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Pakistan’s Economic Disarray and How to Fix It
James M. Roberts and Huma Sattar

Abstract:
Although Pakistan’s economic freedom has advanced modestly in recent years, led by upticks in investment free-
dom, monetary freedom, and trade freedom, these gains have been largely counterbalanced by deteriorations in 
labor freedom and business freedom. Large sections of the population live in poverty and survive on subsistence 
agriculture. Inefficient but omnipresent regulatory agencies inhibit business formation throughout the economy. 
Lack of access to bank credit undermines entrepreneurship, and the financial sector’s isolation from the outside 
world has slowed down innovation and growth. To place Pakistan on the path to greater economic growth, its 
government must: reduce energy subsidies and deregulate all distribution and power generation companies to 
attract greater investment in that sector; decrease dependence on foreign aid and foreign debt; introduce tax re-
forms to broaden the tax base, decrease tax evasion, and reduce the size of the informal sector; empower the cen-
tral bank to operate independently; and categorically eliminate corruption at all levels of bureaucracy.

In the decades since its creation by the British in 
1947, Pakistan has been ruled more often than not 

by authoritarian martial-law regimes, interspersed 
with episodic attempts to establish genuine democ-
racy. The two most famous democratically elected 
prime ministers in the country’s short history are 
the late Benazir Bhutto of the center-left Pakistan 
Peoples Party, who served twice and was assassinat-
ed in 2007, and the current occupant of that office, 
Mian Muhammad Nawaz Sharif, who returned to 
power for a third (non-consecutive) term in 2013 
when his center-right Pakistan Muslim League was 
elected with a sweeping majority vote amidst an 
unprecedented 60 percent voter turnout. Nawaz 
Sharif’s election raised hopes that Pakistan might 

have finally entered a period of more stable demo-
cratically elected governance with a government 
that vowed to follow a forward looking foreign policy 
and pursue reforms that valued economic freedom.

The Nawaz administration promised major eco-
nomic relief from what it called a “lethal combina-
tion of low growth and high inflation.” Pakistan’s 
economy, however, continues to stagnate, showing 
no sustainable improvements. The International 
Labour Organization (ILO) predicts that unemploy-
ment rates will remain above 5 percent until 2018—
lagging significantly behind global and regional 
averages in the rest of South Asia.1 The Internation-
al Monetary Fund (IMF) projects Pakistan’s future 
economic growth to be relatively sluggish at best, 
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reaching 4.7 percent by fiscal year (FY) 2016, owing 
largely to lower world oil prices. Pakistan is growing 
significantly more slowly than its neighboring South 
Asian economies, however, which are expected to 
grow an average of 5.4 percent during that period—
with Bangladesh at 6.3 percent, Sri Lanka at 6.5 per-
cent, and India at 8.1 percent.2

Meanwhile, Pakistan is also suffering from an 
electricity crisis that is considered to be one of the 
root causes of its economic woes. Chronic power 
shortages across the country adversely impact the 
manufacturing and industrial sectors. The country 
can produce only about 12,000 megawatts (MW) 
of electricity while facing demand that has reached 
19,000 MW; energy supply will be 64 percent short of 
energy demand by 2030, according to the Planning 
Commission of Pakistan.3 As the world enjoyed the 
benefits of low fuel prices early in 2015, Pakistan was 
experiencing fuel shortages that led to country-wide 
protests culminating in the shutdown of businesses 
in the Pakistani capital and major cities in Punjab 
province. These shortages were partly caused by 
the internal debts of about $1.7 billion owed by the 
Power and Water Ministry to the state-owned Paki-
stan State Oil company.4

Regional conflicts, aggravated by the Pakistani 
military’s dogged interference in the Pakistan civil-
ian government’s foreign policy, have also severely 
constrained economic growth in Pakistan. Increas-
ing levels of terrorist activities both within the coun-
try and on Pakistan’s borders with Afghanistan, 
as well as the ongoing negative fallout from long-
standing territorial conflicts with India, continue 
to be barriers to foreign investment and a flourish-
ing business environment. even though Pakistan’s 
trade freedom overall has increased, trade shares 
with neighboring countries—especially India—have 
dwindled due to numerous physical, bureaucratic, 
and security-related barriers.

These security and political maladies, howev-
er, certainly do not bear sole responsibility for the 
persistent decline of the Pakistani economy. For 
years, Pakistani civilian governments have blamed 
the country’s economic deterioration on the secu-
rity situation, when in fact it is the lack of sustained 
reforms that has largely hindered growth. It is not 
the security problems of Pakistan so much as the 
massive public-sector corruption, the over-regu-
lation of energy and power services, and the lack of 
decisive reforms in the tax system that have resulted 

in a significant decay in the livelihoods of the people, 
and may even have contributed to increased mili-
tant activities in the region and the ensuing radical-
ization of many young Pakistanis.

This Special Report will examine the major con-
cerns for Pakistan’s economic freedom in the imme-
diate and long-term future—concerns that threaten 
the country’s prosperity and the welfare of its people. 
This Special Report will conclude by outlining reforms 
and policy changes that the Pakistani government 
must undertake to truly revive Pakistan’s economy.

I. Economic Freedom: Undermined  
by Corruption, Bureaucracy, and  
Foreign Aid Dependence

Dependence on Foreign Aid Has Led to 
Warped Priorities. Since the late 1980s Pakistan 
has increasingly relied on foreign assistance, in the 
form of grants or loans, to keep its economy afloat 
and bridge the gaps caused by persistent deficits. 
Pakistani governments have been overspending for 
decades, in part due to increases in debt servicing, 
large subsidies to public-sector enterprises (PSes—
specifically in the electricity sector), and question-
able development spending. The result has been an 
almost permanent budgetary gap—8.6 percent of 
gross domestic product (GDP) in the 1960s, and 8.5 
percent in 20125—that has meant unending reliance 
on external borrowing. Recent trends have shown 
an improvement to 5.5 percent in 2014, due to the 
government’s efforts to reduce expenditures and a 
growth in tax revenues; according to the State Bank 
of Pakistan (SBP), however, this improved perfor-
mance was supported by several one-off inflows—
including the fact that the government did not 
provide the de facto subsidies to the electricity gen-
eration/distribution sector in FY 20146 by paying off 
that sector’s “circular debt” as it had in prior years.7

The u.S. has provided economic and military aid to 
Pakistan since its creation in 1947, with total aid from 
1951 to 2011 of $67 billion.8 Pakistan is the fourth-
largest recipient of u.S. aid, after Israel, Afghanistan, 
and egypt. The 2009 enhanced Partnership with 
Pakistan Act9 represented an effort to facilitate sus-
tainable economic development and allocate a higher 
share of u.S. aid to economic growth-related assis-
tance, and included a promise to increase assistance 
to as much as $7.5 billion between 2010 and 2014. As 
a result, since 2009, 41 percent of all American aid to 
Pakistan has been non-military.
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Although the Obama Administration reduced 
overall assistance for Pakistan, Afghanistan, and 
Iraq in FY 2014, funding to Pakistan of $1.16 bil-
lion is still significant compared with the total u.S. 
spending allocation for Global Hunger and Food 
Security ($1.06 billion), the Millennium Challenge 
Corporation ($0.9 billion), and the Global Climate 
Change Initiative ($0.48 billion).10

In addition to economic and military aid from the 
u.S., Pakistan also receives significant development 
assistance from the World Bank, the Asian Devel-
opment Bank (ADB), Japan, the united Arab emir-
ates, the u.K., and other eu countries. In 2014 alone, 
Saudi Arabia, a strong ally of Pakistan, made a low-
profile loan of $1.5 billion to boost Pakistan’s foreign 
exchange reserves and help the country kick-start 
some infrastructure-related projects.11

The continuing balance-of-payments crisis and 
insufficient foreign exchange reserves have prompt-
ed the IMF to sign 12 agreements with Pakistan 
since 1988. With each agreement, Pakistan pledged 
to endeavor to reduce its balance-of-payments defi-
cits and raise the level of reserves,12 and each time it 
failed to do so. The most recent IMF bailout was a 
loan signed in 2013 for $6.6 billion under a 36-month 
extended Fund Facility, notwithstanding the fact 
that Pakistan had not met some of the condition-
ality terms of its previous IMF package signed in 
2008.13 Tax revenue targets were not met, and Paki-
stan requested relaxation of budget deficit targets to 
avoid excessive cuts in development spending.14

under the extended IMF agreement of 2013, the 
Pakistani government pledged yet again to raise rev-
enues via tax reforms (especially by substantially 

CHART 1

Sources: U.S. Agency for International Development, “U.S. Overseas Loans and Grants: Explore the Data,” https://
eads.usaid.gov/gbk/data/explore.cfm (accessed June 5, 2015), and “Sixty Years of US Aid to Pakistan,” The Guardian, July 11, 2011, 
http://www.theguardian.com/global-development/poverty-matters/2011/jul/11/us-aid-to-pakistan (accessed June 17, 2015).
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enlarging the tax base), reduce inefficient and costly 
electricity subsidies, and increase tax compliance.15 
One of the prominent policy steps the government 
was expected to take was to provide autonomy to the 
central bank—the State Bank of Pakistan (SBP)—so 
it could manage the reserves with fiduciary indepen-
dence.16 The plan was to empower an independent 
committee to design and implement a robust mon-
etary policy and disallow any new direct lending 
from the SBP to the government.17 To that end, the 
State Bank of Pakistan (Amendment) Act of 2014 
was introduced by the government in early April 
2014.18 The bill was expected to strengthen substan-
tially the monetary policy committee, improve the 
operational independence of the SBP, enhance its 
governance structure, and strengthen the personal 
autonomy of board members.

unfortunately, in the months since, the Pakistani 
government has demonstrated by its actions that it 
is hesitant to relinquish control of the SBP and, most 
importantly, the currency. Pakistani journalist and 

economic analyst Khurram Husain succinctly sum-
marizes the skewed relationship between the IMF 
and Pakistan:

[The] history of continuous injections from 
abroad inculcated a warped sense of priorities 
in successive governments. Rather than focus-
ing on reforms to “mobilize domestic resources,” 
that is, to encourage tax reforms and encourage 
productivity to promote exports in a rapidly glo-
balizing world, the emphasis for successive gov-
ernments came to be on ensuring the release of 
the next tranche of dollars from the Fund.19

Indeed, this cycle of misplaced priorities contin-
ues to harm Pakistan’s overall economic progress; 
persistent injections of fresh IMF lending only stabi-
lize the economy temporarily, and (absent reforms) 
set Pakistan up for another default. external debt 
servicing in Pakistan continues to shrink reserves—
in fact, 40 percent of Pakistan’s federal spending in 
2014 went toward repaying external debt reaching 
nearly $7 billion.20

Nevertheless, the vicious cycle of debt continues. 
With the most recent IMF loans, the country will 
again be burdened by an even larger debt service 
payment in the next few years. Yet in March 2015, 
the IMF’s executive board cited some improvements 
as it approved the release of a tranche of $501.4 mil-
lion. For the last quarter of 2014, at least, the Paki-
stani government had met all the conditions set by 
the IMF, meeting performance criteria that includ-
ed a Net International Reserves target, Net Domes-
tic Assets target, reducing general borrowing, reduc-
ing borrowings for budgetary support from the SBP, 
and fulfilling the condition on debt-swap arrange-
ments.21 Some news reports contend that the reduced 
borrowings target was only met because the govern-
ment borrowed from commercial banks instead of 
the SBP, which in turn facilitated the provision of 
loans to the government by those commercial banks 
through the injection of more money into the bank-
ing system—a strange sort of “reverse sterilization” 
process.22 Thus it appears that the government of 
Pakistan essentially found—yet again—a round-
about way of borrowing from the central bank while 
meeting its IMF extended Fund Facility target.

Meanwhile, the IMF continues to urge the gov-
ernment to make progress in tax revenue collections 
and reduce electricity subsidies, which, as discussed 

CHART 2 

Source: World Bank, “Total Reserves in Months of Imports,” 
http://data.worldbank.org/indicator/FI.RES.TOTL.MO 
(accessed June 5, 2015).  
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in detail below, are yet to be reduced. Indeed, most of 
the IMF’s recommended economic reforms have not 
been unequivocally implemented.

Hopes for Economic Freedom Collide with 
Sobering Growth Trends. The 2015 edition of the 
Index of Economic Freedom, published annually by 
The Heritage Foundation and The Wall Street Jour-
nal, ranks Pakistan “mostly unfree,” with a score of 
55.6 out of 100, well below the world average (60.4) 
and regional average (58.8). Pakistan is the 121st fre-
est of the 178 countries across the world measured 
in the Index and stands at 25th of the 42 countries 
in the Asia–Pacific region.23 While Pakistan’s eco-
nomic freedom has shown modest improvements 

over the years, that progress has been counterbal-
anced by poor scores in rule of law, investment and 
business freedom, and labor freedom. Overall, the 
country has remained only slightly above the lowest 

“repressed economy” Index category.
The Index findings are confirmed by other reports. 

For example, according to united Nations Develop-
ment Programme (uNDP) figures, Pakistan ranks 
146th (of 187 countries) on the Human Development 
Index (HDI). Pakistan stands in the lowest human-
development category with a score of 0.537, lower 
than the South Asian average of 0.588. Pakistan is 
one of only a handful of Asian countries in this cat-
egory.24 Most countries in the low HDI category are 
in Africa and the Middle east.

Some improvement is seen after 2008, the year 
in which Pakistan held general elections after nine 
years of dictatorship under General Pervez Mush-
arraf. The country, plagued by military coups for 
decades, completed a five-year term under Presi-
dent Asif Ali Zardari’s Pakistan Peoples Party. To 
his credit, Zardari helped the country transition to 
an official democracy.25 However, meager economic 
growth was recorded in those years. The Zardari 
administration blamed the slow growth rates on the 
massive floods that ravaged the country in 2010.26

One of Zardari’s achievements was the devolu-
tion of powers through the 18th amendment to Paki-
stan’s constitution, passed in 2010. The amendment 
transferred some governmental powers to the prov-
inces and restored parliamentary sovereignty, but 
corruption, cronyism, lack of reforms, and absence 
of a strong provincial leadership have all under-
mined the importance of this initiative.

In fact, it was double-digit inflation rates, lack of 
jobs, an unrelenting energy crisis, and a choked econ-
omy during Zardari’s tenure that ensured that the 
Peoples Party was not re-elected for a second term.

Nawaz’s performance after almost two years in 
power remains mixed at best. The IMF estimates 
slow economic growth of less than 5 percent in the 
next few years, while GDP per capita projections also 
remain tepid. More important, no improvement has 
been seen in the living conditions of the public. Though 
GDP growth rates are higher than they were in 2009, 
investment is only 10 percent of GDP, and poor revenue 
mobilization ensures continued fiscal deficits.

Weak Rule of Law Feeds Widespread Corrup-
tion. The Index of Economic Freedom reports that 
Pakistan is a repressed economy with regard to the 
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Source: Terry Miller and Anthony B. Kim, 2015 Index of Economic 
Freedom (Washington, D.C.: The Heritage Foundation and Dow 
Jones & Company, Inc., 2015), http://www.heritage.org/index. 
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rule of law, suffering from widespread corruption, 
lack of transparency, and little protection, if any, for 
property rights. Political interference in the judicial 
system is also prevalent.

A report published in 2010 by the International 
Crisis Group on reforms needed in Pakistan’s crimi-
nal justice system discusses at length the inefficien-
cies of the justice system, the failure to prosecute 
crimes, low conviction rates (at most 10 percent of 
prosecutions), and the larger issues of political and 
military interference in the judiciary that heavily 
compromise cases before they even go to courts.27 
The report notes:

A military-led counter-terrorism effort, defined 
by haphazard and heavy-handed force against 
some militant networks, short-sighted peace 
deals with others, and continued support to 
India and Afghanistan-oriented jihadi groups, 
has yielded few successes. Instead, the extremist 
rot has spread to most of the country. The mili-
tary’s tactics of long-term detentions, enforced 

disappearances and extrajudicial killings provoke 
public resentment and greater instability, under-
mining the fight against violent extremism.28

The report goes on to mention cases such as the 
2008 bombings of the Danish embassy and Marri-
ott Hotel in Islamabad, for which prosecutors have 
never obtained convictions.29 Many of these cases 
could have been sabotaged by military interven-
tion. A recent example of this is the release order 
of Zaki-ur-Rehman Lakhvi by the Islamabad High 
Court. Lakhvi, leader of the terror group Lashkar-
e-Tayyiba (LeT), was suspected of masterminding 
the 2008 bombings of hotels in Mumbai, India, that 
claimed 160 lives, including six Americans.30 Lakhvi 
was first granted bail by Pakistan’s Anti-Terrorism 
Court only a few days after the Peshawar attack in 
December 2014. That attack, carried out by the Teh-
rik-e-Taliban Pakistan (TTP), claimed 141 Pakistani 
lives—including 132 school-age children.31

It was hoped that this debilitating terrorist attack 
would bring some perspective to the Pakistani 

CHART 4

Note: IMF categorizes “Emerging and Developing Asia” as: Afghanistan, Bangladesh, Bhutan, Brunei Darussalam, 
Cambodia, China, Fiji, India, Indonesia, Kiribati, Laos, Malaysia, Maldives, Myanmar, Nepal, Pakistan, Papua New 
Guinea, Philippines, Samoa, Sri Lanka, Thailand, Timor Leste, Tonga, Vanuatu, and Vietnam. 
Source: International Monetary Fund, “World Economic and Financial Surveys: World Economic Outlook Database,” 
April 2015, http://www.imf.org/external/pubs/ft/weo/2015/01/weodata/index.aspx (accessed June 5, 2015). 

PERCENTAGE CHANGE 

Pakistan vs. Asia: Economic Growth 

heritage.orgSR 172

0% 

3% 

6% 

9% 

12% 

Emerging and 
Developing Asia*

Pakistan

1995 2000 2005 2010 2015 2020

Projected Actual



7

SPECIAL REPORT | NO. 172
JuNe 30, 2015

 

army’s approach in handling all terrorism in the 
region. On the contrary, Lakhvi’s release only proved 
to be an indication that the judiciary was likely 
strong-armed by military leadership to let him go, in 
a bid to let India know that LeT would remain a blunt 
foreign policy instrument for Pakistan.32

Another major cause of the poorly functioning 
judiciary in Pakistan is the absence of a uniform 
legal system. Freedom House’s 2014 Annual Survey 
of Political Rights and Civil Liberties reports that 
one of the principal causes of judicial inefficiency 
is the confusion caused by overlapping legal sys-
tems across the country that lead to “unequal treat-
ment.”33 Rather than relying solely on the nation’s 
secular civil and criminal statutes, parallel legal 
systems based on sharia law and tribal law are often 
used to determine outcomes in many cases. Several 
communities in tribal areas subscribe to informal, 

traditional, and often arbitrary forms of justice. For 
example, Pakistan’s Supreme Court and parliament 
do not have jurisdiction over the semi-autonomous 
federally administered tribal areas (FATA) of Paki-
stan (roughly the size of South Carolina). This has 
meant that the justice system in the FATA is con-
trolled by specially appointed community leaders 
under a statute called the Frontier Crimes Regula-
tion (FCR).34 The FCR is a law that was drawn up by 
the British colonial rulers in 1901 and allows tribal 
leaders in the FATA to decide the fate of any and all 
accused of criminal activity in the region. The Khy-
ber-Pakhtunkhwa provincial assembly passed a res-
olution to repeal the FCR in 2011, but nothing more 
than cosmetic changes have been made in the years 
since. The FATA region is still under the control of 
these local politicians and tribal chiefs rather than 
conventional law enforcement agents.

CHART 5

Note: GDP per capita was calculated using the Purchasing 
Power Parity (PPP) measure.
Source: International Monetary Fund, “World Economic and 
Financial Surveys: World Economic Outlook Database,” April 
2015, http://www.imf.org/external/pubs/ft/weo/2015/01/
weodata/index.aspx (accessed June 5, 2015). 
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endemic corruption also plagues Pakistan at 
all levels of government bureaucracy. According to 
Transparency International’s 2014 Corruption Per-
ceptions Index (CPI), scaled from 0 to 100, Pakistan 
is highly corrupt, with a score of 29, and ranks 126th 

most corrupt of 175 countries measured.35 Although 
the scores have improved marginally since 2012, 
the CPI continues to place Pakistan in the “Highly 
Corrupt” category. The CPI’s chapter on Pakistan 
reports that Pakistan lost $94 billion due to corrup-
tion, tax evasion, and bad governance during the 
four years of Zardari’s Peoples Party government.36 
By comparison (and notwithstanding both nations’ 
legacy of Anglo-Saxon legal systems), next-door 
neighbor India ranks 85th on the CPI with a score 
of 38, up from 36 in 2012—corrupt but improving.37

According to the World Bank, corruption in Paki-
stan is also a significant and growing deterrent to 
foreign trade and investment.38 More than half of 
all Pakistani firms (57 percent) consider corruption 
to be a severe constraint in doing business. This fig-
ure has increased from 40 percent in 2002 and is 
much higher than in the most competitive countries, 
with the exception of Brazil and Bangladesh.39 More 
recently, Walt Disney cancelled nearly $200 million 
in textile orders from Pakistan and banned the coun-
try as a supplier, citing massive corruption, lack of 
accountability, and violence among the reasons for 
the ban.40 A Canadian textile company also discon-
tinued business with Pakistan, claiming that it had 
become increasingly difficult to do business with 
Pakistan due to poor infrastructure, unplanned 
delays, power shortages, corruption, and overall 
instability in the country. Given that more than half 
of Pakistan’s total exports consist of textile and tex-
tile products, these cancellations are devastating to 
the country’s economy. Anecdotal evidence gath-
ered by the authors of this Special Report suggests 
that, in general, instability within the country and 
corrupt governance continue to affect the business 
environment and prospects for foreign investments.

The Pakistani tax system is riddled with tax 
exemptions. According to the Pakistan economic 
Survey 2014, tax exemptions enjoyed by many busi-
ness elites and companies amounted to nearly $4.7 
billion in FY 2014, almost 100 percent higher than 
the preceding year. The government has promised 
to phase out these exemptions in three years.41

Tax evasion is also rampant in Pakistan, but no 
administration has managed to deal with it head-on. 

Only one in every 200 citizens in Pakistan files 
income tax returns. In 2014, the government pub-
lished a list of tax defaulters in an effort to shame 
evaders to pay,42 but such soft measures are not like-
ly to bear substantial fruit.

According to a report published by the Center 
for Investigative Reporting in Pakistan, only about 
a third of Pakistani lawmakers filed income tax 
returns in 2012; among the 67 percent of non-filers 
was then-Prime Minister Yousaf Raza Gillani.43 
Many lawmakers, the report says, are not even reg-
istered taxpayers. Many of those who did file were 
found to have mis-declared their annual earnings.44 
In fact, the report cites astonishing figures: Less than 
1 percent of Pakistanis filed tax returns in 2012,45 
while the country’s tax-to-GDP share was only 10 
percent46 (essentially due to a low tax base combined 
with high rates). The report explains why the IMF 
emphasized to Pakistan’s government the need to 
focus on tax evasion and tax compliance—one of the 
primary conditions of the 2013 IMF extended Fund 
Facility of $6.6 billion.

Regulatory Inefficiency—the Main Culprit 
in Pakistan’s Power Crisis. About 80 percent of 
Pakistan’s electricity is generated from imported 
oil and gas.47 In fact, oil represents 35 percent of 
total imports in Pakistan. The import bill for these 
hydrocarbons will reach an estimated $124 billion 
by 2020,48 an amount that Pakistan will in all like-
lihood not be able to afford. Pakistan has almost 
exhausted its known gas reserves and will continue 
to be dependent on imported fuels. According to the 
Pakistan economic Survey, “the pronounced shift 
from hydro to thermal generation, and more recent-
ly from natural gas to fuel oil as the primary fuel for 
electricity generation” has caused a major fuel crisis 
contributing to significant increases in power sup-
ply costs.49 electricity supply in Pakistan is present-
ly about 5,000 MW short of daily demand, and that 
persistent shortage is increasing by about 5 percent 
per year. Generated from expensive imported fuels, 
high prices for electricity have, in turn, driven some 
consumers to participate in widespread theft of it. 
exacerbating the power sector’s problems is the fact 
that one-quarter of all energy produced is lost due to 
inefficient power distribution networks, poor infra-
structure, and mismanagement.50

According to the Pakistan State Bank Annual 
Report for 2014, the power crisis has fundamentally 
stifled any hopes for industry growth. even though 
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some industries have reduced their dependence on 
imported fuel oils by using alternative energy sourc-
es—such as biomass and locally mined coal, solar 
thermal, and combined-cycle gas—leading to short-
term positive impact on production, smaller indus-
tries remain at a loss.51 The report notes:

energy constraints have changed the dynamics 
of Large Scale Manufacturing (LSM) in the past 
several years. Hard pressed by energy shortages, 
a large number of industries are in the process of 
converting to alternate energy setups. However, 
given the high cost involved in this shift, not all 
firms have the resources to do so. Hence, smaller 
firms involved in the production of glass, paper, 
and textile (especially units in the informal sec-
tor) are either closing down, or are forced to cur-
tail their operations.52

Public discontent over massive fuel shortages has 
brought Pakistanis to the streets and sparked vio-
lence in major cities. In January 2015, 95 percent 
of gasoline stations in the relatively affluent city of 
Lahore ran out of fuel to sell.53 At the macroeconom-
ic level, when industries are no longer producing, 
they no longer need as much human capital, lead-
ing to massive layoffs, which analysts believe are the 
ultimate long-term repercussions of the power cri-
sis: chronic unemployment and increasing radical-
ization—especially among the youth.54

The Vicious Cycle of Electricity-Related 
“Circular Debt.” The dilemma of “circular debt” 
is a phenomenon that emerges from the difference 
between higher production costs of electricity and 
the lower total revenues accrued from the rate pay-
ments received from consumers, with the govern-
ment subsidizing the shortfall.

The supply chain for power generation in Pakistan 
operates in a non-transparent manner: The govern-
ment’s Central Power Purchase Agency (CPPA) pur-
chases each unit produced by generation companies 
(GeNCOs) and then sells them to state-owned power-
distribution companies (DISCOs). GeNCOs include 
independent power producers and the state-owned 
Water and Power Development Authority. The GeN-
COs purchase oil from local and international oil 
marketing companies to generate the electricity.

All of the DISCOs are government-owned and 
government-run; they are largely misgoverned 
and themselves are sources of massive corruption. 

The DISCOs are required to make payments to the 
CPPA; the CPPA, in turn, is required to pay the GeN-
COs (which must pay the oil-marketing companies). 
Thus the circular nature of these transactions.

This warped and non-transparent electricity-
supply process creates opportunities for CPPA pay-
ment defaults in two very glaring ways: either (1) 
because the cost of providing electricity to consum-
ers by DISCOs is not covered by operating revenues 
(due to rate55 fixing and failure to adjust those rates 
as world oil prices fluctuate), and hence the DISCOs 
are unable to pay the CPPA; or (2) because the DIS-
COs assign a higher priority to their own cash flow 
instead of paying their invoices to the CPPA.56

The result is circular debt,57 caused when the 
cash-starved CPPA is unable to pay GeNCOs which, 
in turn, then cannot pay oil-marketing companies, 
which then stop future deliveries of oil, leading to 
power shortages. The government, then, is forced to 
borrow and extend additional and seemingly unend-
ing new subsidies to the GeNCOs. The CCPA cash 
shortfall in 2012 alone amounted to nearly 4 percent 
of GDP.58 In 2014, this circular debt reached almost 
$4 billion.59

In its 2014 annual report, the State Bank of Pak-
istan argues that the most critical bottleneck in 
the Pakistani electricity supply chain is created by 
the inefficiencies in its distribution network—spe-
cifically related to load-management, not genera-
tion. The current distribution system, in fact, can-
not supply more than 15,000 MW of energy at peak 
demand hours. The report says: “even if existing 
generating units are geared up to operate at three-
fourths of their capacity, the country simply does 
not have the infrastructure to distribute this power 
to end-users.”60

Other inefficiencies that feed the circular debt 
and aggravate the energy crisis are:

1. Inefficiencies of government-owned GeNCOs 
and DISCOs; cozy deals struck with providers of 
rental power plants; overstaffing; free provision 
of electricity to public employees; poor mainte-
nance of plant equipment; obsolete technologies 
(resulting in technical losses); and corruption.

2. Transmission and distribution losses and poor 
load management.

3. Massive electricity theft.
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Government Regulations in Pakistan Create Debt, Electricity Shortages  
One of the primary reasons for power-related debt (called “circular debt”) in Pakistan is a cycle that is caused 
by government overregulation and ine�cient production and distribution structures. The government 
imposes the rates (tari�s) charged to consumers for the electricity and sometimes neglects to alter them in 
response to fluctuating world oil prices. This results in end users paying a lower rate for electricity than the 
actual cost of production.  

FIGURE 1
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4. Poor collection of electricity bills. Many pow-
erful private individuals and companies are 
defaulters but are not disconnected because of 
their influence.61

5. Consumption mix skewed toward less produc-
tive users where government subsidies power 
household consumers.62

Moody’s, the credit rating agency used by the IMF, 
has warned that Pakistan’s worsening circular debt 
problem will greatly affect Pakistan’s creditwor-
thiness and cites specifically the lack of structural 
reform in the power-generation sector.63

Growth Impossible Without Deregulation 
of Energy Sector. At the heart of the power crisis 
is the government’s intransigence and insistence on 
retaining control of the sector. The regulatory frame-
work permits the government to set tariffs at politi-
cally attractive but economically unsustainable low 
levels, thereby leading to payment defaults, circular 
debt, and electricity shortages. energy-intensive 
companies, in turn, cannot meet production targets, 
and in recent years many have lost export contracts. 
In fact, power shortages have led many industries 
in Pakistan to rely on stand-by power generators, 
which produce electricity that is much more costly 
than it would be from the traditional grid source.

Although in the short run it would cause higher 
electricity prices, deregulation would allow genera-
tion companies to construct dedicated transmission 
lines to these export-oriented companies, helping 
them to meet demand and, in the long run, create 
economies of scale. The current system of unsus-
tainably low, fixed prices only fuels corruption 
within the system and helps neither industry nor 
the consumer.

In May 2015, the IMF’s mission chief to Pakistan 
announced that the government and the IMF had 
reached an agreement to move gradually to full cost 
recovery in the power sector and eliminate circular 
debt by “increasing the allowance of losses in elec-
tricity tariff adjustments and privatization of power 
distribution companies.”64

In the past the government has repeatedly prom-
ised to tackle price distortions, inadequate collec-
tions, burdening subsidies, governance inefficien-
cies, and most of all, deregulation of the sector; but 
most of these reforms, including the privatization 
of most DISCOs, remain pending. Aside from some 

ambiguous initiatives aimed at kick-starting local-
ly mined coal, wind, and on-grid solar power proj-
ects, the feasibility of which is still uncertain, the 
only progress made to resolve the crisis has been 
the approval of grid-connected solar energy that 
could be fed back to the national grid, rooftop solar 
installations, and mortgage financing for home solar 
panels, which could potentially lower the burden 
for domestic energy consumers. The government 
also eliminated a 32.5 percent tax on imports of 
solar equipment by private companies, in an effort 
to bring down the cost of installing solar panels.65 
This development, however, will neither resolve the 
crisis itself nor provide electricity to energy-starved 
industries that are growth drivers for the economy. 
According to the Pakistan economic Survey 2014, 
the solar panels imported by the private sector can 
provide only 64.5 MW of additional energy capac-
ity,66 or about 1 percent of the approximately 5,000 
MW energy deficit in Pakistan.

 The Nawaz government had already pledged 
privatization of several distribution companies 
early on when starting his term as prime minister. 
Perhaps the pressure to meet targets set by the latest 
agreement with the IMF will push the government 
to take action now.

Government: No Sustainable Actions to 
Implement Its Economic Reform Agenda. The 
Pew Research Center’s 2014 Global Attitudes & 
Trends survey67 showed that national priorities in 
Pakistan considered most troubling to the people 
were rising prices, electricity shortages, lack of jobs, 
crime, the rich/poor income gap, and corrupt politi-
cal leadership. Conflict with India and terrorism in 
the region were of lesser concern to the average Pak-
istani. Although terrorist attacks, such as the hor-
rific December 2014 attack at the school in Peshawar, 
cause spikes in public concern about terrorism, it is 
the economic condition of the country that remains 
paramount to Pakistanis and has become almost an 
existential crisis for the country.

South Asia expert Michael Kugelman of the Wil-
son Center asserts that Pakistan’s energy crisis is 

“more of a menace than militancy”68 and says: “Paki-
stan’s energy insecurity is deeply destabilizing—and 
not just because militants prey on fragile infrastruc-
ture. Streets often swell with angry protestors rail-
ing against power outages. They have blocked roads, 
and attacked the homes and offices of members of 
Pakistan’s major political parties.”69
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The same Pew survey indicates that Prime Min-
ister Nawaz Sharif is very popular. According to 
the survey, 64 percent of Pakistanis had a favorable 
opinion of him70 and are satisfied with the direction 
their country is taking under his leadership.71

Nawaz may have bitten off more than he can 
chew, however, in making sunny promises to reform 
the economy in order to increase his popularity. In 
its party platform manifesto, the Pakistan Muslim 
League presented a comprehensive economic agen-
da focusing on economic revival, energy security, 
and social protection, with lofty claims of doubling 
GDP growth (from 3 percent to 6 percent), bringing 
down the fiscal deficit from 8 percent to 4 percent, 
increasing the tax-to-GDP ratio to 15 percent, mas-
sively bringing down inflation, reducing government 
borrowing, minimizing power shortages, cutting 
import taxes, and other reforms.72 Nawaz has repeat-
edly touted his belief in limited, smaller government 
and a free-market economy. Yet, two years into his 
administration, little or no progress has been seen 
on most of his agenda.

The political unrest, sectarian violence, and 
terrorism may have sidetracked the government’s 
attention, but do not explain its negligence in imple-
menting reforms that are vital to reviving the econ-
omy. A joint project undertaken by a policy think 
tank in Islamabad, the Policy Research Institute of 
Market economy, along with its international part-
ner, the Center for International Private enterprise, 
is tracking the government’s performance against 
its economic agenda every six months to determine 
where the administration stands.73 The fourth track-
ing report, issued in the last quarter of 2014, calls 
the Pakistani government’s performance “too slow 
to make it.”74 even though the first tracking report, 
published in early 2014, scored the administration 
generously on attempting to implement some eco-
nomic reforms, and indicated that the economy may 
be moving in the right direction, later reports con-
tinue to urge the government to take action sooner 
rather than later.

As of December 2014, the government, according 
to the tracking report, stood below 50 percent of its 
target goals in terms of legislative and policy develop-
ments and institutional reforms.75 The government 
contended that Chinese investments of $45.6 bil-
lion for its economic corridor into Pakistan76 would 
substantially relieve the energy crisis and end crip-
pling power shortages. The project—that will create 

16,000 MW of new electricity-generation capacity—
will not, however, solve the larger issues of power 
mismanagement, poor governance and corruption 
within the sector, electricity thefts, and transmis-
sion losses.77 Coincidentally, electricity shortages 
increased in late 2014. Other government promises 
were similarly found unfulfilled: No meaningful tax 
reforms were implemented, tax evasion persisted, 
and the number of tax filers actually decreased by 
15,000. In efforts to reduce fiscal deficit, the govern-
ment reduced budgeted power subsidies by 24 per-
cent for FY 2015 compared to the previous year, but 
they remain at about 1 percent of GDP.78

The Economist reported in May 2015 that Paki-
stan was experiencing “a rare period of optimism 
about its economy,” citing as reasons IMF projec-
tions of 4.7 percent growth and the smallest increase 
in consumer prices (2.5 percent) in more than a 
decade.79 Largely due to global oil price drops, Paki-
stan’s foreign exchange reserves could experience 
a windfall since Pakistan’s oil imports are huge—5 
percent of GDP in 2014. Such one-time gains, how-
ever, will not bolster the Pakistani economy in the 
long term. Deeper reforms are still essential for the 
economy to show sustainable signs of improvement.

In an April 2015 evaluation of Pakistan’s cred-
itworthiness, Moody’s awarded a rating of “M–” 
(moderate–) for economic Strength owing to grad-
ual improvements. It warned, however, that the 
structural disabilities within the country, espe-
cially weaknesses in the power sector, could hurt 
this rating. In fact, the report gives a rating of “VL+” 
(very low+) on institutional strength and an even 
lower score, the lowest on the scale, “VL–,” on fiscal 
strength.80

 Security Problems Undermine Economic 
Freedom. Political, sectarian, and religious violence, 
in addition to the widespread terrorist activities in 
the region, have played a large role in derailing the 
process of economic growth in Pakistan. Pakistan 
has witnessed countless terrorist attacks in its short 
history, the Peshawar attack being the most lethal. 
According to data compiled by the India-based Insti-
tute for Conflict Management, Pakistan has suffered 
over 57,000 fatalities since 2003 as a result of terror-
ist violence.81

Poor security conditions also bear some—but not 
all—of the blame for deterring would-be domestic 
and foreign investors from starting new business-
es as well as discouraging existing businesses from 
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continuing or expanding in Pakistan. Lack of securi-
ty within Pakistan, whether due to terrorist attacks 
or violence induced by sectarian or religious attacks, 
often brings major cities to a halt, shuts down small 
and large businesses and schools, and disrupts 
daily life.

The Pakistani Ministry of Finance asserts that 
Pakistan has incurred economic costs amounting 
to $102 billion since 2001 due to terrorism.82 While 
the Pakistani army is actively fighting the anti-gov-
ernment TTP militants, it is known to have a tactical 
approach to the terrorism ideology—fighting some 
while supporting others, such as the LeT or Jaish 
Mohammad, retaining them as strategic tools for 
the army’s foreign policy interests in Afghanistan 
and India. This has largely undermined the Paki-
stani state’s own efforts to eliminate terrorism in 
the country, bring stability, or create space for the 
country to grow economically.

II. The Steps to Economic Freedom
Is the News All Bad? Despite the power crisis 

and the current government’s lackluster perfor-
mance to date, there may still be hope for Pakistan. 
GDP growth has had a smoother upward incline 
since 2008. According to a report by the State Bank 
of Pakistan, the contribution by the industrial and 
manufacturing sectors to GDP jumped significantly 
in 2012–2013 (by 5.4 percent) despite power short-
ages. Also encouraging is that 58 percent of the GDP 
share came from growth in services.83

In February 2015, the Pakistani Ministry of Tex-
tiles announced that more than 200 new textile 
industries were registered and, if the energy crisis 
were solved, production in textile products could 
flourish.84 A similar outlook can be seen for other 
sectors of Pakistan: Growth in sectors such as paper 
and board, automobiles, and cement have been 
bogged down by energy shortages but are ripe with 
growth opportunities.

The IMF director for Middle east and Central 
Asia, Masood Ahmed, praised Pakistan for imple-
menting some prudent monetary and fiscal policies, 
strengthening public finances and rebuilding for-
eign-exchange buffers.85 Whereas unemployment 
rates remain stagnant at about 5 percent,86 a report 
by the ILO revealed that job market and labor qual-
ity actually improved in Pakistan compared to coun-
tries such as India, Sri Lanka, and Mexico between 
2007 and 2011.87

Improvement in Trade Liberalization, Open-
ing Markets. Though barriers to trade still exist, 
including extensive government protection of the 
automotive and agriculture sectors, one of the most 
promising areas of growth for Pakistan is interna-
tional trade. Tariffs have been slashed by half since 
2002, and Pakistan has been opening its markets to 
greater trade opportunities. Imports tripled in the 
past decade. Although oil remains the top import, 
Pakistan now imports more machinery, electron-
ics, vehicles, industrial inputs of plastics, metals and 
chemicals, and technology—all of which will spur 
further domestic investment and growth.88

According to the 2015 Doing Business report by 
the World Bank, Pakistan’s ranking for ease of doing 
business fell slightly, from 127 to 128 of 189 coun-
tries.89 Businesses found it increasingly difficult to 
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start a business (19 days), obtain permits (249 days), 
get power, or import and register property (50 days). 
However, the report mentions that Pakistan facili-
tated cross-border trade by introducing a fully auto-
mated and computerized system to process goods 
through customs.

Regarding intra-regional trade, Pakistan is a 
member of the eight-country South Asian Associa-
tion for Regional Cooperation (SAARC), a regional 
economic and political cooperation group. Pakistan 
signed the SAARC’s South Asian Free Trade Agree-
ment (SAFTA) in 2006 with neighboring countries 
including India. The aim of SAFTA is an eventual 
regional customs union and common market but 
it is still not fully implemented, notwithstanding 
the significant yet unrealized potential for trade 
and investment that exists among SAARC mem-
ber states.

Intra-regional trade accounts for only 4 percent 
of total SAARC trade, but greater regional integra-
tion and connectivity will help the SAARC countries 
to create new opportunities within and outside the 
region. Pakistan also has similar trade deals with 
Malaysia, Sri Lanka, and Indonesia, and is in the 
process of signing a free trade agreement (FTA) with 
Turkey.90 The government informed the National 
Assembly in early 2015 that a larger trade deal with 
the Association of Southeast Asian Nations was in 
the works,91 which would open Pakistani markets to 
Asia’s emerging economies and create opportunities 
for Pakistani exports.

In 2013, the european union granted Pakistan 
GSP-plus status under its Generalized System of 
Preferences (GSP),92 which caused a flurry of new 
economic activity in Pakistan, especially in the tex-
tile sector. According to estimates by the Pakistan 
Business Council, the GSP-plus status would start 
to boost exports by $1 billion each year by 2017.93 
This boost in exports, at least in theory, could cre-
ate opportunities for Pakistan to increase its market 
competitiveness, diversify its product mix, and in 
turn strengthen its industries, allowing the econo-
my to open its markets to more sophisticated prod-
ucts from abroad. It remains to be seen whether the 
scheme will in fact provide the Pakistani econo-
my the impetus to grow and open, since Pakistan’s 
manufacturing sector is still coping with electric-
ity shortages, and may not even be able to utilize 
the zero-duty eu GSP preferences to its advan-
tage. Fully one-quarter of businesses in Pakistan’s 

textile sector have closed recently, unable to afford 
the increasing cost of production that came with 
alternative sources of energy.94 In addition, Paki-
stan faces tough competition in the european tex-
tiles and clothing markets from Bangladesh, India, 
China, and Turkey—all of which enjoy some form of 
eu preferential treatment and whose products are 
more competitively priced than Pakistani products.

Perhaps the most discussed FTA in Pakistani 
economic policy circles is the one that Pakistan 
signed with China in 2006, and completed the first 
phase of in 2013. It is currently in negotiation for a 
second phase in which Pakistan will reduce duties 
to zero on about 50 percent of Chinese products, 
and China will reduce tariffs to zero for 70 percent 
of Pakistani products immediately and 20 per-
cent gradually over five years.95 Pakistani domestic 

Note: ITC Trade Map calculations are based on 
UNCOMTRADE database.
Source: Market Analysis Research, International Trade 
Centre, “Trade Map,” http://www.trademap.org/
Index.aspx (accessed June 9, 2015). 
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industries complained that cheap Chinese products 
flooded the markets during the initial phase of the 
agreement (2006 to 2013) when their own pricier 
products became comparatively more expensive.96 
Nevertheless, Pakistan’s exports to China still grew 
dramatically during the first phase, increasing from 
$259 million to $2.6 billion, a rate of increase rela-
tively greater than growth of exports to other coun-
tries. even though it is also true that more Chinese 
exports were coming in than Pakistani exports 
going out, and Chinese trade with other countries 
also increased, Pakistan benefitted from the higher 
export growth rates. Pakistan may need to negotiate 
an FTA with China that is amended to improve the 
agreement, and ask for tariff concessions for prod-
ucts for which it has the most competitive advantage.

Regional Cooperation: Indo-Pakistani Rela-
tionship Is Key. Regional cooperation in trade and 
investment offers a unique opportunity for Pakistan, 
given the country’s strategic location. Mostly, bet-
ter trade and investment collaboration could ease 
some of the security and political tensions between 
Pakistan and its regional partners, such as India and 
Afghanistan. The process of Pakistan–India trade 
normalization, however intermittent, has at least 
shown some forward momentum over the years. 
even though Pakistan has not granted most-favored 
nation (MFN)97 status to India (notwithstanding 

India’s offer of MFN to Pakistan in 1996), there 
have been some improvements in trade between the 
two countries.

Despite many obstacles, bilateral trade between 
Pakistan and India has increased substantially in 
recent years. Amid military tensions at the Line of 
Control98 (LoC), continued violence in Indian Kash-
mir (for which India blames Pakistan-backed ter-
rorist groups), and an insurgency in Pakistan’s Balo-
chistan province (that Islamabad claims is fueled 
by Indian support), trade grew from $0.3 billion in 
2003 to $2.5 billion in 2014.99 Pakistani imports 
from India were 84 percent of this trade in 2014 (80 
percent in 2013), evidence of Pakistan’s successful 
attempts at opening its market. Potential bilateral 
trade has been estimated by the Peterson Institute 
for International economics to be roughly 20 times 
greater than recorded trade.100

Nevertheless, Pakistan’s long-promised grant-
ing of MFN status to India has never materialized, 
largely due to various political disagreements—
Kashmir being the dominant topic. For years, the 
two countries have insisted on mixing trade negotia-
tions with non-trade issues, with economic coopera-
tion halting when political tensions intensified. As a 
consequence, trade talks have remained intermit-
tent. evidently, where trade might once have paved 
the way to better ties with India, it now may have 
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become a negotiating chip for resolving other, larger 
issues between the two countries.

Increased trade facilitation and concerted efforts 
on both sides to normalize trade should enable the 
two countries to establish some common ground 
and, perhaps, push contentious political issues to 
the back burner, at least temporarily, for the sake of 
regional stability. It is to be hoped that the resulting 
improvement in economic ties would help to thaw 
the cool political ties and, ideally, lead to a more pro-
ductive dialogue on controversial issues.

The Transnational Strategy Group (TSG) pub-
lished a study in 2014 suggesting that the two 
countries establish a “Special economic Zone” in 
the divided Punjab region that straddles the bor-
der region between India and Pakistan. This spe-
cial zone, writes Dana Marshalls, president of TSG, 
could facilitate trade by removing some cross-bor-
der obstacles to doing business.101

The first step for an improved trading environ-
ment must be the granting of MFN status by Paki-
stan to India. This would facilitate cross-border 
trade and benefit both sides in the long run. Accord-
ing to estimates by the Sustainability Development 
Policy Institute, total actual trade (in the formal 
and informal economies) between Pakistan and 
India is almost double the official figures, with Indi-
an exports to Pakistan that arrive via third coun-
tries, such as Dubai, amounting to $1.79 billion each 
year.102 MFN status would enable direct imports into 
Pakistan from India instead of the indirect routes 
that are more expensive because of higher trans-
port costs, and thus ultimately benefit the Paki-
stani consumer.

MFN status would also provide a healthy dose of 
competition for local producers in the automotive, 
agriculture, pharmaceutical, and textile sectors that 
have, for years, enjoyed extensive tariff protection 
from the government at the expense of Pakistani 
consumers. Continued protection will only further 
damage Pakistan’s economy, already burdened by 
inefficient producers and costly products.

Pakistan and India together must fully ratify 
SAFTA; open their markets and borders to facilitate 
low-cost trade; decrease overall tariffs for all eight 
South Asian countries under the agreement; cat-
egorically remove the many physical barriers (such 
as inefficiencies at the border for transport and tran-
sit, difficulties in custom procedures, complex visa 
regimes, operational, infrastructural and banking 

constraints); and eliminate the unyielding, bureau-
cracy-based, non-tariff barriers that have hindered 
trade, specifically on the Indian side of the border. 
As part of its counterterrorism efforts in South Asia, 
the u.S. government should encourage econom-
ic cooperation between the two countries, which 
would stabilize the region.

Chinese Investments and Other Infrastruc-
ture Projects. Pakistan’s geopolitical location gives 
it a large advantage in terms of connectivity and eco-
nomic integration. It is at the center of three impor-
tant regions of the world—the Middle east, South 
Asia, and Central Asia—and shares borders with 
Asia’s growing economies, such as India and China. 
The Chinese government realizes this fact and has 
stayed at the epicenter of Pakistan’s foreign policy 
providing military and economic assistance over 
the years.

Pivotal to China’s “Silk Road economic Belt” 
strategy is the China–Pakistan economic Corri-
dor (CPeC),103 potentially worth $45.6 billion, which 
would drive an overhaul of infrastructure104 including 
roads, highways and a network of oil and gas pipelines 
that would help to alleviate Pakistan’s chronic energy 
shortages. It could also create greater trade opportu-
nities in the region.105 The corridor, according to the 
Chinese Foreign Ministry, will “serve as a driver for 
connectivity between South Asia and east Asia,”106 
and will not only help Pakistan in terms of infrastruc-
ture investment but also serve China’s larger inter-
ests of connecting with Central Asia, the Middle east, 
and europe. How much of this investment eventually 
materializes depends strongly on Pakistan’s political 
stability, how the government curtails public-sector 
corruption, and also on China’s motivations to see 
the project through. China may be the “friendliest” 
partner for Pakistan currently, but it is not the most 
reliable. According to a 2013 RAND study, of the total 
$66 billion in financial assistance that China pledged 
to Pakistan between 2001 and 2011, only 6 percent 
has actually been delivered.107 Perhaps that is because, 
as Pakistani Federal Minister Ahsan Iqbal has said: 

“CPeC is the shortest but not the only supply chain 
route for China.”108

Pakistan is also in the process of finalizing the 
Turkmenistan, Afghanistan, Pakistan, and India 
(TAPI) gas pipeline and CASA 1000, an energy gas-
transfer project equating to 1,000 MW of additional 
capacity from Central Asia to Afghanistan and Paki-
stan. According to April 2015 Pakistani news reports, 
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the Minister for Water and Power in Pakistan was 
confident that through the TAPI pipeline and other 
projects the government is undertaking, the ener-
gy crisis would be resolved by the end of 2017.109 As 
lofty and unrealistic as these claims might appear, 
Pakistan is going in the right direction in terms of 
strengthening relations with its regional partners 
and optimizing its regional importance.

III. What Pakistan’s Government  
Can—and Should—Do

As detailed in this Special Report, major improve-
ments to Pakistan’s economic policies are needed 
in many different areas. Most essentially, however, 
the Pakistani government must introduce immedi-
ate and forceful reforms on three crucial fronts to 
revive the economy. The government should:

1. Deregulate the energy industry. The govern-
ment should reduce energy subsidies and dereg-
ulate all distribution and power generation com-
panies so that the sector can unleash market 
forces to more efficiently determine electricity 
rates. This would allow for greater investments 
and resolve the structural issues in the power 
sector, including distribution inefficiencies and 
circular debt. Privatization would also curb cor-
ruption within the system. It would enable ener-
gy agencies to work autonomously when col-
lecting electricity bills and holding customers 
accountable for non-payment and theft.

ultimately, privatization would also eliminate 
Pakistan’s “circular debt” power- generation-
financing problem and, thereby, lessen the need 
for future major government borrowings that 
have burdened the economy in the past.

The government should also diversify Paki-
stan’s energy mix in order to decrease reliance 
on imported fuel and increase self-sufficiency in 
indigenous resources, such as coal, wind, biomass, 
solar, and hydroelectricity.110 At the same time, 
Pakistan should welcome foreign investment to 
develop all of Pakistan’s natural energy resources.

2. Decrease dependence on foreign debt. Paki-
stan must decrease its reliance on foreign fund-
ing by categorically reducing government spend-
ing and increasing revenues. This should be done 
by introducing substantive tax reforms that 
broaden the tax base, bring the entire population 

and the informal business sector into the tax 
system, eliminate all exemptions and privileges 
to certain individuals or organizations, decrease 
tax evasion through tougher enforcement, and 
document the existence of economic activity 
with a major overhaul to the government’s infor-
mation technology infrastructure.

Of course, the highest-priority reform for Paki-
stan’s fiscal and monetary apparatus must be 
to make the State Bank of Pakistan (the cen-
tral bank) fully independent so that it can 
manage foreign reserves more transparently 
and professionally.

3. Curtail widespread corruption. Cutting red 
tape, removing needless regulations, and increas-
ing accountability are integral to resolving cor-
ruption in Pakistan. The National Accountability 
Bureau (NAB—similar to the u.S. Government 
Accountability Office), the executive-level and 
independent government entity that monitors 
the accountability and transparency of all Paki-
stani state institutions, should be empowered 
(including necessary security measures) to scru-
tinize and report cases impartially—without fear 
of retribution. The government should not inter-
fere in the scope, operations, or jurisdiction of the 
NAB, or in any other anti-corruption agencies, 
including the judiciary. Right-to-information 
laws111 should be introduced so that citizens can 
scrutinize government activities and ensure the 
proper stewardship of all public resources.

Conclusion
Notwithstanding a modest uptick in Pakistan’s 

economic freedom in recent years, there are still 
far too many Pakistanis living in repressive pover-
ty and surviving only on subsistence agriculture in 
the country’s large informal economy. It has been 
politically expedient, but wrong, for Pakistan’s civil-
ian government to blame this lack of economic prog-
ress entirely on the nation’s difficult security situa-
tion, when, in fact, it is largely the lack of sustained 
reforms that has hindered growth. Massive public-
sector corruption; the over-regulation, inefficiency, 
and fiscal unsustainability of state-owned energy 
and power services; protectionist trade and invest-
ment regimes; and the lack of decisive reforms in the 
tax system are the challenges that the government 
must address. It should address them now.
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