change” (SPDC 1999).

CONCLUSION

Drawing alesson from this and other evidence from studies around the world one may conclude that

for the state to ensure sustainable and equitable devel opment, it must redlise that while the government

has arole to play in economic development this can only be achieved best through a redlisation that
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such a pogtive role requires not an expansion in the scale of government activity, but anincreasein its
effectiveness and a maor redllocation of its resources. Poor governance is now recognizable. There
isafalureto establishaframework of law and government behaviour conduce to development, with
atendency to divert public resources for private gain. No arbitrariness in the gpplication of rules and

laws with excessvely narrowly based decision making mechanisms only exacerbate the problem.

Further comparing the path to development followed by Pakistan with that of East Ada, it would

appear that some of the reasons for the crisis in economic governance can be traced to the following:

political stahility,

stable macroeconomic environment,

the outward-looking trade strategies as opposed to the protectionist strategies,

the quality of primary educetion,

effective land reforms,

credit reforms,

amerit based, efficient and competent bureaucracy,

well-functioning inditutions, and

identification and development of core areas of comparative advantage

The recent HDC Report [1999] suggests that much of Pakistan’s economic woes can be overcome
if it could focus onthe last of these reasons for the differences in growth of the two regions and dso
invest more heavily in the development of human resources. However, the country isfaced with afiscal
dilemma because it is living, by and large, beyond its means, and there can be no socid uplift and a
reduction in poverty without the key fiscal problems being addressed. Pakistan is spending far more
borrowed money than it can actudly retire through future economic growth. The fiscd deficits have
remained high, between 5 to 8 percent of the GDP over most of the last decade. This leads to an
increase in public debt, decline in red exchange rates, macroeconomic ingtability and risng interest

rates. Cumulatively, these could result in economic regress and, in the find analysis, human regress.
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In effect, Pakistan needs to redirect its priorities. The state must focus efforts towards the core human
development concerns. Thiswould entail liberal investments in basic human needs of the poor and a
magor redistribution of such productive assets as land and credit. Government must ensure equity and
socid justice. Moreover, the state needsto provide amagor simulusto economic growth, involving an
equitable fiscal policy that emphasises progressive taxation and ‘pro poor’ expenditures. There isthe
need for revitalisng exiging ate indtitutions. Political systems need no longer to have representation
based on aligarchic interests. The civil service needs to be made more efficient. Smilarly, judiciary

needs to be more independent as well as ble to people.

Ultimately, none of these reforms will take place without political will. Pakistan's crisis of governance
gems from systemic palitica, economic and socid chalenges embedded in the country’ s colonid and
feudd past. Pakistan, asaformer colony, inherited systems of financia accountability, an independent
cvil sarvice, and alegd framework. However, because they were ‘imported’ from outside, they have
not awaystaken root. Colonia ruleimplied accountability to thecolonia power, rather thanto citizens;
it thus sometimes destroyed indigenous systems of accountability. A new vison of governance built on
the principles of ownership, accountability and even decency, are only too increasingly becoming
imperative for its citizens. It could be argued thet till recently, ‘governance had not been established
asamgor buzz word among policy makers. Y et, what iscrucia to grasp isthat the concept of effective
governance has adways been firmly embedded in the popular imagination.

In sum, governance is a continuum; it does not automaticaly improve over time. Citizens need to
demand good governance. Their ability to do so is only enhanced by awareness, education, and
employment opportunities. The Government of Pakistan needsto be responsiveto those demands. For
change to be effective it must be embedded in the soci eties concerned and cannot beimposed from the
outside.
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