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1. Introduction 

 

 Domestic poverty and income inequality are closely related to the state of the 

economy, which is linked with internal and external economic policies. Since 1988, under 

the rubric of structural adjustment program (SAP), Pakistan has made use of fiscal, 

monetary and trade policies to correct her macro economic imbalances. It is hard to 

substantiate with proof that these programs protect the poor.  A number of studies have 

found that income inequality has been getting worse during the adjustment period in 

Pakistan.1  For example, Kemal (1994), Khattak and Jaffery (1995) and Anwar (1996) found 

that SAP accompanied with rising income inequality and poverty in Pakistan.  But these 

studies are restricted as they did not employ an adequate methodology to assess the impact 

of structural adjustment reforms on income inequality.2  This paper, however, uses a simple 

static fixed-price SAM-based framework to analyze distributional outcome of incomes for 

rural and urban households. This methodology is useful because social accounting matrix 

(SAM) represents the whole economy and it does not need a large data set.   

In particular, this study intends to analyze the impact of fiscal policy relating to 

subsidies (production and consumption subsidies), government current expenditure and 

expenditure on health and education on incomes of various urban and rural households in 

Pakistan.  It attempts to seek an appropriate answer of the main research question: whether 

or not adjustment polices have had adverse effects on income inequality in Pakistan.  

 The plan of the paper is as follows.  Following introduction, section 2 presents 

historical overview of adjustment policies and income distribution in Pakistan.  Section 3 

describes methodology and data.  Results are discussed in section 4.  Final section gives 

conclusion. 

 

 

                                                 
1 For other developing countries opting for SAP, see Khan (1993), who concluded that out of 55 countries only 
seven succeeded to achieve positive impact on income distribution. 
2 White (1995) and McGillivary et. al (1994)) argued that performing counter factual analysis using 
econometric or general equilibrium models is the most legitimate approach to examining the relationship 
between poverty and economic reforms. 
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2.  Historical Overview of Adjustment Policies and Income Distribution  

 

 Fiscal performance of Pakistan deteriorated significantly up to financial year 1987-

88.  Budget deficit reached to 8.5% of GDP in 1987-88. A large portion of government 

expenditure was utilized for subsidy provision as consumer subsidies were supposed to help 

the poor and production subsidies to provide assisstance in production process and for 

exports. At the same time, there have been many tax exemptions. Pakistan, therefore, was 

needed tax reforms with efficiency and equity objectives as well as to reduce budget deficit 

by revenue generation accompanied with reduction in current expenditure in order to free 

resources for development expenditure. In the first extensive adjustment program embarked 

on July 1988, a number of recommendations were made by the IMF and the World Bank 3 It 

was recommended that tax revenue should be increased from 13.0% of GDP in 1986-87 to 

16.9% of GDP in 1992-93 with an increase in direct tax revenue from 1.9% of GDP to 3.3% 

of GDP and indirect tax revenue from 11.2 % of GDP to 13.6% of GDP.  At the same time, 

it was emphasized a gradual reduction in government total expenditure from 26.7 % of GDP 

in 1987-88 to 24.8 % of GDP in 1990-91 by reducing current expenditure with main 

emphasis on lowering subsidies from 1.7% of GDP to 0.5% of GDP.  Therefore, since 1988 

the government has been making strenuous efforts to reverse the inherited trend in fiscal 

balance by broadening the tax base, abolishing tax exemptions and tax holidays and 

increasing the elasticity of tax system by shifting the emphasis from imports to domestic 

consumption.  Initially, consumption subsidies were incurred to provide safeguard to poor 

against rising prices of essentials, such as wheat, edible oils while production subsidies were 

aimed to promote economic activities in areas with long run interest of the nation.  But 

under the deregulation plan and to move towards more market oriented economy, subsidies 

are substantially withdrawn from 1.7% of GDP in 1988-89 to 0.5% of GDP in 1997-98 as 

reported in Table 1.  Current and development expenditures are also declined, respectively,  

from 19.8% to 18.8% of GDP and from 6.9% to 3.1% of GDP.  Fiscal deficit has declined 

from 8.5% of GDP in 1987-88 to 5.4% of GDP during 1997-98.  Table 1 also shows that 

 

                                                 
3 For more detail, see World Bank (1988), Pakistan Growth Through Adjustment. 
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Table 1:   Key Indicators of Fiscal Policy in Pakistan (% of GDP) 

 

 

   

        Government Expenditure 

 

 

Year Tax Revenue Total Subsidies Health1  Education1 
 

Budget 
Deficit 

1987-88 13.8 26.7 1.50 1.0 2.4 8.5 

1988-89 14.3 26.1 1.66 1.0 2.4 7.4 

1989-90 14.0 25.7 1.47 1.0 2.2 6.5 

1990-91 12.7 25.6 1.10 0.9 2.1 8.7 

1991-92 13.6 26.5 0.94 0.7 2.2 7.4 

1992-93 13.3 26.0 0.73 0.7 2.2 8.0 

1993-94 13.2 23.2 0.58 0.7 2.2 5.9 

1994-95 13.7 22.8 0.35 0.6 2.4 5.6 

1995-96 14.1 23.9 0.64 0.8 2.4 6.3 

1996-97 13.5 22.3 0.54 0.8 2.6 6.2 

1997-98 12.9 21.1 0.48 0.7 2.3 5.4 
Source: Pakistan Economic Surveys (various issues).  
             1Expenditure on health and education are as percentage of GNP. 
 

 

public expenditure on education and health are declined, although SAP directed to increase 

expenditure on education and health.  Though, the fiscal adjustment programs emphasize 

resource mobilization and low income groups are supposed to be protected, recent studies 

show that income inequality has increased during the period of adjustment in Pakistan.  

Historical trend in income distribution indicated by gini-coefficients along with GDP 

growth rates are presented in Table 2.  It shows that the country has been growing 

satisfactorily, but income distribution has worsened over the period 1988 to 1994.  Gini 

coefficients for Pakistan as a whole and for rural and urban areas reported in Table 2 

show that gini-coefficients increased for Pakistan from 0.35 in 1987-88 to 0.40 in 1993-

94, for rural areas from 0.31 to 0.35 and for urban areas from 0.37 to 0.40 for the same 

years.  Table 2 also shows that on the whole, income distribution during the period under 

consideration is more worse in urban area as compared to in rural area except in 1990-91.  

It seems that benefits of growth did not trickle down to the poor. However, these results 
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have provoked us to conduct a study on income distribution to determine the possible 

causes of this outcome.  

 

 

Table 2   Trends of Gini Coefficients and Growth Rates of GDP 

 Gini Coefficients Growth rate  

Years Pakistan Rural Urban of GDP (%) 

1987-88 0.35 0.31 0.37 6.44 

1990-91 0.41 0.41 0.39 5.57 

1992-93 0.41 0.37 0.42 2.27 

1993-94 0.40 0.35 0.40 4.54 
Source: Pakistan Economic Survey, 1997-98. 
 
 
 
3. Methodology and Data 

 

 This section briefly describes salient features of a social accounting matrix used 

for the analysis.4  After this, it explains a simple static fixed-price SAM-based model, 

which is used to analyse the impact of selected fiscal policies under structural adjustment 

on households incomes.  

 

3.1 Structure of a Social Accounting Matrix 

Interest in the social accounting matrix has mainly occurred in the last three decades, 

when it was extensively used as a tool for policy analysis.  For example, Pyatt and Round 

(1977, 1979, 1985),  Pyatt (1985, 1988, 1991a, 1991b), King (1985), Thorbecke (1985), 

James and Khan (1993), and Iqbal (1996) all provide excellent introduction to SAMs and 

their uses.  The SAM framework is also commonly used in computable general 

equilibrium (CGE) models for analysing structural adjustment reforms and their impact 

on income distribution and poverty in developing countries, for example, Robinson 

(1988) and Taylor (1990) provided a comprehensive survey on SAM-based CGE 

modelling.  The classification and disaggregation of accounts in a social accounting 

                                                 
4 For further details on Social Accounting Matrix, 1989-90, see Siddiqui and Iqbal (1999). 
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matrix can take various forms, depending on how the constituent accounts are defined 

and depending on one’s analytical interests and specific policy concerns.  

The compilation of a comprehensive input-output (I-O) table started in Pakistan in 1975-

76 and the first detailed I-O table was produced in 1983 and the social accounting matrix 

for the year 1979 was published in 1985 by the Pakistan Institute of Development 

Economics.  While the Federal Bureau of Statistics (FBS) compiled a social accounting 

matrix for the year 1984-85, using I-O table and Institutional Sector Accounts for the 

same year.  The FBS continued its endeavours and produced the second I-O table for the 

year 1989-90.  The information presented in I-O table 1989-90 includes supply and use 

tables and the industry by industry flow table.  The I-O table 1996 provides an 

elaboration of production account of the system of national accounts in Pakistan for the 

year 1989-90.  The Integrated Economic Accounts (IEA) for the same year 1989-90 have 

also been compiled in conjunction with the I-O table for 1989-90.5  The IEA was 

developed using different data sources, for example, National Accounts Statistics; Balance 

of Payment Statistics; Household Income and Expenditure Survey; and Public Finance 

Statistics.  The Integrated Economic Accounts provide a comprehensive overview of 

inter-relationships between economic agents involved in income generation, distribution, 

accumulation and finance in the economy. The full details of the methodology and data 

sources used in the preparation are described in the main documents of I-O table and IEA 

for 1989-90.6   

Since the FBS did not produce the social accounting matrix for the year 1989-90, 

we attempt to compile a social accounting matrix for 1989-90, using input-output table 

and integrated economic accounts for the same year.  It yields a 28 x 28 social accounting 

matrix of Pakistan.7  A Social Accounting Matrix for the year 1989-90 reported in 

Appendix Table 1 presents a summarized but comprehensive picture of the whole economy 

by showing the interrelationship among different aspects of economic transactions in 

production, consumption, and investment.  According to standard accounting principles of a 

                                                 
5 Institutional Sector Accounts for 1984-85 and Integrated Economic Accounts for 1989-90 have almost 
similar characteristics. 
6 For IEA, see Rizvi (1996) Integrated Economic Accounts for 1989-90, Federal Bureau of Statistics. For I-
O table see Federal Bureau of Statistics (1996), Supply and Use Tables of Pakistan 1989-90. 
7 Since the compilation of a SAM is quite flexible, it has been condensed according to our own choice and 
specific policy objectives. 
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SAM, incoming (income) in one account is balanced by an outgoing (expenditure) of 

another account. Since incoming and outgoing are recorded in a single entry system, the 

social accounting matrix is a square matrix by definition. For every row there is a 

corresponding column and sum along the row is equal to the sum along the corresponding 

column.  The SAM presents four types of accounts: factors account, institutions account, 

production account, and capital account.  These accounts are disaggregated on the basis of 

requirements and availability of data.  Factors of production account is disaggregated into 

labour and capital accounts.  Institutions accounts consist of households, firms (non-

financial and financial), government, and rest of the world.  Households account is further 

disaggregated by four income categories of rural and urban households.  These accounts 

elaborate the inter-institutional linkages.  Production account is disaggregated into 

agriculture, industry, education, health and other sectors.  Further disaggregation of 

production account is also made on the basis of m goods for domestic market and for export 

market.  Finally, it presents consolidated capital account.  Since our analysis mainly focus 

on the households sector, the following sub section describes the disaggregation of the 

households by income groups and their sources and uses of income in a more detail. 

 

3.2 Sources and Uses of Incomes of Households 

Sources of income of households 

Table 3 shows the sources of incomes of various urban and rural income groups 

during the year 1989-90.  These estimates are derived from Appendix Table 1 of social 

accounting matrix for 1989-90.  Both urban and rural households are distinguished into 

four income groups namely lowest income group having monthly income upto Rs.2500, 

low income group Rs.2501-4000, middle income group Rs.4001-7000 and high income 

group Rs.7001 & above.  Starting from urban households, Table 3 indicates that wages 

and salaries contribute the highest share of 54.2% in the total income of the urban lowest 

income group while the remaining sources of income of this group are operating surplus 

(42.2%), dividends from firms (1.1%), transfers from the government (1.1%) and 

transfers from the rest of the world (1.3%).  Similarly, for the second urban low income 

group, wages and salaries contributes 46.7%, operating surplus 44.7%, dividends from 

firms 4.3%, transfers from the government 0.56%, and transfers from the rest of the 
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world 3.7% in its total income. As contrast to the earlier two urban income groups, the 

middle and high income groups, respectively, receive largest shares from operating 

surplus 46.7% and 40.1%.  While the remaining sources of incomes of both the middle 

and high income groups are, correspondingly, wages and salaries 38.8% and 28.5%, 

dividends from firms 5.8% and 11.6%, transfers from the government 1.0% and 2.1%, 

and transfers from the rest of the world 7.7% and 17.7% of their total incomes.    

 Regarding the rural households, operating surplus contributes the largest shares in 

incomes of all the four categories of rural income groups, i.e. 56.6%, 68.3%, 72.0% and 

61.5% in incomes of the lowest, low, middle and high income groups, respectively.  While 

the other sources of incomes of all the four rural income groups are, correspondingly, wages 

and salaries 37.4%, 21.3%, 15.5%, and 7.6%; dividends from firms 2.6%, 5.2%, 7.4%, and 

17.1%; transfers from the government 0.75%, 0.5%, 0.31%, and 4.3%; and transfers from 

the rest of the world are 2.7%, 4.7%, 4.8% and 9.6%.  

 

Uses of income by Rural and Urban Households   

The respective columns of the social accounting matrix reported in Appendix Table 1 

give uses of income by the various rural and urban income groups, which are same as 

defined earlier in the case of sources of incomes.  The uses of incomes are summarised in 

in Table 4.  It shows that total uses of income are equal to total sources of income of 

respective income groups.  Starting from urban households, Table 4 shows that of the 

total uses of income, the largest share is spent on manufactured products by all the four 

urban income groups such as 56.0% by the lowest income group, 45.8% by the low 

income group, 38.4% by the middle income group and 22.7% by the highest income  
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Table 3    Sources of H
ouseholds Incom

e by Incom
e G

roups, 1989-90  (percentage shares ) 
  

U
rban (H

U
1) 

(rupees) 

(upto-2500) 

U
rban (H

U
2) 

(rupees) 

(2501-4000) 

U
rban (H

U
3) 

(rupees) 

(4001-7000) 

U
rban (H

U
4) 

(rupees) 

(7001&
above) 

Rural (H
R1) 

(rupees) 

(upto-2500) 

Rural (H
R2) 

(rupees) 

(2501-4000) 

Rural (H
R3) 

(rupees) 

(4001-7000) 

Rural (H
U

4) 

(rupees) 

(7001&
above) 

W
ages 

&
 

Salaries 

 

 

54.24 

 

46.73 

 

38.80 

 

28.49 

 

37.35 

 

21.30 

 

15.50 

 

7.58 

O
perating 

Surplus 

 

 

42.21 

 

44.69 

 

46.65 

 

40.11 

 

56.59 

 

68.30 

 

72.03 

 

61.45 

D
ividends 

from
 Firm

s 

 

 

1.14 

 

4.27 

 

5.81 

 

11.58 

 

2.61 

 

5.16 

 

7.41 

 

17.11 

Transfers 

from
 G

ovt. 

 

 

1.14 

 

0.56 

 

1.00 

 

2.14 

 

0.75 

 

0.50 

 

0.31 

 

4.28 

Transfers 

from
 RO

W
 

 

 

1.28 

 

3.74 

 

7.74 

 

17.68 

 

2.70 

 

4.73 

 

4.75 

 

9.59 

 Total 

 

 

100.0 

 

100.0 

 

100.0 

 

100.0 

 

100.0 

 

100.0 

 

100.0 

 

100.0 
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group.  The second largest expenditure component is on agricultural product where the 

lowest income group spends 43.2%, low income group 34.9%, middle income group 

28.2% and high income group 15.7% of their total incomes.  On other activities 

(including services), lowest income group spends 29.8%, low income group, 27.2%, 

middle income group 25.0% and high income group 23.9% of their incomes.  Table 4 

also shows that  all these groups spend a small share i.e. less than 2% of their incomes on 

both education and health.  It is interesting to note that all the urban income groups pay 

less than 1% of their incomes as a direct taxes to the government.  It is also evident from 

Table 4 that both urban lowest and low income groups are net dissavers (i.e. -30.8% and -

10.0% of their income, respectively) while the other two groups middle and high income 

groups save, respectively, 6.0% and 35.4% of their total incomes. 

Regarding rural households, Table 4 shows different uses of incomes by the 

lowest, low, middle and high income groups in Pakistan.  As similar to urban households, 

it shows that all rural income groups spend largest proprotion of their incomes (i.e. 

57.3%, 42.2%, 33.4%, and 16.6%, respectively) on manufactured goods.  While the 

second largest consumption component is agricultural product on which they spend, 

correspondingly, 45.9%, 34.1%, 26.2%, and 12.8% of their total incomes.  The 

expenditure on other commodities (including services) remains 23.7%, 19.5%, 17.4%, 

and 11.0%, respectively.  As similar to urban income groups, the rural income groups 

also spend a small proportion of their income on health and education which is even 

lesser than spending by the urban groups.  The rural income groups also pay a small 

amount of their incomes (i.e. less than 1% except highest income group which pays 

1.3%) as direct taxes to the government.  Table 4 shows that the rural lowest income 

group is a net dissaver of 28.6% of its income while the other groups are the savers as the 

low income group saves 2.9%, middle income group 21.7%, and high rural income 

57.7% of their total incomes in 1989-90. 
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Table 4    U
ses of H

ouseholds Incom
e by Incom

e G
roups, 1989-90  (percentage shares) 

  

U
rban (H

U
1) 

(rupees) 

(upto-2500) 

U
rban (H

U
2) 

(rupees) 

(2501-4000) 

U
rban (H

U
3) 

(rupees) 
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U

4) 
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above) 

A
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Product 

 

43.19 

 

34.90 

 

28.20 

 

15.73 

 

45.94 

 

34.14 

 

26.21 

 

12.78 

M
anufacturing 

Product 

 

55.97 

 

45.77 

 

38.41 

 

22.67 

 

57.29 

 

42.18 

 

33.43 

 

16.62 

Education 

 

 

0.68 

 

0.93 

 

0.96 

 

1.33 

 

0.39 

 

0.44 

 

0.40 

 

0.25 

H
ealth 

 

 

0.93 

 

0.76 

 

0.72 

 

0.32 

 

0.96 

 

0.71 

 

0.65 

 

0.33 

 O
thers 

 

29.79 

 

27.23 

 

25.03 

 

23.88 

 

23.73 

 

19.51 

 

17.41 

 

11.03 

Taxes Paid 

 

 

0.21 

 

0.41 

 

0.72 

 

0.63 

 

0.24 

 

0.15 

 

0.24 

 

1.30 

 Savings 

 

-30.77 

 

-10.02 

 

5.96 

 

35.43 

 

-28.57 

 

2.87 

 

21.65 

 

57.68 

 Total 

 

 

100.0 

 

100.0 

 

100.0 

 

100.0 

 

100.0 

 

100.0 

 

100.0 

 

100.0 
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3.3 A SAM-Based Model 

A static fixed-price SAM-based model is used to calculate the impact multipliers 

of socio-economic linkages using the social accounting matrix for the year 1989-90 

reported in Appendix Table 1.  This simple model provides multipliers in a general 

equilibrium framework.  The multipliers can be further decomposed in order to derive the 

direct and indirect effects and the main causal linkages underlying the structure of the 

economy.  Pyatt and Round (1985) provided a comprehensive measure of multiplier 

analysis, which is also used here.  The multiplier model includes Leontief input-output 

multipliers and the impact of exogenous shocks on income generation, distribution and 

consumption.  The procedure of the multiplier analysis is as follows.  In a SAM-based 

analysis, it is a common practice to take government accounts, capital accounts, and the 

rest of the world accounts as exogenous, on the assumption that they are externally 

determined.  Thus, exogenous accounts are taken into vector x and total incomes of the 

endogenous accounts as vector y, while the transactions of the endogenous accounts 

relative to total income are taken as matrix A.  All these lead to the following equation: 

 

y = Ay + x = (I - A)-1. x = Ma . x    (1) 

 

The aggregate multiplier (Ma) in equation (1) can be further decomposed into 

three matrices M1, M2, and M3 in order to derive direct and indirect effects.  M1 captures 

the effects of one group on itself through direct transfers.  M2 captures the cross-effects of 

the multipliers process whereby an injection into one part of the system has repercussions 

on other parts.  Matrix M3 shows the full circular effects of an income injection going 

round the system and back to its point of origin in a series of repeated and dampening 

cycles.  The mathematical expression is as follows: 

 

y = (M3.M2.M1) . x      (2) 

 

Pyatt and Round respecify equation (2) as:  

 

y = (I + T + O + C) . x     (3) 
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where  

I = initial impulse or identity multiplier (unit increase) 

T = (M1 - I) named as transfer multiplier  

O = (M2 - I). M1 named as open-loop multiplier 

C = (M3 - I) . M2 . M1 named as closed -loop multiplier 

 

In this study, using equation (3), we undertake the multiplier analysis and 

simulate some exogenous changes relating to fiscal policy in Pakistan.  The simulation 

results will provide the direct and indirect effects of exogenous shocks on income 

distribution of aforementioned various urban and rural income groups. 

 

4.  Results and Discussion 

 

The results of selected adjustment polices on households incomes and income 

distribution represented by gini-coefficients are described in the following sub-sections. 

 

4.1 Impact of Adjustment Polices on Households Incomes 

Using the SAM-based model, the aggregate multipliers (Ma) and its decomposition into 

initial impulse (I), transfer multiplier (T), open-loop multiplier (O), and closed-loop 

multiplier (C) are calculated and are reported in Appendix Table 2.  It shows that values 

in column (Ma) give the ‘backward’ linkages of the endogenous accounts, which indicate 

the measure of the opportunities offered to suppliers arising from marginal changes in 

final demand (i.e. exogenous accounts).  The vector of the sum of rows gives the 

‘forward’ linkages or the effect of changes in supply on output of using sectors.  The 

multipliers for all endogenous accounts imply a high degree of integration of the 

accounts.  For the production sectors, backward linkages are strongest for the education, 

followed by agriculture, health, other sectors and industry.  The largest forward linkage 

multipliers, which give the total effect on each account of a unit change in all endogenous 

accounts, are found for industry, followed by other sectors, agriculture,  
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T
able 5   Sim

ulation R
esults by C

hanges in E
xogenous A

ccounts 

(percentage changes in incom
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A
ccounts 
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overall subsidies 
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10 %
 reduction in 

governm
ent 

expenditure on 
education and health 
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Total effect of 
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 (6) 
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1 (urban) 
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-0.66 
-0.72 
-1.23 
-0.93 
-1.12 
-1.60 
-1.04 
-0.90 
-0.81 
-2.71 
-0.47 
-0.94 
-0.62 
-0.32 
-0.60 
-0.60 
-0.95 
-0.73 
-0.32 
-0.60 
-0.62 

-0.88 
-0.92 
-0.87 
-0.85 
-0.81 
-0.69 
-0.86 
-0.85 
-0.84 
-0.73 
-0.60 
-0.88 
-1.03 
-0.21 
-0.43 
-0.92 
-0.89 
-0.80 
-0.20 
-0.43 
-0.67 

-1.54 
-1.64 
-2.11 
-1.78 
-1.92 
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-3.67 
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health, and education.  R
egarding the households incom

e groups, the largest backw
ard linkage is for the urban poorest (H

U
1 having incom

e less than 

R
s.2500 per m

onth) and sm
allest for the rural rich (H

R
4 having incom

e m
ore than R

s.7000 per m
onth).  W

hile the largest forw
ard linkage is for the 

rural poorest (H
R

1 having incom
e less than R

s.2500 per m
onth) and sm

allest for the urban poorest (H
U

1 having incom
e less than Rs.2500 per m

onth). 8 

For the present analysis, w
e focus on Table 5, w

hich is a sum
m

ary Table of A
ppendix Tables 3 to 7.  Table 5 gives the sim

ulation results of 

changes in various exogenous accounts on all households incom
e groups along w

ith other endogenous accounts.  H
ere, the sim

ple sim
ulation exercise 

assesses the nature of socio-econom
ic linkages in Pakistan’s econom

y.  Table 5 sum
m

arises the results of the sim
ulations of various exogenous 

injections relating to selected structural adjustm
ent reform

s in Pakistan.  The sim
ulation results are briefly explained as follow

s: 9 

 50 percent reduction in subsidies:  In alm
ost all the structural and sectoral adjustm

ent program
s, the m

uch em
phasis has been placed on reduction in 

subsidies.  A
s indicated earlier in Table 1, since the em

barkation of SA
P, subsidies have been significantly reduced from

 R
s.7.3 billion in 1988-89 

(1.7%
 of G

D
P) to R

s.3.2 billion (0.5%
 of G

D
P) in 1997-98, show

ing one of the m
ost significant com

pliance indicators of structural adjustm
ent 

program
s in Pakistan.  U

sing the sim
ple m

odel described above, the sim
ulations are perform

ed by reducing the overall subsidies as w
ell as consum

ption 

and production subsidies separately by 50 percent.  The results are reported in Table 5.  Starting from
 reduction in overall subsidies, Table 5 show

s that 

the incom
es of richest rural (H

R
4 having incom

e m
ore than R

s.7000 per m
onth) and richest urban (H

U
4 having incom

e m
ore than R

s.7000 per m
onth) 

are the m
ost affected as their incom

es declined by 3.5 percent and 2.3 percent, respectively.  The second m
ost affected incom

e groups by reducing 

subsidies are the poorest urban and poorest rural (H
U

1 and H
R

1 both having incom
e less than R

s.2500 per m
onth) as their incom

es are reduced by 2.1 

percent and 1.9 percent, respectively.  R
educing consum

ption and production subsidies separately by 50 percent, production subsidies affects the poorest 

group the m
ost.  The second m

ost affected groups are the poorest urban and poorest rural.  These results im
ply that the richest people in the country are 

the higher beneficiary of subsidies provided by the governm
ent.  R

egarding the producing sectors, the reduction in overall subsidies has m
ore adverse 

im
pact on the agriculture sector, follow

ed by industry, other sectors, health, and education.  Table 5 also show
s that operating surplus of the capital 

declines m
ore than the w

ages of the labour due to a reduction in overall subsidies. 

                                                 
8  The m

ultipliers need to be interpreted w
ith caution because of several restrictive assum

ptions underlying the m
ultiplier m

ethodology. 
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 (ii) 
5 percent reduction in governm

ent overall current expenditure:  A
ll the W

orld B
ank-IM

F adjustm
ent program

s have em
phasized that 

Pakistan should reduce public current expenditure in order to correct the persistent fiscal im
balances.  Public current expenditures w

ere19.8 percent of 

G
D

P in 1987-88, w
hich declined to 18.0 percent of G

D
P in 1997-98.  The persistent reduction in current governm

ent spending is taken as one of the 

indicators of the im
plem

entation of adjustm
ent reform

s in Pakistan.  A
 sum

m
ary of the m

ain results of a reduction in governm
ent current expenditure is 

presented in Table 5.  To standardise the sim
ulations, w

e have reduced the level of governm
ent overall current expenditure by 5 percent below

 that of 

the base year 1989-90.  The effects of a contraction in governm
ent spending appear to be negative on the incom

es of all the urban and rural household 

groups.  The largest reduction appears in the incom
e of the richest rural (H

R
4), follow

ed by poorest urban (H
U

1), w
hose incom

es are reduced by 1.9 

percent and 1.8 percent, respectively.  R
egarding factors of production, labour incom

e is affected m
ore (1.9 percent reduction) than capital incom

e (1.7 

percent decline).  For the production sector, reduction in governm
ent current spending has m

ore adverse im
pact on education follow

ed by health, other 

sectors, agriculture and industry.  

 

(iii) 
10 percent reduction in governm

ent expenditure on education and health:  In the recent adjustm
ent reform

s, it has been greatly em
phasised 

to increase investm
ent on education and health in order to enhance hum

an capital in the country.  The role of hum
an capital in explaining variation in 

the rate of grow
th of output is one that has been given considerable attention in the current literature relating to econom

ic grow
th in developing 

countries. R
ecent econom

ic grow
th studies have listed hum

an capital as a prim
ary source of econom

ic grow
th. 10  In spite of this positive phenom

enon, 

governm
ent expenditure on education and health has been declining from

 3.4%
 of G

D
P in 1987-88 to 3.0%

 of G
D

P in 1997-98, although the B
ank-

Fund guided program
s em

phasised to increase investm
ent on hum

an capital.  Table 5 show
s that the sim

ulation result of 10 percent decline in public 

expenditure on education and health reduces activities in the education sector by 7.6 percent and the health sector by 5.1 percent.  It also show
s that the 

poorest urban (H
U

1) and poorest rural (H
R

1) adversely affected m
ore than the other relatively better-off urban and rural incom

e groups by reducing 

                                                                                                                                                                                                                                                      
9 The results should be interpreted w

ith caution because of the assum
ption of no supply constraints in the system

. 
10 Iqbal and Zahid (1998), B

arro and Sala-i-M
artin (1995), B

arro and Lee (1994), M
ankiw

 et al. (1992), B
arro (1991, 1989), R

om
er (1990), B

ecker et al. (1990), Lucas (1988), and 
Psacharopoulos (1973) argued that prom

oting hum
an capital is instrum

ental in enhancing econom
ic grow

th. 
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public expenditure on health and education as the incom
es of both the groups decline.  Sim

ilarly, incom
e of the labour declines relatively m

ore than 

operating surplus of the capital. 

 

(iv) 
Sim

ulation result of all three policies:  Each adjustm
ent program

 for Pakistan contains a set of policy variables that need to be im
plem

ented 

sim
ultaneously.  Therefore, all the aforem

entioned policy variables (i.e. 50%
 reduction in overall subsidies, 5%

 reduction in overall governm
ent current 

expenditure, and 10%
 reduction in governm

ent expenditure on education and health) are now
 taken together and the policy sim

ulations are perform
ed 

collectively.  The results of the com
binations of the policy reform

s are reported in Table 5, w
hich show

 that all joint policies have considerable negative 

im
pact on incom

es of all the rural and urban households groups.  A
m

ong the urban households, the poorest incom
e group affected m

ore than the other 

incom
e groups as its incom

e is reduced by 4.5%
.  A

m
ong rural households, the richest rural incom

e group is affected m
ore as its incom

e is reduced by 

5.5%
, follow

ed by the poorest rural incom
e group w

hose incom
e is declined by 4.1%

.  R
egarding factors of production, labour incom

e is affected 

negatively m
ore than incom

e of the capital.  A
m

ong the production sectors, com
bined adjustm

ent policies have considerable negative im
pact on 

education, follow
ed by the health sector as activities in these sectors are declined by 11.9%

 and 9.1%
, respectively. 

  5.  C
oncluding R

em
arks and E

xtension of W
ork 

 

Structural adjustm
ent reform

s advocated by the W
orld B

ank and the IM
F began in Pakistan in 1988.  The B

ank-Fund adjustm
ent program

s w
ere 

intended prim
arily to overcom

e a variety of m
acroeconom

ic distortions as w
ell as a set of deep-rooted structural problem

s in the econom
y.  A

fter m
ore 

than a decade of intensive adjustm
ent reform

s, still no consensus can be found about the effects they have had on Pakistan’s econom
y.  M

ore recently, 

the im
portant area of research is to analyse the social im

pact of adjustm
ent reform

s, particularly on incom
e distribution and poverty, using an 
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appropriate quantitative fram
ew

ork.  Therefore, this paper attem
pts to contribute to a m

ore adequate assessm
ent of structural adjustm

ent reform
s on 

incom
e distribution in Pakistan.   

In this study, a latest social accounting m
atrix w

ith disaggregated households sector for the year 1989-90 is used as a tool for structural analysis 

to provide a quantitative description of the process of production, consum
ption, distribution, and accum

ulation.  U
sing a static fixed-price SA

M
-based 

m
odel, related sim

ulation exercises are perform
ed to describe the im

pact of three key structural adjustm
ent policies such as 50%

 reduction in subsidies, 

5%
 reduction in overall public current spending, and 10%

 reduction in public spending on education and health (referred as hum
an capital) on incom

es 

of various urban and rural households groups in Pakistan.  The m
ain conclusions are as follow

s.  First, the results show
 that reduction in subsidies has 

the m
ore adverse im

pact on the incom
es of richest rural and urban households, im

plying that the richest people in the country are the higher beneficiary 

of subsidies provided by the governm
ent.  The second m

ost affected incom
e groups by reducing subsidies are the poorest urban and poorest rural.  In 

particular, consum
ption subsidies are basically to provide assistance in consum

ption to the poor but the richest urban and rural groups are benefiting 

m
ore. Second, the effects of a contraction in governm

ent spending appear to be negative on the incom
es of all the urban and rural household groups.  

The largest reduction appears in the incom
e of the richest rural, follow

ed by poorest urban.  Third, the sim
ulation results show

 that decline in public 

expenditure on education and health discourages activities in the education and health sectors.  It also show
s that the poorest urban and poorest rural are 

affected m
ore than the other relatively better-off urban and rural incom

e groups.  Finally, the results of the com
binations of the policy reform

s show
 that 

all joint policies have considerable negative im
pact on incom

es of all the rural and urban households groups.  A
m

ong the urban households, the poorest 

incom
e group affected m

ore than the other incom
e groups.  A

m
ong rural households, the richest rural incom

e group is affected m
ore, follow

ed by the 

poorest rural incom
e group.  It is w

orth noting that because of several restrictive assum
ptions underlying the m

ultiplier m
ethodology, policy 

im
plications derived from

 the results obtained in the study are lim
ited in nature though a fair idea can be obtained about the im

pact of changes in 

exogenous dem
and, that is, the results show

 that structural adjustm
ent program

s have w
orse distributional im

pact on urban and rural households 

incom
es in Pakistan.   

A
lthough our analysis has captured som

e of the m
ain policy variables involved in structural adjustm

ent reform
s, it has no m

eans captured all of them
.  

There is thus a need to explore the potential influence of other variables in future research on this topic.  H
ow

ever, the present analysis w
ill be extended 
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by developing a com
putable general equilibrium

 (C
G

E) m
odel for Pakistan’s econom

y in order to analyse all possible structural adjustm
ent polices on 

poverty 
and 

incom
e 

distribution 
in 

Pakistan. 
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A

ppendix Table 2  D
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