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Pakistan, Politics and Political
Business Cycles

GERNOTSIEG and REM BATOOL

This paper studies whether in Pakistan the dynabebaviour of unemployment,
inflation, budget deficit and real GDP growth isstgmatically affected by the timing of
elections. We cover the period from 1973-2009. @sults can be summarised as follows: (1)
Unemployment tends to be lower in pre-election gusiand tends to increase immediately
after elections, perhaps as a result of politicailytivated employment schemes. (2) Inflation
tends to be lower in pre-election periods, perrapa result of pre-electoral price regulation.
(3) We find increase in the governmental budgetcideffinanced by heavy government
borrowings from the central bank and banking sediming election year. (4) Real GDP
growth and real governmental investment growthideslduring pre and post election terms
possibly as a result of inefficient resource altana
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1. INTRODUCTION

Political business cycle theory formalises the camrperception that politicians
use expansionary economic policies in a pre-eleqtieriod to enhance their chances of
re-election Opportunistic politicians are primarily interestedretaining office. When
they face an electorate that prefers high growdty, inemployment and low inflation,
politicians may use expansionary fiscal or monetpojicies to create a short term
economic boom before and during the election cagmpaiNaive voters are unable to
understand the politician’s manipulation of theremmy and it's adverse after effects. On
the contrary, they enjoy the boom and re-elecpthiigician.

Rational voters, of course, anticipate manipulatiepaviour and may not reward
politicians. However, theoretical models [Rogoff9D); Sieg (1997)] including rational
voters and time inconsistent [Kydland and Pres(d%7)] policies find cycles that are
similar to the naive cycles postulated by Nordhél&75). In this “rational” line of
literature, politicians create booms before eledias a signal of competence. Because
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Following the seminal papers by Nordhaus (19759198d MacRae (1977) many authors developed
a deep understanding in the political businessecygee Drazen (2000), Géartner (2000), Alesatal. (1992,
1993), and Paldam (1997) for surveys, and Blomizerd Hess (2004), Caleiro (2009), Saporiti and Streb
(2008) and Sieg (2006) for current theoretical pape
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inexperienced voters should not be assumed taghdylrational in the game theoretical
sense of rational expectations, the common viethas political business cycles in the
Nordhaus (1975) style are more a phenomenon of yneleVeloped than established
democracies [Brender and Drazen (2005)].

In the literature there are numerous multi-courstiydies analysis on this subject
[Alesina (1978); Ginsburgh and Michel (1983); Afesi Roubini and Cohen (1992,
1993); Schuknecht (1996) and Brender and Draze®5(22008)], however, the political
business cycle (PBCs) is such a phenomenon thabm@anay not occur in a country. For
example different governments have different papukforms package near the election
terms acknowledging the needs and demands offikejle living in these countries. To
prove the existence and the significance of a PBGfspecific country a single country
analysis is much worthwhile and without an alteirreat Therefore, the present study
investigates the existence and significance otipalibusiness cycles in case of Pakistan
during the period 1973-2009. However, followingstiesearch strategy we have to pay a
price as a single-country study of the PBCs oftdfes from a small number of elections.
We discuss the resulting caveats when we presergatnometric results.

In Pakistan, general elections are held every ywars to elect members for the
national and provincial assemblies. In addition th® national and the provincial
assemblies, Pakistan also has more than five thdusiezcted local governments. In this
study, we have focused only on the national asseiabdl provincial assembly general
elections that are held in 1973, 1988, 1990, 19997, 2002 and 2008.

We assume that voters in Pakistan have remaine® maaid inexperienced for the
entire duration of the period being studied. Whyehthey not learned to expect PBCs
and react accordingly? Suzuki (1992) illustrates iechanism through which transition
from naive to sophistication may occur with thegzage of time. However, he looks only
on democratic societies where political systemsamoothly. Suzuki (1992) found that
Japanese voters learned over time and react angtyrdand he did not detect any sign of
PBCs in the post-sophistication period. In viewto$ process, Pakistani voters remained
naive because of unstable democratic and politigsiem. They even did not yet realise
the fact that price reliefs given on consumer goodRamzan (Holy Month) and price
cuts on electricity and expenditures on variousine support programmes are financed
by bank borrowing. Such type of ad hoc reliefs wdturn to them in the forms of
inflation and accumulation of long term debt alavith market distortions.

Another strong assumption of PBCs theory postultitat politicians know when
it is the election year, however it is not truecase of Pakistan as the elections 1988,
1990, 1993 and 1997 held unexpectedly, before angptetion of the term. Furthermore,
endogenous timing of election assumption is ndifigd here as Pakistan's Constitution
describes election term is fixed i.e., 5 yearsdw &nd no government can call an early
election to take advantage of their boom periodweleer, even though the politicians do
not know the exact date of election, as they apyprogear to the completion of term i.e.,
five years, they would engage in political manipiola. And if there is a probability that

The elections in 1988 and 2002 were held on notyferses, however the mechanism followed and
the faces shown up are the same as in case of lpesity elections, therefore no distinction has beade in
this regard. The referenda held during 1985 byntiigary leader General Zia-ul-Haq to legitimise iule has
not been included in this analysis.
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elections could be due in the future, then poétisi can react by inducing expansive
policies.

A number of studies have analysed politically mated business cycles for
both developed and developing countries. Genertllly,empirical political business
cycle literature can be divided into three mairegatries. The first category attempts
to locate political cycles in macroeconomic outcem&hese models have focused,
almost exclusively, on four macroeconomic indicatorgrowth, inflation,
unemployment and income. The observed empiricallenges in this case are not
very much supportive for the PBCs as uncovered byCMlum (1978), Paldam
(1979), Golden and Porterba (1980), Beck (1982}, (AB85), and Hibbs (1977).
However, Nordhaus (1989), Haynes and Stone (19890}l Krause (2005) and
Grier (2008) confirm the PBCs existence in macrécomes, whereas Alesina and
co-authors [Alesina (1987, 1989); Alesina and Rds&hn (1989); Alesina and
Roubini (1992) and Alesinagt al. (1992, 1997)] associated it with the Partisan
Effects. The reasoning behind this is that in thersrun policy results on growth
and unemployment may not be obvious enough to gp&r governments may try to
stimulate those policy variables that have direatnetary benefits to voters like
government transfers, tax cuts, subsidies, spaxiglloyment schemes etc. [Hibbs
(2000) and Batool and Sieg (2009)].

The second major category of Political Businessl€yesearch concentrates on
the policy instruments instead of macroeconomicauies. The evidence for this type of
a political business cycle is generally strongamtlthat for macroeconomic outcomes.
Alesina, Roubini, and Cohen (1992), have investigahe 18 OECD countries and found
a very little evidence of pre-electoral effectsemonomic outcomes, in particular, on
GDP growth and unemployment; although they obsems@ue evidence of “political
monetary cycles” and political budget cycles ptiorthe election and in election years.
Inflation also exhibits a post-electoral jump, whithey explained by either the pre-
electoral “loose” monetary and fiscal policies amdby an opportunistic timing of
increases in publicly controlled prices, or indtréaxes. Similarly, Andrikopoulo%t al.
(2004) found an increase in the budget deficitsnduthe election year in the European
Union countries; furthermore they found a significhut small partisan effect on fiscal
policy outcomes. Brender and Drazen (2005, 200&)stigated a large panel of countries
and traced the fact that political budgets cycles raore likely to occur in the newly
established democracies than established demosrasiethe voters from developed
democracies may be well informed about fiscal omies. Gonzalez (2002) and Shi and
Svennsson (2002) has discussed these outcomesedfeanof transparency. The high
would be the degree of transparency; the lessylikauld be the political cycles in
aggregate expenditure or in deficit to appear. Hawveabsence of political cycles in
budget aggregates in established democracies dbebawever, mean that there are no
electoral effects on fiscal policy. Established deracies appear to be characterised by
cycles in the composition of spending rather thamles in its overall level. This
argument is empirically observed in United Stafsltzman (1992)], Canada [Kneebone
and McKenzie (2001)], Colombia [Drazen and Esla2@06)], Israel [Brender (2003)]
and in India [Khemani (2004)].
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The third major category of research focuses omique policy instrument i.e.
monetary policy (also known as the political mongtaycle). A number of empirical
studies are found on central bank monetary policg political business cycles. Sieg
(2006) found that both left wing and right wing g@onments with partisan preferences
use opportunistic policies through an expansionthe money supply. Such an
expansionary policy would help in stimulating thrmpeomy by generating employment
opportunities and induce inflation. The existenéemmnetary political cycle has been
uncovered in Abrams and lossifov (2006) for US an#erris (2008) for Canada, if and
only if there found to be some party affiliationstéween government and the central bank
decision maker. However, such empirical evidence hat been found in case of
European countries. In the European Union (EU)itip@ns are not empowered to use
monetary policy instruments, because this policydedegated to the independent
European Central Bank. In line with this scenaBCs hypothesis has been rejected by
Berger and Woitek (1997) for Germany and by Leex@uand Maier (2001) for 14
OECD countries. In contrast, Taekoi (2009) studredexistence of opportunistic cycles
in Brazilian economy subject to country’s exchamgge regime and central bank
independence. He found the existence of electoiradlyced fiscal cycles under fixed and
crawling peg exchange rate regimes and electoiatiyiced monetary cycles under
floating exchange rates in Brazil only when theards central bank is not independent.
To sum it up, political monetary cycles can beisgd by the opportunistic politicians in
both cases either central bank share some paitigtédhs or remain less independent in
terms of its monetary operations. To cover ale¢hcategories, this study focuses on
growth, unemployment, inflation and some fiscal ammhetary policy indicators.

Despite plenty of empirical evidence found on pacidit business cycles for both
developed and developing countries, this area sdanech remains untouched in case of
Pakistan. The present study fills the gap. The péperganised as follows. Section 2
discusses the model specification and the reseaethodology. Section 3 provides
empirical evidence using annual data from 1973 @692for various macroeconomic
variables. Section 4 gives a summary of our findiagd a conclusion.

2. MODEL AND RESEARCH METHODOLOGY

Turning to the empirical literature, politico-econic models have been tested
with a time-series approach. The usual researchtegly is to isolate a key
macroeconomic variable and ascertain whether oimetection and pre-election years
this variable behaves differently than in non-etecttyears. The earlier procedures
entailed simple comparisons of the average valughef actual unemployment and
inflation rates in election and non-election yeas,according to the party in power.
Generalising this approach, Mc-Callum (1978) andthod those who followed estimated
uni-variate time series models and tested for shift the intercept parameter [Pack
(1987) and Keil (1988)]. According to this proceelihe impact of the political sector is
viewed as an exogenous intervention in the econgmicess, producing a cyclical
(Political Business Cycle) or temporary shift inetlmean value of the time series.
Accordingly, the test is for the significance of @ppropriately defined dummy variable,
the intervention variable that is added to a umiata ARMA (ARIMA) representation of
the series.
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X =c+) 6, X = p+d @8, - gty D+3, N )
p=1 o1

To illustrate, letX; be a variable of interest and assume tatan only be positive
and follows a stationary first-order autoregressimeving average process. Where
61, e . 6, are the parameters of autoregressive terms ahtael, whileg,, ... ... ¢q are
the parameters of moving average terms of the modsla constant, and; is the error
term assumed to be independent identically-disteithwuandom variables (i.i.d.) sampled
from a normal distribution with zero meaf~N(0,52) wheres? is the variance. We
begin with the construction of a benchmark Autoesgive Moving Average (ARMA)
for unemployment and inflation i.e., Phillips cunfg/pothesis and Autoregressive
Integrated Moving Average (ARIMA) models for oth&scal and monetary policy
indicators, as the fiscal and monetary variabletuging GDP are integrated of order
one. To test the impact of politics on macroecomowrariables we have defined the
following three political dummy variables

1, electionyea
ED, = .
0, otherwise

ED. = 1, if it is election year or one year pegling to electiol
> |0, otherwise

ED. = 1, ifitis one year after electic
° |0, otherwise

ED; andED, are the pre-election dummies, aimtD; is the post election dummy
variable.ED, is defined in a way that can capture the predielegtear and election year
effect, because it may happen that politically watéd policies take start one year ahead, or
it may happen that they take place only duringefleetion year. Therefore, we defined two
pre-election windows and tested each one by oree reported which one is valid in that
particular case. The positive and negative sigrthade dummy variables will determine the
positive and negative impact of elections on mamnemic outcomes and aggregate demand
driven by monetary and fiscal policy instrumentsr Example, if a government tries to
increase growth and employment before an electimh @ses expansionary fiscal and
monetary policies, thefiD,or ED, or both should be positive in the estimated eqnatbf
growth, budget deficit, monetary aggregates anceigowent's budgetary borrowing. If the
government adopts a contractionary policy shifttiie post election year, then these
instruments show the downward trend that can besuned by a negative sign 60;. It
should however be noted that in case of inflatioth anemployment, pre-electoral variables
should denote decrease and should have negatins, sidnile the post-election variables
should have a positive sign to reflect the impagtrefelection expansionary policies.
Quarterly or high frequency data is recommended to figate the issue of
political business cycle. But in the case of Pakistan the natioocame accounts and
unemployment data is available only in annual frequéniyerefore, we have used the

3Although high frequency data on financial sectahsas exchange rate and stock market prices atatdea
however in this study we have constrained the aisaly the national income accounts and unemplolydaea.
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annual time series data from 1973-20f® the proposed variables. The underlying study
period covers seven elections: 1977, 1988, 1990, 19937,12002 and 2008. The
election dates and corresponding fiscal years are shoWakle 5 in the Appendix.

3. EMPIRICAL RESULTS

First we test predictions of the classic opportunistic political cystalel by
Nordhaus (1975). The model predicts political manipulationumemployment and
inflation. Analogical political behaviour implies cycles in macroemic variables such
as growth, money supply, fiscal deficit, and budgetarydwzing etc.

3.1. Unemployment, I nflation and Opportunistic Business Cycle

Estimated ARMA model results for unemployment (see Tapkhaw thatED, is
significant and has a negative sign. During the electiom ged one year prior to the
election year the unemployment rate was reduced by 1@rgerc comparison to other
years. The political dummy variableD; for the post-election year is positive but not
statistically significant.

This result may attribute to the switch from expansionary tdraotionary policy
when an incumbent party wins the election and cancellatiorold employment
generation schemes if the opposition is elected into officth Bexsults fully support the
political business cycle theories.

Table 1

Unemployment, Inflation and Political Business Cycles
Variables Unemploymen{(U) Inflation (AP)
Constant 1.1133*** 0.0864*** 0.0769***
Deterministic Trend 0.0265***
AR(1) 0.9522%** 0.6029*** 0.4767**
AR(2) —0.3255*
MA(5) —0.8984*** —0.8885***
MA(7) —0.9027***
ED, —0.0228***
ED, —0.1911***
ED, 0.0207 0.0033 0.0157**
n 35 35 35
R? 0.95 0.74 0.66
D.W stat 1.97 1.88 1.97
S.EE 0.10 0.102 0.026

** ** and * denote rejection of null hypothesig & percent, 5 percent and 10 percent level ofifségmce
respectively. Unemployment rate has been takeogarithmic form.

“Before 1971, the present Bangladesh was part dsRakcalled West Pakistan. Therefore, we have
excluded the earlier time period from the analysis.
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Inflation is another important key to understand the politiaairess cycles.
Election periods cause great sensitivity on the side ajalrernment to keep quiet about
increases of regulated prices by deferring them to tts¢-glection period. Thus after
each election it is common to hear oppositional parties amptise returned party for
exploiting the myopic expectations of voters to boost theibadodity of winning the
election. However, if the incumbent party looses the eledliespite deferring price
increases, then the winning party would again accuseocttmeef incumbent party for
leaving a huge economic burden by not increasing thelated prices. This has to be
fulfilled by the new government who would immediately iieeea negative point in its
honeymoon period.

Estimated ARIMA model for inflation (see Tablel)osts ED,with a negative
sign that means during the pre-election year tflation has been kept lower by 2.2
percentage points in comparison to other years.-i¢alised price increases in
regulated sectors are subsidised by the governnibrdugh debt financing.
Consequently, the budget deficit rises and createmflationary pressure and debt
sustainability problem in the post-election peridche post-election year dummy
variable found to be insignificant, however if wetiemate the ARIMA model and
incorporate only the post-election year dummy agdore the pre-election effect
then the post-election dummy is found to be statdly significant (see Table 1,
column 4).

Both unemployment and inflation results are consistent with piteeelection
political manipulation as the politicians try to maximise their clkaaf re-election by
increasing the employment conditions and controlling the inflagibificially during the
election and prior to the election period. But the post-elegts@am dummy variables are
found to be statistically insignificant but have correct sigmsploying that post-election
effect is less pronounced. The evidence supports thenarglby Ginsburgh and Michel
(1983), pointing the fact that if there is government fatl eesultant early election as in
case of Pakistan in 1990, 1993 and 1997 before thé¢ fegm, the political business
cycles would be less pronounced.

The GDP growth estimated ARIMA model (see Tabled®es not provide
any supporting evidence for the Nordhaus (1975)oopmistic business cycle
theory as political variabl€D, andED; both estimated to be negative i.e., have the
wrong sign. Miss-allocation of resources during afir the election period could
be the reason. Although the results seem to bettirmme extent, there is concern
regarding the stationarity assumption of the vaddaberies raised by Enders
(2004).

The basic underlying assumption of the ARMA modethe stationarity of the
variable over time. The simple ADF/DF test showattimflation and GDP growth are
stationary at level, while the unemployment is fduo be integrated of order one
which makes the unemployment ARMA model resultspgtisus. Therefore, the
discussion remains inconclusive and there is a rfeedurther exploration of the
phenomena.
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Table 2

Fiscal and Monetary Variables and Opportunistic Business Cycle
Variables AY Al Fisb
Constant 0.0619*** 0.0919*** 1.6219***
AR(1) —0.7198**
MA(2) 0.2968***
MA(4) 0.1919**
MA(5) —0.8061*** —0.9544***
MA(6) —0.8820***
MA(9) —0.857***
ED, —0.1434*** 0.1423**
ED, —0.014+*
ED, —0.032*** —0.1351*** 0.0157**
n 36 36 36
R? 0.50 0.68 0.65
D.W stat 2.05 1.61 2.22
S.EE 0.015 0.07 0.17

** ** and * denote rejection of null hypothesig & percent, 5 percent and 10 percent level ofifségmce
respectively.

3.2. Fiscal and Monetary Variables and Opportunistic Business Cycle

The original opportunistic business cycle model by Nordh&a@35) focuses on
political cycles in inflation, employment and growth which @amduced by monetary
policy. However, Rogoff’'s (1990) model is grounded ie tse of fiscal policy tools.
More recent, Drazen (2000) has argued that PBC mbdskd on monetary surprises are
unconvincing, among other reasons, because of thegticimassumption that the
incumbent party directly controls the monetary poficinstead Drazen (2000) builds on
Rogoff (1990) to derive a model in which PBC arisesmfractive fiscal policy
interventions that are later accommodated by the monetpansions. Various empirical
studies being in line with that approach have been caoigdn monetary and fiscal
budget political cycles [Brender and Drazen (2008)]. FatgwSchuknecht (1996) we
concentrate on fiscal deficit, government investment, monedggregate M2) and
government budgetary borrowing. We first apply the unit test. The ADF results show
that all variables are integrated of order one that reqisesdifference for the series to
be stationary (see Table 4). In a second step we htinets] the parsimonious ARIMA
model for these fiscal and monetary variables. The reatdtshown in Tables 2 and 3.

The ARIMA model result for real government investmentestahatED; andED,
are both negative which implies that government investmastdeclined by 14 (13)
percent during the election (post-election) year.

® See, however, Sieg (1997), for monetary cycles éveentral banks are independent.
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Table 3

Fiscal and Monetary Variables and Opportunistic Business Gycle
Variables AGbbn AGbbs AM?2
Constant 0.1060%*** 0.1085%** 0.1339%*=*
AR(5) —0.5937***
AR(10) —0.4828*** —0.8654***
MA(1) 0.3088**
MA(3) 0.3077* 0.8353***
MA(4) 0.8605*%**
MA(5) —0.987***
ED, 0.1196*** 0.1381*** 0.0481***
ED, —0.077*** —0.0233**
n 26 26 35
R? 0.62 0.59 0.59
D.W stat 2.23 1.85 2.05
S.EE 0.08 0.08 0.03

** ** and * denote rejection of null hypothesid & percent, 5 percent and 10 percent level ofifsigmce
respectively.

In contrast, the pre-electoral variatfl, is positive in the budget deficit as percentage
of GDP equation, which can quantify a 14 perceateiase in the budget deficit during the
election year. This may be attributed to the faett tduring the election campaign the
government uses expansionary policies and spengsonaurrent expenditures like tax cuts,
subsidies, price supports and election campaignsaatl not for investment purposes. For
example despite the global oil price inflation dgr2005-2008, Pakistan government heavily
subsidies the energy sector i.e., petrol pricesottirol the inflation artificially in the pre-
election period of election 2008. Consequently thevelopment expenditures are
approximately 4.4 percent of GDP (5 percent in 20@le current expenditures are about 18
(15.8 percent in year 2007) percent of GDP in P€88° These current expenditures help
the government to realise their short term objectig., collect votes, but do not have any
significant impact on macroeconomic growth. Suctafigleficits are financed by internal or
external sources especially accommodated by thariesibanks and create additional impact
on monetary policy variables. In this regard weehaxpanded our analytical framework to
the monetary sector by includiM, net government budgetary borrowing and budgetary
borrowing from the banking sector.

The ARIMA model results show th&D; has the expected signs, in case of net
government budgetary borrowing and borrowing from bla@king sector, showing 11
and 13 percent increase during the election years (abkesl2 and 3). Both effects
demonstrate clear patterns of opportunistic politically motivatedalfiexpansion
accommodated by the monetary sector. This type of goweant borrowing can cause a
sudden rise in money supply and induce inflationarysures in the economy.

Post-election effect i.e £D; turned out to be insignificant, implies that in the post
election period there is no significant contraction in the gowent borrowing to offset
the pre-election manipulation. Estimated ARIMA model results M@ confirm this

®However, econometric results are unable to deteyt statistical significant results regarding the
composition changes in the total expenditures dutie election timings.
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monetary expansion as it registered a 4 percent risegdilire same period, however this
is less than the rise in the budgetary borroWimuring the post-election yeat2

growth registered a contraction by approximately the esgrarcentage (2 percent),
consistent to (7 percent) decline in the budgetary borgriom the banking sector,
representing a tight monetary stance taken to curtail theianflen the post-election year.

4. SUMMARY FINDINGS AND CONCLUSION

Inexperienced voters are a well known breeding rgtofor opportunistic political
business cycles. In this study we prove that Rakissociety suffers from politically
motivated inefficient economic policies. We haveedisannual data for unemployment,
inflation, growth and other macroeconomic indicator the period 1973-2009. The paper
has used simple intervention analysis in time seféta to examine the fluctuations during the
election and non-election years. Results showuhamployment rate has been significantly
reduced during the election and one year beforeelbetion year. Inflation shows similar
patterns as during the election period it is keptrby 2.2 percent. The reason could be that
the ruling party keeps the regulated prices adlficlow before election and delays the cost
push inflation by the post-election period. Thic@nsistent with the recent surge in energy
prices in Pakistan, where just after the electioB0ff8, the government cut all subsidies and
raised energy prices which were deliberately keptup to the end of the election. However,
the post-election manipulation is absent or weszgrless pronounced in both unemployment
and inflation case. On the fiscal side, we seetiefegear increases in the budget deficit
accommodated by net government budgetary borrowargs borrowing from the banking
sector resulting in monetary expansion and inftetig pressure on the economy.

Overall, our results coincide with the results Alesinaulbtni, and Cohen (1992)
found for 18 OECD countries. To summarise, our findiraf substantial electorally
motivated policy distortions without associated impaatsreal GDP and investment
suggest that Pakistan's society pays the cost of galithusiness cycles in terms of
inefficient allocation of resources and market digtas. However, the incumbents are
unable to realise the potential benefit in terms afleetion, as every time the opposition
party takes the turn.

The policy implication derived from the results is that State Bank (central
bank) of Pakistan needs to be institutionally strong enouddice the political pressures.
Although, during 1990 decade, various reforms wereodluced to strengthen and
empower the State Bank of Pakistan in its monetary opesatimwever SBP is still
unable to defend its policies against the political pressub@sther solution is
establishment and strict compliance of fiscal rules that measmpen the political
cycles. In this regard, there is an on-going debatengntbe policy-makers with
relevance to the amendments and implementation of FiscabRsbjlities and Debt
Law Act 2005. The central bank authorities have propesede changes regarding the
automatic monetisation of fiscal deficit. There is no pibsdr limit on government
borrowing from the State Bank of Pakistan defined in S8 Act and in the Fiscal

"This may be due to the fact that Pakistan's curiéftdefinition has two main components, Net
Domestic Assets (NDA) and Net Foreign Assets (NFR)erefore, it might be possible that the budgetary
borrowing rise is offset by the contraction in titeer component such as NFA, and not exactly degiict the
M2 expansion.
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Responsibility and Debt Limitation (FRDL) Act 2083herefore this unrestricted access
to central bank borrowing provides a room for the politenshorities to use it for own
interests. In short, the lesson drawn from this resesiathy is that there is a need to
develop and set-up a knowledge-based economy, pammeuntability system, strong
and independent institutions to foster the real economit political development in
Pakistan.

APPENDIX
Table 4
Data Variables and Sources
Name Description Unit Sources
U log(Unemployment Rate) in percentage Labor Foraeeyu
P log(consumer price index) Base at 1999-00 Statdk B&Pakistan
Y log(Real GDP) Base at 1999-00 pricBtate Bank of Pakistan
Iy log(Real Government Investment) Base at1999-00 eRank of Pakistan
Gbbn log(Net Government Budgetary Borrowing) PKR in Naifis State Bank of Pakistan
Gbbs log(Government Budgetary Borrowing from tHeKR in Millions State Bank of Pakistan
Banking Sector)

M2 log(Broad Money Supply) PKR in Millions State BaokPakistan
Fisb  log(Fiscal Deficit as percentage of GDP) PKR irligis State Bank of Pakistan

Table 5

Unit Root Test Results

Variable Series DF/ADF Test Value lag Deterministic Decision
U -1.917812 0 c I(1)
AP —3.606487** 0 c Stationary
AY —3.942443** 0 c Stationary
Al —4.520618*** 1 c Stationary
AGbbn —3.640938*** 0 c Stationary
AGbbs —5.019487*** 0 c Stationary
AM2 —3.456143** 5 c Stationary
Fisb -3.3672* 0 ct Stationary

Table 6

Election Dates

Election Date Corresponding Fiscal Year
General Elections 1977 January 7, March 7 and 907 1 1976-77
Legislative Elections 1988 November 16, 1988 1987-8
General Elections 1990 October 29, 1990 1989-90
General Elections 1993 October 6, 1993 1992-93
General Elections 1997 February 3, 1997 1996-1997
General Elections 2002 October 10, 2002 2001-2002
General Elections 2008 February 18, 2008 2007-2008

SFiscal Responsibility and Debt Limitation Act 20G%ates following principles: (a) reducing the
revenue deficit to nil not later than the thirtietune, 2008, and thereafter maintaining a reveoygaus; (b)
ensuring that within a period of ten financial y&gaveginning from the first July, 2003 and endamg the
thirtieth June, 2013, the total public debt atehe of the tenth financial year does not exceety piercent of
the estimated grostomestic product for that year and thereafter raaimg the total public debt below sixty
percent of gross domestic product for any giverr;yée) ensuring that in every financial year, egng from
the first July, 2003, and ending on the thirtietine, 2013 the total public debt is reduced by es$ than two
and a half percent of the estimated gross domgstiduct for any given year.
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