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Finance~~ctor's key role
f~~JJ . trtO By Shahid Javed Burki

mAT the 1960s was a golden age tify. The only hint his analysis has of the houses to appropriate due diligence.
for Pakistan's economic develop- importance of financial development for Pakistan saw the emergence of "crony capi-
ment is something few serious his- growth ~sthe. "unhesitating" ~e of foreign talism" long ~efore ~s term came to be. uld ill t t dUd econoIIDcassistance. As we will see below, used for lending practices adopted by thetonans wo spu e 0 ay. n er some of this assistance was channelled to banks in East Asia.
the direction of President industry and finance through development It was the birth of crony capitalism or the
Mohammad Ayub Khan, Pakistan's finance corporations. Has;m is not alone in close links between a small number of finan-
first military leader, the country not fa~oring in the importance of fin~ce in cial and industrial houses, ~o~howned by a
was able to sustain a rate of GDP ~dvancmg growth - or, converse~y, dist~rt- h:md~ of very we~thy famili~s, .~at was to. mg the pattern of growth and mcreasmg gIVe nse to the notion that a significant part
growthof 6.5pe: cent a year ill the bureaucraticand politicalcorruption- in of the wealth created during Ayub Khan's
eIev~n-year penod between 1958 the country. decade of development went into the pock-
and 1969.Jncome per head of the Hasan's is a more recent work on ets of the rich. This impression - for it was
population increased by an impres- ~akistan's econo~c history. An equally sem- no more th~ an impres~io? since ~ac~s
sive 3.6 per cent per annum. The mal book was wntten by Gustav F. Pap~n~k, spo~e of an unprov~me~t m lD;c°r,nedistn-. .. who had spent many years adVlsmg butlon and a reduction m the mCldence of
SIZeof the PakistanI economy ne~- Pakistan's Planning Commission. Published poverty -led to the raising of the "22 fami-
ly doubled - mor,p accurately, It inJ967,.P.apanek's bookanalyze.d..whatcamelie~ slogan .b.y;MahQ.ulmlHaq, Planning
increased by 99.9l?er cent - during to be celebrated as the decade of develop- Commission's chief economist, to the
the Ayub era. Average income for ment, the eleven years of Ayub Khan's stew- fuelling of the political agitation against the
Pakistan's citizens increased by 48 ardship of the Pakistani eco~omy. Alth~u~ milit~ leader in.1968.-69~nd, eventu.a1ly,to. . Papanek devoted a long sectIon to the ongm, the ill-fated nationalization of busmesses
per cent between 1958 and 1969. management and contribution made by and banks ordered by the government of

In the 1960s,Pakistan was one of the most Pakistan Industrial DeveloPment Zulfikar Ali Bhutto.
rapidly growingeconomies in the developing Corporation, he devoted practically no space Development finance corporations consti-
world. There wasan expectation then that it tp the overall development of the financial tuted the second area of emphasis during the
would be one of the few developing coun- sector or to the institutions that operated or. Ayub period. His government further
tries that wouId"t~e-off" - ir!.the words of were established by the Ayub government in expanded the role of DFCs adding
W.W.Rostowwhohad coined the term in the that part of the economy. . Agriculture Development Bank to the three
context of his "stages of growth" theory - It is important to underscore the absence institutions that were already in place. The
from the stage of economic backwardness to until very recently of the importance of ADB - as was the case with PIDC, PICIC
that of sustained growth. In fact, the finance in academic and developing think- and IDB - obtained a line of credit from the
Pakistanieconomicmiracle preceded that of ing in Pakistan. Such absence invariably World Bank. In the 1960s and 1970s, the
the EastAsianmiracle which was to change~ influences public policy. It does not highlight DFCs continued to be favoured by the multi-
the economic,social and political fortunes of both the positive and negative role financial lateral development banks and Pakistan was
halfadozencountriesin that one of the countries to be
part of the world. Had' favoured.
Pakistan not deviated from N t I d

.
d th A b

\

t The third important initia-
the pathit wastaking in the 0 on y I e yu govemmen encour- tive taken by the government
1960s,itwou1dhave)oine~the age the expansion of commercial banking. It o.f Ayub Khan in the fiel~ of
ranks of the 'Asian tiger' finance was to develop capital

eConomiesalong tinle ago. allowed it considerable operational latitude. markets. Entrepreneurs seek
These reflections on . finance from generally three.

Pakistan's economic perform- It adopted the approach that was favoured In sources - their own savings,
ance in the 1960s are not E d h .

k f E or savings of friends and rela-
offeredto invokenostalgia. urope an t e emergIng mar ets 0 ast tives; the banking sector; and
They areP

. resente!!in order to A c';<:> Di>1r.;ctan ,"~\Xl the~r.grnc.e 0:( "~rQJJfthe capitallI!..arkets. Mu,chofunderscore an' fillp6'!:MHr-""~ ~- . ..> . ~s&n~ar.IY tmffiStu:ttlza'"-

point: the economydid well in capitalism" long.before this term came to be tion was financed from theiliat period for the reason that. ~~ first source while the second

it was provided with a strong used for lendIng practIces adopted by the wave of investment in the late
institutional underpinning. bank .. 1950s and early 1960s came
The managersofthe economy S In East AsIa. from the banking sector. In
at that time whoworked out of the 1960s, the government of
the Planning Commission and Ayub Khan began to promote
tile mirUstty of finance had an instinctive policies can play in the development of an the development of capital markets in which

~

understanding of the importance of institu- economy, in particular the economy in the new companies or companies undertaking
tions for supporting growth and develop- developing world. Let us get back to the expansion and modernization could raise
ment. They included institutional strength- period of Ayub Khan and identify the four funds.
ening in their grOwth

.

strategy long before areas of financial development that were so Equity capital became a popular source of
institutional economics gained widespread critical for promoting growth at that time. money for industrialization. The Karachi
respect. These included the expansion in the role of Stock Market - the only one in operation at..n..-< oo_.L r '.0 'no ... .. .0' 0 ... .-
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W S en' c owth commercial banks and development finance that time ;.'iJegaiJ.to list a large number of
d~~AyuJLperi°9? This question was corporations, the development of capital companies through !POs - initial public
aadresseo 6)Ta Ii\in(l)er of academics and markets, and the establishment of institu- offerings. By getting companies to raise cap-

,practitioners who wrote copiously about that tions to broaden the ownership of assets in ital through the equity market, the govern-
period. Most credit one sector - a~cul~e the sectors of industry, communications, ment was able to broaden the base of indus-
- for the country's remarkable performance commerce and finance. Ayub Khan's trial and financial ownership.
during the period. Some also focus on gov- approach to the development of the finance This was also helped by two financial insti-
ernment policies that put development high sector was also to influence the way this tutions, the National Investment Trust (NIT)
up 011the administration's agenda as the important sector was treated by the genera- and the Investment Corporation of Pakistan
driver of growth. However, none of the ana- tions of politicians who followed him into (ICP), which acted as intermediaries
lysts with whose work I have some familiari- power in Islamabad. between small savers and entrepreneurs

ty iden9fy A~ Khan's support for the Under President Ayub Khan, Pakistan's seeking funds for investment. This was the
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t t ement in promoting growth. - but for one area - in the right direction. undertaken during the Ayub period. The '
Pervez Hasan's recent book on Pakistan's The military leader continued with the poli- NIT was an open-ended fund with no limits

economy is a highly competent piece of cies initially adopted by Mohanunad All placed on the amount of money it could raise

~s an..<l!i!"~le histv of~(;oun- Jjnn~ He fl!vo~d' t4,t9..deyelopm~t of frO~L"""'::<llIlVesldh.~t:,.,@#;!~
~ trY's~ent'expenence. "R"opethefess, cornmerqal baJ1lQP.gm"Iii:: prfvare ,secto~. J.qy m . g available its "units" which coUld
I in summarizing the reasons for the impres- During the 1960s, commercial banks greatly be sold or bought with ~elative ease. The ICP

sive economic performance during the increased their activities, r;eaching out to floated "closed end" funds with specified
1960s, Hasan makes no mention of the role potential savers in all parts of the country. limit on the ,amount of money to be raised
of the financial sector., The banks opened their branches in even the and some indication as to how the funds

"Few periods"m~ory stand most remote parts. Habib Bank was joined obtained would be invested. The ICP shares
out so clearly as 1960--65 for quickening-tb~y unt~cmd~~lim Commercial were quoted on the stock markets and, like
tempo of growth," writes Hasan. "Ayub's Baxl1dn.tI1e private sector--wh:ile-the~ational the NIT units, were also very liquid.
strOIlgcommitment to development, his sup- Bank of :Piikist~ a publicly owned Cbmmer- A significant amount of the large amount
port to public institutions for planning and cial bank, also eXpanded its operations. The~f investment made in industry during the
development, his unhesitating use of foreign commercial banking sector attracted a num- AY;Qbperiod was finan(:ed from the capital
economic assistance, his unwillingness to ber of young professionals who were to play markets. Bank financing"l'emained impor-
reduce reliance on direct economic controls an important role in Pakistan's economic his- tant but increasingly entrepreneurs raised
and thus improve the investment climate for tory at a later time. funds by offering equity in the stock mar-
the private sector, and his ability to delegate Not only did the Ayub government encour- kets.
authority to his economic managers were all age the expansion of commercial banking. It Along with the development of commer-
responsible for the dramatic turnaround in allowed it considerable operational latitude. cial and development banking, the growth of
investment and growth in both East and It adopted the approach that was favoured in the equity markets and broadening in the
West Pakistan, in sharp contrast to the eco- Europe and the emerging markets of East ownership of industrial assets was an impor-
nomic stagnation in the second half of the Asia in that industrial houses were allowed tant development during the Ayub era and'
19505." to own banks and permitted to draw funds contributed to the impressive growth of that

All this is correct but it is interesting - for investment from them. A very close rela- period. But the government did not pay
and revealing - that Hasan makes no men- tionship developed between a number of much attention to the simultaneous develop-
tion of the four equally important develop- industrial and financial houses with the ment of the regulat()ry system. This proved
ments of this period that were as responsible inevitable consequence of the banks not sub- to be the Achilles' heel of the financial sector

for promoting growth as those he does iden- jecting the loans requested by the industrial unde~ Ayub Khan.


