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This part of the study looks & the impact of the Bank's policies on bureaucratic and political
corruption. The negative wefare impact of bureaucratic and political corruption is widdy
recognized in Pekistan, though there are differences in the weighting given to different types
of bureaucratic and politica corruption as causes of welfare reduction. Bureaucrétic
corruption refers to the corruption engaged in by state employees. In effect this describes a
very sgnificant part of overdl corruption, as the executive arm of the state is mogt directly
involved in sarvice ddivery and economic and socid regulation. Even before 1997 when the
Bank decided to mainstream corruption-reduction in its lending programs, Bank lending to
Pakigan in a number of ingtances explicitly induded governance reforms which implicitly
targeted the incidence and/or effects of corruption. However, it seemsthat Bank lending has

50 far produced very limited gains for governance improvement and corruption reduction.

On the other hand, political corruption refers to the corruption which politica representatives
engage in. In countries like Pakistan, politica corruption often interlocks with bureaucratic
corruption in the form of collusion between bureaucrats and politicians. Whether bureaucrats
take the initiative in involving politicians to protect themsdves from dae sanctions, or
whether politicians direct bureaucrats to engage in corruption which benefits the clients of
paliticians, this interlocking is widespread. It means that sustained reductions in corruption
are unlikely unless both types of corruption are smultaneoudy addressed. From 1997
onwards, Bank policies have tried to address the issue of palitical corruption within the limits
dlowed by its charter. Internationally, the Bank has supported democratization and civil

society participation in policy-making to make political corruption more trangparent and less
acceptable. In Pakistan and a number of other countries, the Bank has supported more
gpecific policies for devolution and decentrdization to bring politicians (and bureaucrats)
closer to the people they service, with the hope of improving monitoring and accountability.
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The anti-corruption policies adopted by the Government of Pakistan, some of which have
been supported by the Bank, include targeting Perceptions and Beliefs, for instance through
organizing workshops and seminars, Inditutiond Reforms, such as support for
decentrdization and devolution, Organizationa Reforms, such as privetization and civil
savice reforms, and Policy Reforms, including those amed at reducing the scope of
government intervertion in the economy. The scope of this chapter is to look specificaly at
government policies, specificaly those supported by the Bank, which are intended to impact
on bureaucratic and palitica corruption, and to examine the likely impact of these policies
given thelir design and mode of implementation.

We begin by identifying the key drivers of bureaucratic and politica corruption and the types
of policy interventions which have been proposed to reduce or mitigate their effects. We
then examine the results achieved, or are likely to be achieved given the evidence from
Pakigan and our extensve interviews with stakeholders. Findly, we conclude by asking
how appropriate Bank policies have been for achieving the stated gods of corruption
reduction and improvements in governance, and where attention needs to be focussed in the
future. Though bureaucratic and politica corruption are closdy related and support each
other, for presentationd convenience we will discuss these two types of corruption in

consecutive sections.

1) BUREAUCRATIC CORRUPTION

Causes, Consequences and Policy Responses

By definition, corruption aways involves bureaucrats and/or politicians and therefore all
causes of corruption contribute to either bureaucratic or political corruption. In this chapter,
however, we will only look a those determinants of corruption which are related directly to
the internal structure and organization of the bureaucracy and the polity. Here we can
identify a number of contributory factors. Bureaucrats are likely to be corrupt if they have
the opportunity to be corrupt and if the expected cost of corruption for the bureaucrat is
amdler than the expected gain. Developing countries generdly have much higher corruption
than advanced countries because the date typicaly occupies a drategic postion in
processes of early capitdism. Thisistrue regardless of the specific policies followed, though



policies obvioudy matter in determining the extent and type of corruption. The bureaucracy
isds typicaly less wel qudified and paid (so the opportunity cost of losng State sector
jobs is amdler), its internd governance is weaker (0 the chances of detection and
punishment are smdler), and palitical clientelism is more rampant, (alowing bureaucrats to
be paliticaly protected and putting pressure on them to distort ddlivery for political goals).
While thisiis true for al developing countries, the incidence of corruption and its effects are
different because state capacities, policies and socid and political contexts vary widdly.
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Figure 1 Key Internal Driversof Bureaucratic and Political Corruption

We begin with a smple framework which tells us how the structure, organization and pay of
the bureaucracy help to determine the extent and incidence of corruption and its subsequent



effects, and how these factors are reinforced by features of the political structure. These
interna drivers of bureaucratic and politica corruption are outlined in Figure 1.

The first set of factors (Box A) relates to the structure of the bureaucracy and its relevance
for the tasks the dtae has to peform in that economy and society. The possbility of
corruption is substantialy enhanced if the structure of the bureaucracy is “wrong” and under
these circumstances, the type of corruption is likely to be much more damaging for the
economy. If there are large numbers of redundant state employees (typicaly on low sdlaries)
they are likely to seek to create jobs and incomes for themselves by creeting restrictions
smply to extort rents from the public. On the other hand if capacity to provide key services
and functions is under-developed, bureaucrats in these positions are able to bargain for a
price for these services from those who need them most desperately.

Problems with the bureaucratic sructure aso include an inadequate structure of interna
monitoring and discipline. It is widely recognized that developing country bureaucrats have
too much “discretion” which alows them to engage in corruption or deiver poor
performance without the threat of effective checks. Given the strategic role of the developing
country state, it is not possible to remove discretion smply by cutting back the Sate. There
adso has to be effective internd monitoring and disciplining mechanisms. The absence of
monitoring can result not only in increased incentives for corruption when the bureaucratic
dructure is dysfunctiond, it can aso result in direct rent-seeking activities by bureaucrats

even when there is no problem with the bureaucratic structure.

It has dso been argued that bureaucratic corruption is encouraged by low pay for
bureaucrats, because this lowers the potentid threat of losing their job as a result of
corruption or derdliction of duty. This is shown in Box B in Figure 1. The incentive for
corruption induced by low pay reinforces al the drivers of corruption discussed o far.
Findly, Box C identifies the politica input into the corruption process which is discussed in
the next section. A dientdist political structure weekens the possbility of bureaucrats being
held accountable by their politicd magters. This reinforces the effect of weak internd

monitoring within the bureaucracy and once again reinforces al the corruption drivers



discussed so far. Findly, the last box in Figure 1 shows that politicians may directly lead
rent-seeking and rent- creetion, acting in collusion with bureaucrats.

The consequences of bureaucratic and political corruption in Pakisan are widdy
recognized to have been extremely damaging. Figure 1 shows tha we expect the find
outcome of these types of corruption to be the creation of value-reducing rents (transfersto
favored clients, monopalistic redtrictions which help particular individuas, and so on) a
reduction in the stability of property rights, lowered investiment, and a misallocation of public
resources. The relative importance of different types of problems created by corruption and
its impact on different sections of the population cannot be directly measured. However,
opinion surveys generaly show that the public considers corruption by the police and by the
lower judiciary to be the most onerous types of corruption. In terms of Figure 1, these types
of corruption take place both because of inadequate or dysfunctiond capacity within the
police and judiciary, as well as inadequate interna monitoring. Thus given the shortages of
daff, to get the police to invedtigate a burglary or the judiciary to expedite a land dispute
case in court, even otherwise honest citizens may have to bribe. On the other hand,

corruption of these types is dso driven by lack of adequate monitoring and accountability,
S0 that for ingtance, interested parties within the public may directly seek rents by using the
police or the judiciary to seizeland illegdly or to avoid crimind charges following atheft.

While corruption in the police and lower judiciary impacts on millions of people, and
therefore comes out on top in opinion surveys, it is not necessarily the case that these types
of corruption have the grestest economic impact overal. For instance, bureaucratic and
politica corruption are often interlocked a the highest levels, such that politicaly driven
imperatives for rent-seeking coming from Box C in Figure 1 can combine with the rent-
seeking incentives of bureaucrats to creete rents for powerful clients of the state. Examples
of these would be the protection of big loan defaulters, the protection of big tax evaders, the
dlocation of public resources such as infrastructure congiruction budgets to clients of
politicians who provide inferior congtruction with the bureaucrats taking a cut, and so on.
These examples of higher leve corruption are less visible and do not directly impact on the

public’'s sense of powerlessness and injustice, but their overal impact on government fallure



and on economic performance and poverty can be greater because they derail economic
development sgnificantly. When public resources for education and hedth are misallocated
as a result of the ongruction of poor infrastructure or the employment of sub-standard
teachers and hedth workers who are politica clients of politicians there is aso a direct
impact on poverty and serious implications for human capitd development and long run
growth prospects. Anecdota evidence and newspaper reports suggest that the interlocking
of bureaucratic and politica interests results in the misallocation, waste or misgppropriation
of hillions of rupees of public resources every year. A detailed study has yet o be done
which tries to estimate the relaive economic damage caused by bureaucratic and political
corruption of different types. Such a study would be very useful as a garting point for
identifying priority areas where attention should be focussed.

The Adequacy of Policy Responses. The Pakistan government has addressed some of
the issues identified in Box A. The structure and size of the federd bureaucracy has been the
subject of the Committee on Restructuring and Rightszing the Bureaucracy. Internd
bureaucratic accountability has been addressed by amending the Federal Public Services
Commission Ordinance, the Civil Service Act and the passing of a Remova from Services
Ordinance directly targeted at corrupt bureaucrats. There have aso been improvementsin
externd monitoring through the setting up of an ombudsman and through the actions of the
National Accountability Bureau. Pay and compensation issues identified in Box B have been
addressed as pat of the government's ongoing Pay and Compensation Reform. The
Government of Pakistan has aso attempted to address some of the issues of accountability
within the political structure shown in Box C through a series of politicad reforms, and in
particular by adopting a strategy of decentraization and devolution. Progress on that front is
discussed in the next section. We will discuss the effectiveness of these responses by looking
a the extent to which they are likely to succeed in diminating one or more of the key drivers
of corruption identified in Figure 1.

A. Reforms of the Bureaucratic Structure. We have seen that both the distribution of

dtate capacities and the internal monitoring structure of the state can contribute to the degree



and type of corruption a society suffers from. The government of Pakistan has embarked on
anumber of reformsin al of these areas which have received broad support from the Bank.

The Distribution of State Capacities. Theory offers only very broad outlines for
identifying the desrable structure of government bureaucracy and the functions it should
perform. At agenerd leve, these functions are well known. They include the maintenance of
lav and order, responding to market failures by providing public goods, correcting
externdities and carrying out essential redidribution for poverty dleviation and politica
gability. However, the specific content of these functions can and does vary consderably
even between countries which are considered to have good government. These variations
depend on the leve of development of the economy, its ecology and technology, differences
in internd political structures and the higtorica capacities of a date to ddiver particular
sarvices. While there can be no development without a minimum degree of law and order,
beyond that there is room for condgderable variation in the specific capacities which a Sate
can try and acquire depending on economic and political needs and prior state capacities'.

The empiricd evidence therefore shows a consderable variation in the types of date
gructures which have been able to promote development in developing countries.
Neverthdess, while successful gtates can differ quite a lot in the services and regulations
covered by the civil service, they share some characterigtics in common. In dl of them, basic
political stability and security of invesments is required. A minimum degree of security of
private property rights is aso required, though the recent example of China suggests that
investors  interests can be protected even without a very trangparent “rule of law”.
Successful states essentidly display coherence in policy-making at the highest level and Sate
leaders have the politicd ability to pull different parts of the state machinery together to

! Seefor instance, Stiglitz, J. et. al. 1989. The Economic Role of the State. Bank Insinger de Beaufort NV .,
Bardhan, P. et. a. 1990 “Symposium on State and Economic Development”, in Journal of Economic
Perspectives Val. 4., and World Bank 1997 Wor|d Development Report: The State in a Changing World.
These considerations justify sequencing governance reforms, Huther, J. & Shah, A. 2000. “Anti-
Corruption Policies and Programs. A Framework for Evaluation”, World Bank Policy Research Working
Paper, 2501.



ddiver services and functions which are perceived to be vitd for economic growth and

political vighility?.

Despite the possible variations in the functiond tasks which a successful developing country
date could focus on, clarity about the functions and services which the civil sarvice is
supposed to perform in a particular case is clearly the starting point of any reform of civil

sarvice dructure. The gaffing levels, kills, as wel as the inditutiond and organizationd

gructure of the service should be consstent with the functions it is expected to perform.
Therefore, a necessary precondition for a successful civil service reform programis a
coherent set of objectives of the leadership carrying out the reform. Coherence in this
context means the identification of a set of functions, regulatory objectives, service delivery
objectives and redigtributive objectives for the state which make sense given the level of

development, the politica context, and the competencies of state employees.

As Figure 1 suggests, one of the main causes of governance fallure and of corruption isthe
presence of dysfunctional and underemployed civil servants who provide no services, and
who ae not therefore respongble to anyone. They have a strong incentive to create
employment and income for themsdves by obgtruction and interference. Equaly, the
absence of government capacity in necessary areas dso generates pressures for purchasing
necessary services with bribes and corruption and is a further cause of governance fallures.
Correcting the functiond sructure of the civil service to make it more congstent with service
deivery, regulatory and redigtributive requirements is the firg step for reducing these

pressures for corruption and for improving governance.

The World Bank's 1998 document A Framework for Civil Service Reform in Pakistan
identifies the importance of a “long-term vison” specifying the end point of the reform
process as a necessary precondition for successful reform. The report goes on to

recommend the areas which the Pakistan civil service should concentrate on. These include

2 See for instance the comparison of different types of state structures and policiesin Asian countriesin
Khan, M. and Jomo, K.S. 2000. eds. Rents, Rent-Seeking and Economic Development. Cambridge:
Cambridge University Press.



developing the capacity for effective, trangparent and evenhanded regulation, withdrawing
from commercialy-oriented activities which could be I€eft to the private sector, shedding its
role of generating employment through the civil service, and effective provison of basic
socid services (pp. 5-6). It recognizesthat thisis a very generd statement of goals. It would
be up to the reforming authorities to ether flesh this out or to offer an dternative vison of the
types of regulation and service provision which may be appropriate for the contemporary

Pakistan economy.

Table 1 Public Sector Employment in Pakistan
1993/94 %of 1996/97 % of Growth

Total Total 1994-7
Federal Government 452,141 18.2 696,549 24.6 15.5
Provincial Government 1,586,081 63.7 1,708,014 60.4 2.5
Total Government 2,038,222 81.8 2,404,563 85.0 57
Federal Corporations 452,283 18.2 424,073 15.0 2.1

Total Public Sector * 2,490,505 100.0 2,828,636 100.0 4.3

* Excluding locd government and provincid public corporations.

Source World Bank. 1998. Pakistan: A Framework for Civil Service Reform in
Pakistan.

Table 1 shows that a an aggregate level, employment in the public sector in Pakistan has
been high and growing. Growth was high even in the 1990s which was a decade of low
growth for the economy. Indeed, the public sector is widely seen to be not just a service
provider for society and a regulator of the economy, but by many people as primarily a
socia safety net providing employment opportunities particularly at times of economic
difficulties. The safety net view of the public sector is supported by the datain Tables 2 and
3 which show the digribution of public employment a the federd and provincid levels
respectively across pay scales. There are 22 pay points in ascending order, and officers are
usually considered to be state employees a a Basic Pay Scale (BPS) of 17 or above.



Table 2 Digribution of Federal Employees According to Pay Scale 2000-01
BPS 17-22 BPS 12-16 BPS1-11 Total

Main Federal Divisions 2,027 2,261 6,886 11,174
% of Total 18.1 20.2 61.6 100.0
Attached Departments 8,671 21,759 251,193 281,623
% of Total 3.1 7.7 89.2 100.0
Autonomous Bodies 14,696 6,586 69,022 90,304
% of Total 16.3 7.3 76.4 100.0
Total Federal * 25,394 30,606 327,101 383,101
% of Total 6.6 8.0 85.4 100.0

* for 30 out of atota of 34 federd divisons, excluding Defence, Defence Productions,
Foreign Affairs and Revenue.

Sources Government of Pekigan, Planning Commisson. April 2001. Report of the
Committee on Restructuring and Rightsizing of the Federal Ministries/Divisions.

Table 3 Provincial Gover nment Employees by Pay Scale 1996-7

BPS BPS BPS Total
16-22 8-15 1-7
Provincial Government Employment 166,111 356,812 1,172,489 1,695,412
% of Total 9.8 21.0 69.2 100.0

Source: World Bank. 1998. Pakistan: A Framework for Civil Service Reform in
Pakistan.

More than 90 percent of state employees at both the federd and provincid levels are below
BPS 17. More than 80 per cent of federa employees are below BPS 12 and almost 70 per
cent of provincid employees are below BPS 8. In terms of the sectora distribution of
employment, & the federa leve, employment is concentrated in the railways, finance,
interior and education departments which in 1993 accounted for 63% of federd
employment. At the provincid level (which in aggregate accounts for more than 60% of tota
public sector employment, see Table 1), the mgority across the country work in socid
sectors, particularly hedth and education (64% in Punjab in 1998, 68% in NWFP in 1997,
45% in Balochigtan in 1997, Sindh figures not available). Rdative employment in the socid
sectors has increased since SAP commenced in 1993/94. Thus the two issues concerning
the appropriateness of the Structure of government employment are firet, the digtribution
between higher grade and lower grade employees, and secondly the sectora capacities of

governmen.
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On both these issues, the Pakistan government has recognized that it has a problem. The
Report of the Committee on Restructuring and Rightsizing of the Federal/Ministries
Divisions® addresses in particular the issue of excess employment at lower levels of
government. This committee asked thirty of the thirty-four federd divisonsto formulate their
own misson gatements including statements of functions which each divison percaved it
ought to be providing. On this bads, suggestions were olicited for restructuring and
rightszing. The federd government departments themsalves responded with a suggested
downgizing of amogt 7% (see Table 4), with virtudly al of the surplus employment being
identified in the pay scales below that of officers. In addition, by gpplying areasonable ratio
for support saff to officers, the Committee on Restructuring identified a further 5% excess
employment in the lower grades, suggesting atota excess employment of around 12% at the
level of the federad government, dmost entirely concentrated in the lower grades. But mindful
of the socid consequences of redundancy, the Committee did not recommend redundancy.
Instead it suggested that surplus employees should be placed in a surplus pool to be re-
allocated as required, or to be lost through natura wastage.

Table4 Restructuring of Federal Government Proposed by Federal Divisions

BPS 17-22
Actual Proposed % Change
25,394 25,032 -1.4
BPS 12-16
Actual Proposed % Change
30,606 28,215 -7.8
BPS 1-11
Actual Proposed % Change
327,101 303,267 -7.3
Total Federal Government*
Actual Proposed % Change
383,101 356,514 -6.9

* Figuresrefer to 30 out of 34 federd divisons.
Source Government of Pekisan Planning Commission. April 2001. Report of the
Committee on Restructuring and Rightsizing of the Federal Ministries/Divisions.

% Government of Pakistan Planning Commission. April 2001. Report of the Committee on Restructuring
and Rightsizing of the Federal Ministries/Divisions. Islamabad.
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While the report represents a vitd sarting point, there are a number of directions in which
progress needs to be made before civil service reform is likely to address the issues of

structure and capacity identified above.

i) A Comprehensive Examination of Excess Employment is Required. Asthefull title
of the report makes clear, the remit of the committee was only to look at the federd
minigtries and divisons (and even there 4 ait of 34 divisons were outsde its terms of

reference). Its terms of reference excluded the provincid level which provides the critica

hedlth and education services and employs more than 70 percent of government employees.
Clearly a comprehensive reform process would have to look a the mix of government skills
and competence across dl sectors, services and functions. The provincid levd is criticd in
terms of employment and service ddlivery but it has not yet been subject to an andyss of its
desired functions, its current competence, the implicit areas of overdaffing and the requidte
capacity development. In the padt, the federal government has imposed employment bans on
the provincid governments to control the fisca dtrain. These bans have not worked in
limiting employment growth (see Table 1). Moreover, as a senior provincid bureaucrat
pointed out to us in our interviews, blanket employment bans have often smply led to
gppointments which bypassed procedures not only because of political corruption but also
because essentid services had to be delivered. This smply underlines the importance of a
prior analyss of the functions which the civil service is expected to perform, including the
provincid leve, if gaffing changes are to be focussed at the appropriate locations.

i) Attention has to Given to the Procedure of Implementation. So far implementation
of any of the recommendations has been very dow. Progress has been limited to the
publication of a number of reports but publication of intent is clearly insufficient. Previous
governments had aso identified the problem of excess employment, particularly a the lower
levels of the civil service and they had introduced employment bans. The track record of
implementation of previous reform efforts dong these lines has not been good. For instance,
the preceding PML government had employment bans over 1997-1999 and earlier during
1990-93. Both senior civil servants and politicians confirmed to us that the outcome was

essentidly that a number d employees were put in “surplus pools™ on full pay and many



were later re-absorbed in other departments. Early retirement schemes have been more
successful in terminating employment but these suffer from an adverse sdection problem
because more competent bureaucrats tend to take up the offer as they have employment
opportunities esewhere’. These obsarvations reinforce the need for a prior analysis of
required functions and existing strengths and weaknesses of the service before identifying the
specific categories of employees who need to be hired or fired.

The politicd condraints facing previous eected governments possbly explain the very
limited progress made in any restructuring which involved large job losses within the civil

service. On the face of it, the present military government does not face the same congraints
and for this reason, many of the supporters of reform whom we interviewed have higher
hopes of reform under this regime. However, the political congtraints facing the regime may
have changed in the context of the Afghanistan war and its aftermath. Our interviews were
conducted before the involvement of Pakigtan in a new economic and politica Stuation

which may make the implementation of employment reductions more difficult.

iif) A Consensus on the Objectives and Functions of Government is Critical. While
there has been some progress in identifying excess employment, there seems to be no
consensus on what the desired functions of the state are, and therefore on what the
functiond dlocation of employment and skills within the bureaucracy should be. The remit of
the Committee on Restructuring was to ask each existing divisond head to define service
deivery and to set targets for its own divisorn/minigtry. A coherent integrated plan for the
functiond dructure of the civil service as awhaleis unlikely to emerge through this process.
Indeed, our respondents in different parts of the bureaucracy did not share a uniform vison
of the desired functions of the bureaucracy and it appears that support for a unified set of
godls have not been formulated at the highest level of the State leadership.

The Committee on Restructuring did identify important weaknesses in skill and capacity at
the highest levels of the Divisons it looked a. While the surplus employment identified by

* World Bank 1998. Civil Service Reform op. cit. and confirmed by our own respondents.



the Committee has been widely quoted and supported by the Bank, in fact the skill and
capacity extenson a the higher levels was condgdered by the Committee to be more
important. This was reiterated by severd of the senior bureaucrats we interviewed who
pointed out that at the highest levels of government (grades 21 to 22) there were a handful
of individuds sarvicing a diverse country like Pakistan with a population of 140 million, and
thar skills and training were often inadequate for the tasks they needed to perform.®
However, for a strategy of capacity building to be supported, the needs have to clearly
identified and elaborated in the context of a comprehensive plan.

Extensve interviews with senior bureaucrats, politicians and the donor community in
Pakistan confirmed that no consensus exists about the desired shape of a reformed civil
sarvice. There were dignificant differences between respondents about the focus of
government service ddivery and the areas of government comparative advantage. Many
respondents, particularly within the donor community, but dso including politica parties and
some bureaucrats argued that law and order, policing and justice were in greatest need of
grengthening as they directly impinged on the common man and woman. Others emphasized
the damage being done by a corrupt revenue collecting department and government
regulation of trade and stressed a focus on these areas as they may have a bigger indirect
impact on the poor through the economy. Others, particularly senior civil servants, focussed
on the lack of regulatory capacity at the highest levels of the civil service deding with
economic management, market regulation and socid policy, arguing again that these had a
bigger mpact on the poor indirectly through the economy. As one senior ex-bureaucrat
pointed out, "ninety percent of the sick indugtries in Pakistan were sick not because of any
fault of the owners but because of government partnership breaking down".

There were thus a variety of views on the gppropriate functions of government. In the
absence of an attempt to build consensus for a coherent civil service structure based on the

government's comparative advantage, or even a clear picture of what the reform leadership

® According to estimates published by the World Bank, the number of individuals employed at BPS 21
and 22 was approximately 350 in 1997, see Appendix 1, World Bank 1998. Civil Service Reform op. cit. A
comprehensive review of civil service structure would have to look not only at the numbers at the
highest level, but also the adequacy of their functional skillsfor the tasks they have to perform.
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itsdlf wanted, it is difficult to clam in abstract whet the priority areas of reform are. Priorities
will depend on a comparison of the desred functions with the actud performance of
different parts of the Sate. For instance, it may be that athough policing and judicid reforms
are vita, the gap a some other leve is bigger, or vice versa It is a Sgnificant weskness of
the reform process that discussion and consensus building about the desired structure of
government as a whole seems to have been absent. One senior bureaucrat suggested that
the Bank should play a direct role in facilitating discussons and developing a consensus
about the desired sructure of government, going as far as suggesting that government
sructure should be part of Bank conditiondities. This would be counter to the objective of
loca ownership of reform but the frustration of bureaucrats stuck in individua divisons who
do not see how a comprehengve review can be organized points out a fundamenta
weekness in the current reform process. A piecemed approach to reforming parts of the
avil service may end up with a avil service with large dysfunctiond parts as well as
weaknesses in necessary areas, both of which will continue to drive poor governance and

corruption (see Figure 1).

Internal Monitoring. While getting the structure of government right is necessary
for improving governance and reducing corruption, it is not sufficient. Figure 1 points to the
importance of effective internd monitoring for lagting improvements in governance and
reductions in corruption. A dysfunctiona sructure of government crestes strong incentives
for corruption, but it is weak accountability which actudly trandates incentives into actud
corruption. Moreover, Figure 1 dso shows that even if the sructure of government was
“right”, weak monitoring would still directly result in bureaucratic involvement in rent-seeking
activities. The state can dways make a difference to the profit opportunities of individuas
and they will be willing to pay to influence the gtate in the absence of internd or externd
monitoring. Thus monitoring and accountability are critica for the civil service to ddiver
results, even after it has been re-gructured in line with the functions appropriate for the

particular economy.




A aivil service is involved in what Alchian and Demsetz describe as team productior?. This
means that Smply by looking at the collective outcome, it is not possible to attribute praise
or blame to individua members of the team. Someone has to spend time and resources
monitoring each individua of the team if effort is to be sustained. In the case of a private
firm, the owners carry out this task because they want to maximize profits. This option is not
available to a bureaucracy which has to set up a dedicated monitoring mechanism instead.
Since it is not possible for a centra agency to monitor every individua in the bureaucracy,
the monitoring of individuas has to be devolved. A possble solution would be to devolve
respongbility of monitoring to functional sub-groups with devolved budgets (such as hedth
or disaggregated further to say primary hedth care), with the central agency only monitoring
the outcomes achieved by each functional group. Provided the centrd agency could impose
effective budgetary or other sanctions againgt nonperforming groups, this would cregte
grong incentives for effective monitoring of effort a lower levels where better information
about individud performance was available.

In this and other related schemes, the effective internal monitoring of a bureaucracy thus
requires at least three conditions.

i) Clear Goals for Each Functional or Devolved Group. The centra monitoring agency
has to have clear targets againgt which to judge the performance of each functiona sub-
group.

il) Accurate Information about Performance Outcomes. The monitoring agency needs
to have good information about the outcomes achieved by each functiona group.

iii) Effective Powers to Sanction. The monitoring agency has to have the power to
impose sanctions on non-performing functiona groups. In turn, lower down the chain, the
head of the divison, department or activity has to have effective sanctions againgt norn+
performing individuas. There aso have to be obvious checks and baances to ensure that
these powers are not themselves misused. But without effective sanctions, the entire
monitoring exercise is futile because there will be no incentive for individua civil servants to
operate any differently even if ther fallure to deliver iswell known.

® Alchian, A. & Demsetz, H. 1972. Production, Information Costs and Economic Organization, The
American Economic Review 62.
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The reform process has been quite weak in addressing these difficult issues of performance
monitoring and sanctions. Our interviews with key stakeholders suggested a number of
observations on each of the three pointsidentified above.

i) Clear Goals. At the highest paliticd levels, clear gods for various state functions have not
been evident in Pakigtan. Rether, the actions of politica leaders have typicaly reveded
contradictory goas which they want the civil service to ddiver. A number of respondents
pointed out that while developmental goals are usudly professed, in practice, the civil service
has been frequently used by politicians as an agency for employing ther clients. Senior
bureaucrats pointed out that intervention by politicians seeking to achieve short term and
partisan goas was a serious problem which subverted the operation of the civil service,
forcing actions which favored specific clients of political bosses. Thus to the extent that
politicad control over the civil service exigs, it is often misused to favor goecific individudsin
their efforts to get jobs, avoid arrest for crimes, evade taxes or to get government contracts.
Ultimately, the problem is tha politicians have to respond to a much greater extert to
demands coming from powerful and well-organized congtituencies and individuas, rather
than to the “generd interest”’. There are no quick solutions to this problem which requires
politica reform of agencies such as politicad parties such that they become more
developmental and capable of taking a longer term view at the cost of annoying particular
individuals who may be important politica clients.

Our discussions with stakeholders revealed concerns that using citizens groups as monitors
in place of the forma political process would not necessarily impose any clearer gods on the
civil service. Citizens groups would be subject to the same concerns as politica
representatives. What would be the congtitution of the citizen group? How would we ensure
that they represent socia interests and not particular interests? And so on. On the other
hand, one senior political respondent suggested that the prohibition on corporate financing of

" Olson, M. 2000. Dictatorship, Democracy and Development, in Olson, M. and K&hkénen, S. eds. A Not-
So-Dismal Science: A Broader View of Economies and Societies. Oxford: Oxford University Press.
These considerations help to explain why there is no simple correlation observed between democracy
and corruption (Treisman, D. 2000. The Causes of Corruption: A Cross National Study, Journal of
Public Economics 76) or between democracy and growth (Barro, R.J. 1997. Deter minants of Economic
Growth: A Cross-Country Empirical Study. Cambridge, Mass: The MIT Press).
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politicd parties snce 1984 had inadvertently removed a mechanism through which
productive interests could set gods for paliticians. It is likely that if private sector funding of
politica parties is properly regulated to ensure that favors are not purchased by particular
businessmen, the generd effect may be beneficid. However, since these reforms concern
politica parties and the legidature, they are not ones which amilitary government is best aole
to carry out. The setting of clear gods for the government clearly has to be part of the
politica process which it is necessary for countries like Pakistan to address to create a
political congtituency for the reform process.

ii) Accurate Information. The government of Pakistan has taken on reforms to make the
information used to reward bureaucrats more objective and &ss politicized. Thus, the
Egtablishment Division has recommended as part of the current reform drive that promations
to higher grades (17 and above) should rdy more on examinations and less on interna

confidential reports by superiors. This may address some of the arbitrariness faced by

individual bureaucrats facing promotion but it does not address the monitor's information
requirement for rewarding or punishing individua bureaucrais. This is because the qudity of
a bureaucrat as measured by examinations is not reevant for rewarding success as
measured by outcomes. The latter requires ongoing monitoring in the performance of tasks
by group leaders who are located close to the bureaucrat, together with the setting of clear

target outcomes for the group.

In some aress there has been sgnificant improvements in information flows, such as in the
Bank supported Project to Improve Financial Reporting and Auditing (PIFRA).
However, while these improvements are important, they are addressing financia auditing and
not the problem of monitoring performance outcomes. To some extent the information
about outcomes can be collected by externad monitors. The most obvious interested parties
who have a theoretical interest in monitoring performance outcomes are the politica
representatives of the people. The information avalable to politicd monitors can be
improved through rdatively smple reforms. Senior political respondents pointed out that
some of these problems can be addressed by providing professona staffing to politica
representatives and strengthening the committee structure of the legidature such thet it can



perform oversght functions. These reforms would contribute towards monitoring but what is
aso required is an interna monitoring structure which can carry out day-to-day monitoring

of performance outcomes within the civil service bureaucracy.

To ded with widespread public dissatisfaction with bureaucratic corruption, reforms have
concentrated on setting up independent commissions charged with invedtigating and
prosecuting wrongdoing on the part of bureaucrats. The Ehtesab Commission was an
Accountability Commission st up in 1996. Its task wes initidly to investigate individua

caes and prosecute them in the High Court. Its successor is NAB, the Nationd
Accountability Board. Its activities are reviewed in detall in another chapter, but it is
important to point out that NAB does not address the need to have day to day performance
monitoring of the functions which the bureaucracy is supposed to parform or the services
which it is supposed to ddiver, with effective sanctions for nonperformance. While NAB
does uncover information about governance failures and corruption, it does so sporadicaly
on the bass of information passed on by whistleblowers which then leads to further
investigations and often prosecution. Its effects on governance is through indtilling fear in the
minds of bureaucrats which it is hoped will result in diligence. By itsdlf, it does not lead to the
setting of achievable functiond targets and the monitoring of effort by functiona team
leaders. In the long run the latter is as or more important than prosecuting the corrupt. While
an extremely corrupt civil service cannot be efficient, an honest civil service can potentidly

alsofal to deiver sarvices efficiently.

Many of our key respondents agreed that the internd monitoring of outcomes was critica
but they dso pointed out why such monitoring would be very difficult in the context of
Pakigan. The monitoring of outcomes is not made easy by the fragmented inditutiond
gructure of the Pakigtan civil service. The civil service is divided into twelve occupationa
groups and services which are engaged in rivalry and a struggle for supremacy?. If afailure

occurs in achieving outcomes, it is not dways clear which tier or occupationa group is

8 Shafgat, S. 1999. Pakistani Bureaucracy: Crisis of Governance and Prospects of Reform, Pakistan
Development Review 38 (4) pp. 1011-12. This is reiterated in World Bank. 1998. A Framework for Civil
Service Reformin Pakistan p. 56.
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respongble. Effective monitoring of outcomes achieved by functiondly specified groups
requires as a precondition a smplification of the civil service Sructure, with different
functiona groups organized under the same unified hierarchy. The current structure of the
cvil sarvice was the outcome of the 1973 reforms whose underlying motivetion was
politica, to wesaken the power of the dite Pakistan Civil Service which was seen by the
politica leadership as responsible for the undemocratic traditions of the previous decades.
However, the time has come to revidt these questions from the perspective of how to
congruct a civil service dructure which can dlow a centrd monitoring body D assess
performance by different functiona groups providing clearly specified services or regulatory
functions. The availability of adequate information for effective monitoring thus aso depends
on getting the Structure of the civil service right.

iii) Effective Sanctions. Effective sanctions are the most important of the requirements
needed to have effective interna monitoring. There is no point in setting clear gods, then
collecting accurate information on god fulfillment, if this information cannot be acted on. At
the moment, the bureaucracy is not set up to ddliver identifiable goas and so monitoring
does not take place to test the degree of god attainment. But if the civil service were to be
restructured into functional groups, how easy would it be to aso have effective sanctions?
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Figure 2 Bureaucratic-Political Interface Required for Effective Sanctions

Figure 2 shows the necessary relationship between poalitical god setting and monitoring and
the internd monitoring of the bureaucracy. The setting of socia goas is a political process.
Correspondingly, the ultimate sanctioning of bureaucrats has to be done by their politica

masters when they fail to ddiver achievable targets. The internal monitoring and sanctioning
of bureaucrats only becomes effective when the palitical process responds to the information
about god fulfillment, for ingtance by changing the alocation of resources through the budget
or (when this is dlowed by the conditution of the particular country), by changing the top
bureaucrats in command of the non-performing functiond groups. It is difficult to envisage an
effective internd monitoring sysem for bureaucrats which does not ultimately require

pressure from the political processto deliver results.

In redity, in countries like Pakistan, not only is the bureaucracy not structured into functiond
groups whose performance can be easly monitored, but most importantly, the politica
process does not provide clear goals or the externa pressure to ensure that these gods are

achieved. On the contrary, political intervention far from putting pressure on bureaucrats to
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ddiver, often makes matters worse because they command bureaucrats to favor particular
cients. In our interviews with key politicians and bureaucrats, the failure of paliticians to
effectively monitor bureaucrats was explained very differently by respondents depending on
their location within the bureaucracy or the politica sructure. Bureaucrats explained the
falure by pointing out the gap in skills and education which typicdly exists between
politicians and bureaucrats, to the advantage of the latter. This gap may be less serious a
higher levels where paliticians may be very well-educated and potentidly able to interpret
and respond to sophisticated information but it can be very serious at lower levels such as
provinces and digtricts even though notable exceptions may exist even there. Bureaucrats
aso typicaly argued tha paliticians were not well-intentioned or well-informed monitors.
Their intervention, far from improving bureaucratic performance, often forced bureaucrats to

distort service ddivery in favor of particular politica clients.

Predictably, politicians argued that bureaucratic autonomy and discretion was the source of
corruption and they traced this back to the lack of democracy in Pakistan. Far from too
much politicd interference being a problem, they identified the problem as too little politica

control over an over-powerful bureaucracy. Combining both sdes of the story, it seemsthat
while paliticians in Pakistan are able to influence decisons in favor of ther dients, they seem
unable to discipline bureaucrats for poor performance. This puzzle, and the fact tha
politicians and bureaucrats systematicaly blamed each other, suggedts that in fact the
problem is one of widespread colluson and the interlocking of bureaucratic with political

corruption. There is an obvious problem here for attempts to sanction bureaucrats through
the political process. If paliticians do not have developmenta objectives because they are
reponding to particularistic demands, grester politicd control by politicians over
bureaucrats may paradoxicaly lower the efficiency of service ddivery. Only if politicians are
able to take along term developmentd view are they likely to have the incentive to sanction

bureaucrats who fail to ddiver.

The immediate steps taken by the government as part of its reform process have addressed
the negative agpects of politicad intervention in the bureaucracy in the past. These have
included an amendment of the Federa Public Service Commission Ordinance increasing the



Commission’'s powers to recruit civil servants directly and to terminate appointments which
have contravened procedures. This reflects the large number of paliticaly motivated
bureaucratic appointments which have been made over the years as aresult of afragmented
and ad hoc appointments system. Political representatives seeking to increase their
popularity have often offered jobsin the bureaucracy to important client groups and typicaly
these appointments have contravened procedures and led to the gppointment of less than
competent people. There has aso been an amendment of the Civil Service Act enabling the
government to prematurely retire inefficient civil servants. A Remova from Service (Specid

Powers) Ordinance has aso been issued to remove corrupt civil servants.

Apart from the fact that the implementation of any terminations will be extremdy difficult
politicaly, the current reform proposals do not address the problem of ensuring effective
sanctions for bureaucraic performance as outlined in Figure 2. Politicd goa-setting and
subsequent pressure from politicians to see results is critica for effective sanctions for nornr
performing bureaucrats. The problem is how to ensure that these gods are set for nationa
priorities and not for sectiond interests, namely the specific clients of paliticians. This goes
beyond bureaucratic reforms to reforms which address the organization of politicad parties
such that they do not remain as excessively respongve to sectiond and clientelist interests as
they are today. The current reforms are only addressing the problem of partialy redressing
some of the results of dientdigtic politicsin the past which led to poor qudity gppointments.
They are not changing the politicd system in such a way that the problem is less likely to
happen again in the future.

B. Pay and Compensation Reform The theoretica reasons for expecting pay reform to
lead to lower corruption and therefore to better governance are straightforwardly based on
a cost-benefit caculation which bureaucrats are supposed to make before deciding to be
corrupt. This apparently sdf-evident expectation needs to ke qudified by recognizing a
number of necessary conditions which have to hold before pay increases or pay reform will

ddiver the expected results in terms of lower corruption and better governance.

23



Higher sdaries are theoretically expected to lower corruption because they increase the
opportunity cost of corruption provided there is some probability of being caught and fired”.
High wages for bureaucrats operate like efficiency wages. It may be efficient to not only pay
cavil servants the market wage for ther kill leve, but indeed a rent on top of that. Thisis
because the work which bureaucrats do is often difficult to monitor and the rent (or
efficiency wage) creates an additiona incentive not to shirk given some probability of getting
caught and fired. However, this theoretical expectation critically depends on the probability
of being caught being sufficiently high. Other aspects of pay reform such as grester smplicity
in grades, monetization of perks, more accurate lists of employees and so on, are dl amed

a making monitoring and evaludtion esser.

A necessary condition for pay increases to lead to lower corruption and better service
delivery is the exigence of good monitoring such that dereliction of duty can be identified
and punished with at least a moderate probability. High sdaries work as an efficiency wage
if there is a reasonable probability that shirking or corruption will be detected and punished,
in which case it is the potentid loss of the rent which induces the employee to put in the
effort. Thisincentive mechanism bresks down if the probability of getting caught, or of being
fired when caught, is very low. If the probability of losing the high wage when the bureaucrat
is corrupt is very low or zero, then theoreticaly, corruption need not decline with pay
increases'®. The cross-national empirical evidence s, as expected, equivoca about the effect
of pay increases in reducing corruption and thereby improving governance™.

® See for instance, Klitgaard, R. 1988. Controlling Corruption. Berkeley: University of California Press,
Gould, D. & Amaro-Reyes, J. 1983. “The Effects of Corruption on Administrative Performance:
[llustrations from Developing Countries’, World Bank Staff Working Paper No. 580, Washington D.C.

“Bedley, T. & McLaren, J. 1993. “Taxes and Bribery: The Role of Wage Incentives’, Economic Journal
103, point out that if monitoring and auditing is so weak that the probability of catching and firing the
corrupt bureaucrat is very low, efficiency wages make no sense. Theoretical reservations are also
expressed by Huther, J. & Shah, A. 2000. “Anti-Corruption Policies and Programs: A Framework for
Evaluation”, World Bank Policy Research Working Paper, 2501 and Khan, M. forthcoming 2002.
"Corruption, Governance and the Emergence of Capitalism” in Pincus, J. and Winters, J. ed. Re-
Inventing the World Bank. Cornell University Press.

! The ambiguous effect of bureaucratic salaries on corruption is empirically confirmed by Treisman 2000

(op. cit) and Rauch, J.E. & Evans, P.B. 2000. “Bureaucratic Structure and Bureaucratic Performance in
Less Developed Countries” Journal of Public Economics 75.
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Table5 Government Pay Scales. Pakistan 1997

Pay Scale Monthly Income Range (Rs) |Estimated Average Allowances (Rs)
BPS 1-3 1,245-2,070 1,022-1,115

BPS 4-6 1,360-2,535 1,021-1,039

BPS 7-9 1,480-3,060 906-1,015

BPS 10-12 1,660-3,780 1,050-1,056

BPS 13-16 1,950-5,490 944-1,108

BPS 17-19 3,880-11,600 1,303-2,008

BPS 20-22 9,195-17,000 2,350-2,594*

* Grades 21-22 receive subgtantia additiona benefitsin the form of housing and vehicles.
Source: World Bank 1998. Pakistan: A Framework for Civil Service Reform.

The basic pay and alowances are low rdative to the private sector and aso in terms of
internationa comparisons. Average government pay was 2.3 times per capita income,
compared to 4.7 for Asia and 6.7 for Africa® There is understandably little resistance
within the dvil sarvice to reforms which promise to raise sdaries as a way of improving
governance. But are the conditions under which these drategies are likely to work fulfilled?
The Pay Award Committee set up by the Pakistan government has conducted its study and
is recommending apay and pension increase. However, this committee was not empowered
to investigate whether the mix of skills should be dtered or what the functions of the civil
service should be. Bringing up the pay of exiding civil servantsto aleve commensurate with
their skills does not necessarily achieve better service delivery or economic management if

the civil servantsin question are not gppropriate for these functionsin the first place.

An important question in Pakistan is the issue of the nortmonetary perks, particularly for the
highest two classes (grades 21 and 22) of civil servants. These perks include housing, cars,
telephone and medica bills and so on. Compared to the highest basic sdary of Rs. 17,000,
a car and house could be worth Rs. 50,000 a month or more. The problem with norn+
monetary perks is that gross incomes are not transparent, they are not evenly applied since

the availability of these perksis not guaranteed for every individua who is entitled to it, so it

123, Schiavo-Campo et. d. “Government Employment and Pay in Global Perspective”, Technical
Department for Europe, Central Asia, Middle East and North Africa, the World Bank, 1997.
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may eadly be the case that effective pay is actudly higher than required for some categories
or for some individuals. Monetizing these perks would increase trangparency and may aso
lower the effective fisca cost provided that the assets generating these incomes for civil
servants could themselves be monetized (for instance government buildings could be rented
out ingtead of being dlocated to bureaucrats) and the income from this was greater than the
extra monetary income which would have to be offered to the civil servants as part of
monetization. It was pointed out by a number of respondents that one problem with
monetization would be that it would creste a big monetary differentia with the next tier
(grades 18 and 19) unless the latter were aso graded up. This in turn would cregte ripple
effects further down and the net fiscd cost would then be significantly higher.

In theory pay reform which ams to reduce corruption should am to offer sdaries which
maximize effort on the part of bureaucrats only there is a reasonably high levd of monitoring
to ensure that there is a significant probability that nonperformers or corrupt bureaucrats
will be caught. On the basis of our discussons with participants in these reforms it was clear
that such an objective had not motivated the reform process. Rather, it was motivated by a
commonsengca notion that some catching-up of public sector sdaries is due and that this
aone would contribute to lowering corruption. Theory tdls us that raising civil servant
sdaries will not ieduce corruption unless there are effective procedures of detecting and
firing corrupt civil servants. This requires changes in the terms and conditions of civil sarvice
employment and the setting up of internd disciplinary procedures. We have dready seen
ealier tha effective sanctions for non-performing bureaucrats do not exist in Pakistan.
Unless changes take place which result in more effective monitoring and which make
sanctions effective, pay increases, though they may be desrable for reducing the gap with

the private sector and improving the qudity of recruits, are unlikely to reduce corruption.

2) POLITICAL CORRUPTION.

Causes, Consequences and Policy Responses

We have seen in our discussion of bureaucratic corruption that the politica process playsa
critica role in ensuring that bureaucrats are set clear gods and are held accountable. Far

from performing this function, many developing countries such as Pakistan have politica
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systems which contribute to corruption because the politica system creates pressures on
bureaucrats to favor particular clients of political bosses. Box C in Figure 1 shows that the
political system can contribute to corruption both through week accountability being
imposed on the bureaucracy, but dso directly through politicians themsdves driving
corruption by favoring particular clients for political purposes. A key part of the reforms
which address systemic corruption must therefore be strategies which am to reduce the
susceptibility of the politica system to gererate politica corruption in the form of dienteliam,
and to increase the accountability of politicians, and through them, of bureaucrats.
Democracy has often been put forward as a drategy which is likey to improve
accountability and thus reduce the incidence of corruption. In Pakistan democracy was
suspended when the current regime took over, but there is a commitment on the part of the
president to return the country to democracy within a specified time frame. However,
democracy is normdly too broadly defined for it to be a useful policy god. Many
democracies dso suffer heavily from politica clientelism and political corruption. Not
surprisngly, the cross-country empirica relaionship between democraization and the
reduction of corruption is very weak.*®

Devolution is a more specific drategy to improve accountability based on the plaushle
assumption that bringing government closer to the people will make it eesier for the latter to
monitor and discipline the state. The devolution program is one of the most ambitious policy
planks of the present government. Previous military governments, including Ayub Khan in
the sixties and Zia-u-Hag in the eighties dso implemented variants of decentraization and
devolution, but this government has made an explicit case for devolution in terms of greeter

accountability being achieved.

The Bank has supported a number of measures to increase the accountability of politicians
and thereby make politica corruption more difficult. Apart from a generd support for
democracy and civil society participation, the Structurd Adjustment Credit (FY 2001)

B Treisman, D. 2000. “The Causes of Corruption: A Cross National Study”, Journal of Public
Economics 76.
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supports the government's devolution program to make government more accountable. The
government's am is to improve the quaity of service ddivery in hedth, education,
infrastructure, security and justice. The Devolution Plan of the government was launched on
August 14, 2000 with the final form of the devolution to be announced in August 2001. The
government's devolution plan includes the following components:

* A subdantid fiscd decentrdization from the provinces to digtricts. The World
Bank and the Asan Development Bank have provided technical assstance in setting up the
legd framework defining the personnd, adminidrative, fiscd and budget
management/accountability arrangements involved in the fiscal decentrdization.

* Pardld to this, there will be politica devolution with elected bodies at the digtrict,
tehsil and union level which will have the job of gpproving public expenditures on hedth,
education and basc infresructure and subsequently of monitoring implementation. Civil
servants will be accountable to these locd dected representatives.

 To improve accountability further, a Freedom of Information Ordinance has

been completed and is going through a process of consultation.

Devolution is an area where internationd comparisons are complicated by substantia
differences in the types of decentraization and devolution which have been attempted and
differences between countries in their initid conditions. Taking developing countries as a
whole, decentrdization and devolution seems to have a wesk effect on corruption, and
through that on governance, but examples can aso be found where devolution had a postive
effect™®. To discuss how and why devolution can make a significant impact on accountability,
we need to look at the relationship between poaliticians, bureaucrats and the public in greater
detall.

1 See for instance Gurgur, T. & Shah, A. 2000. “Localization and Corruption: Panacea or Pandora's Box”
mimeo, Treisman, D. 2000. “ The Causes of Corruption: A Cross National Study” op. cit.
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Figure 3 Devolution and Accountability

The interlocked set of relationships between the dectorate, politicians and bureaucras is
summarized in Figure 3 showing the relationships between three sets of agents. the eectorate
who are the consumers of government services, the politicians or political power-holders
who trandate their demands and requirements into policy and the government bureaucrats
who are responsible for service ddivery and regulation. To evduate how devolution may
affect the quality of governance, we have to look at al three sets of relationships™:

i) The arrows from the Electorate to the Politicians a different levels of the political hierarchy
indicate the role of eections and other political processes in communicating the objectives of
the electorate to political representatives. For effective governance, politica representatives
should not be excessively responsive to (or be captured by) narrowly based interests.

> Based on Khan, M. forthcoming 2002. "Corruption, Governance and the Emergence of Capitalism" in
Pincus, J. and Winters, J. ed. Re-Inventing the World Bank. Cornell University Press.



i) The arrows from Politicians to Bureaucrats indicate the exercise of control by politicians
over civil servants to ensure that the latter carry out their duties to deliver what the public
require. Pressure on bureaucrats to ddliver is only effective if political control is effective. On
the other hand, if politicians are excessvely mativated by clienteism, theremoval of politica
control over bureaucrats may paradoxicadly ddiver better senvices for the public if
bureaucrats are less responsive to sectiona interests. This argument has often been used and
misused by dictators to subvert the politica process, particularly in developing countries.
For effective governance, politica representatives have to represent collective interests
rather than specific ones, and bureaucrats have to be answerable to their political masters.

iii) The arrows from Bureaucrats to the Electorate indicate the ddivery of services and of
regulatory functions which in turn are the source of wefare improvements or wefare
reductions. For effective governance we require transparent outcomes, and the ability of

society to monitor these outcomes.



The most important festure of devolution is a trandfer of politica power and functions lower
down the palitica hierarchy. Where the eectorate vote for central or nationd leaderswho in
turn control the centra organs of the bureaucracy to deliver services and regulation, we have
acentraized politica system. In contrast where eectors vote for local politicians who ddliver
sarvices by controlling lower levels of the bureaucracy we have a devolved sysem. Clearly
not al services and regulatory functions are suitable for devolution, so devolution refers to
the appropriate mix of services being delivered through a devolved system. In a devolved
system, more state functions are both ddlivered and politically monitored a lower leves of
the bureaucratic and politicd hierarchy. The expectation that devolution will result nan
improvement in accountability and governance is based on a number of conditions holding.
We fird identify these conditions logicaly and then examine the extent to which these
conditions hold in the reform context in Pakistan. This dlows us to assess the feasibility and

likelihood of success of the reform process involving devolution.

C. DEVOLUTION, ACCOUNTABILITY AND GOVERNANCE

1. The devolution reform identifies divisible services which can be provided by lower levels of
the bureaucracy without sacrificing efficiency and brings both the level of the bureaucratic
hierarchy ddivering these services and the level of the politica hierarchy monitoring and
controlling this level of the bureaucracy closer to the final consumer/elector.

2. Consumerg/dlectors find it easier to politically articulate and enforce their interests over
local level paliticians rather than higher level politicians.

3. Locd level politicians find it easier to monitor and control bureaucrats at their level and find
it more dfficult to enter collusive arrangements with them compared to politicians monitoring
bureaucrats higher up in the representative hierarchy.

4. Local level bureaucrats responsible for delivering services to final consumers are more
transparent, easier to monitor and find it more difficult to form collusive arrangements with
specific consumers than higher level bureaucrats responsible for delivering the same services.

5. If these conditions hold, governance will improve in a number of respects: a) the services
delivered and regulatory functions of the state will be more appropriate for fina consumers, b)
they will be more efficiently produced and c) waste, including corruption, will be more easily
detected and removed.

1. Identification of Functions to be Devolved. Theoreticaly, devolution should only be
goplied to divisble services. Otherwise, any monitoring and accountability improvements,
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even if achieved, would have to be sat againgt increased technicdl inefficiencies in provision.
Where an invesment is indivisble, devolution will result in diseconomies of scde and
perhaps inadequate investment because of a free-riding problem between the devolved
units. In addition, where different government services are complementary, there are benefits
from centrdization of provison up to a point, even at the cost of higher corruption and
information costs'®. This point reiterates the importance of first agreeing on a coherent set of
services which government should provide (see Box A in Figure 1). This can be extended to
say that there should dso be clarity about which level of government should be entrusted

with the delivery or provison of particular services or regulations.

Just as a discussion about the overal functions of the civil service in Pakistan has not taken
place, in the context of devolution, a discusson of which services are sufficiently divisible
and which should therefore be devolved has not preceded the devolution proposals. The
proposed devolution envisages a decentrdization of service ddivery responghilities from the
provincid to the digtrict level. The provincid leve in Pakisan has been responsible for
education, hedth, socid welfare, infrastructure, regiond planning and water and sanitation, in
other words for virtudly dl service deivery. As it hgppens, much of this can probably be
devolved without loss of scae economies and complementarities in provision, particularly
snce policy-making with respect to most services will remain a the provincid levd.
However, a number of our interviewees expressed concern that inadequate attention had
been given to ensuring that revenue would be collected a the appropriate tier of the
government which had responghbility for deciding on indivisble capitd expenditures.
Concern was also expressed about regiondly interdependent infrastructure investments
being maintained after devolution.

The most important part of the proposed devolution plan is to create a new level of eected
local political representatives pardld to the digtrict adminidrative levels of the civil service.

® Theoretically, if there are complementarities between different functions provided by government,
centralized provision can be more efficient, even if the total bribe collected by the centralized agency is
higher compared to more fragmented provision. Shleifer, A. & Vishny, R.W. 1993. “Corruption”,
Quarterly Journal of Economics 108, Khan, M. 2000. “ Rent-Seeking as Process’, in Khan, M. and Jomo,
K.S. eds. Rents, Rent-Seeking and Economic Development. Cambridge: Cambridge University Press

(esp. pp. 131-4).
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At the lowest leve, village and union councils will be directly eected, their vice-charmen
and chairmen will condtitute the next two tiers respectively, the tehsil and digtrict councils.
The palitica heads of the tehsil and digtrict councils, the nazims will be indirectly dected
by the village and union council members. The nazims are political representatives who are
going to be located a the same leve as the criticdly important didtrict levd civil servants and
their job will be to monitor service delivery for the devolved services which will no longer be

provincia subjects but will instead be devolved to didtricts.

A dgnificant weakness in the proposed devolution plan which was pointed out by a number
of respondents, including representatives of politica parties, isthat at least for the firgt three
years, the budget employing civil servants at the didtrict level will remain under the control of
the provincid government so that the didirict nazim will have very limited powersto sanction
non-performing bureaucrats. The nazm will have the power to ask for bureaucrats to be
trandferred but will not be able to decide on daffing levels or to sanction individua
bureaucrats. This means that in effect political power will not be devolved for a critica range
of decisons. In the words of one of the politicians interviewed, this devolution “is not
devolution but only a locd bodies dection”. A reservation was dso expressed that the
intention of the military regime may be to create a tier of elected representatives and of
patronage which creates legitimacy for the regime without necessarily moving towards true
devolution. The experience of previous devolution experiments under military regimes gives

some ground to hold to this suspicion.

2. Political Control of Electors over Paliticians. For devolution to result in better
governance, the second precondition is that devolution should result in a more accurate
articulation of the popular will and break down the tendency towards paliticd clientelism or
the capture of political power by sectiond interest groups. One difference between eections
for provincia representatives on the one hand and village and union representatives on the
other is that in the latter the Sze of the condituency is much smdler and so the same
provincid population will ultimately be decting a much grester number of politicians a the
locd level than they did a the provincid level. Purdy arithmeticaly, village paliticians will

represent the popular interest to a greater extent smply because they are more numerous



and therefore the likelihood is that a greater variety of interests will be represented. On the
other hand, the disparity of organizationa and financia power can be as great within avillage
condituency as a provincid condituency since the latter is Smply an agglomeration of the
former. Therefore we should not expect village and union representatives to necessarily

reflect the interests of the entire population. They are likely to reflect the interests of amore
broad-based dite than the provincid paliticians but it will be an dite nonethdess and the
interests of the local government elite need not aways be more developmental compared to
the dite represented at the provincia level™’.

However, in one respect the people-palitician rdationship may improve with devolution.
There may be an improvement in the degree of control which loca dites have over their
elected representatives compared to the control which the same dlites have over provincia
politicians and this may contribute to an improvement in sarvice delivery. But from the
observations of the last paragraph, we should be wary that delivery may be biased towards
elite groups a the village or union level who may aso try to profit from getting contracts and
employment by colluding with loca politicians.

A number of our interviewees pointed out that it would be too optimistic to expect locd

elections to produce an entirdy new class of politica representatives who were not
responsive to narrow clientdist interests a the local level and did not collude with them. One
weakness of the devolution process in Pakigtan is that mass parties are not organizing the
local eectorate along clearly defined programs of service ddivery. Indeed, local government
elections are to be based on non-party competition. This means that the contestants cannot
rely on mass mobilizations but have to rely on dite-based mobilizations to a greater extent to
mobilize voters. A number of respondents suggested that this may make the village and
union councillors less representative of mass interests than they need have been. At best we
can expect a greater degree of palitica control over loca politicians by loca dites, which

Y In India local government service delivery has been most successful in states such as West Bengal
and Kerala where elections have been contested in the context of centralized party structures with
strong developmental and welfarist goals. However imperfectly, these structures gave the poor some
accessto politics. See for example Williams, G. 1999. “Panchayati Raj and the Changing Micro-Palitics of
West Bengal” in Rogaly, B., Harriss-White, B. & Bose, S. eds. Sonar Bangla? Agricultural Growth and
Agrarian Change in West Bengal and Bangladesh.



may eventudly trandate into better service ddivery over time even though saervice-ddivery
may gill not be truly universd in scope.

3. Monitoring of Bureaucrats by Politicians. For governance to improve with devolution
it is dso necessy that loca politicians should be able to monitor and control loca
bureaucrats better than provincia politicians are able to monitor and control bureaucrats at
the provincid level. On the one hand, we can expect loca politicians to have a grester
incentive to monitor and discipline didrict level bureaucrats if these politicians have to
answer to locd condtituencies to a greater extent than provincia politicians. But on the other
hand, locd politicians may have a lower ability to monitor and discipline bureaucrats

compared to provincia or higher level politicians for at least three reasons.

i) Locd paliticians may lack sufficient conditutiond powers to effectivdy sanction
bureaucrats. According to the devolution plan being proposed in Pakigtan, district nazims
will condtitutionaly lack the power to determine the employment of bureaucrats either at the
aggregate budgetary levd or at the leve of individuas.

i) In developing countries in particular, the educationa and status gap between politician ad
bureaucrat may be far greater at the local government level than at higher levels. The didtrict
bureaucrat in Pakistan is usually well educated since most bureaucrats start their careers at
the digtrict leve and work their way up. On the other hand, the paliticd leadership at the
nationa and provincid leve is likey on average to be from a more educated Stratum
compared to the politicians a the village and union leve from whose ranks the nazim will
eventudly emerge. This may change in the long-run if provincid politicsis downgraded as a
result of devolution and ambitious individuas in the provinces enter digtrict palitics instead.
There are indications in the Pakistani press that some well- placed individuas from prominent
political families are contesting local elections. Nevertheless, the reservation expressed by a
number of our interviewees was that the average leve of didrict politician would be lower,
rasing doubts about their ability to sand up to and evauate the performance of digtrict

bureaucrats.



i) Apart from the loca levd paliticians ability to monitor the bureaucrat, there is dso the
question of whether they would be more or less likely to engage in collusive corruption with
bureaucrats compared to provincia and nationa politicians. A number of respondents,
including senior bureaucrats, politicians and businessmen expressed the opinion that politica
corruption may well be sgnificantly grester when locd politicians are in charge of monitoring
key aress of service deivery. Locd politicians are more likely to be responsive to political
demands from powerful condituents. Their lower level of education and the absence of a
high degree of scrutiny from civil society and the press in isolated locations were aso
suggested & reasons. A few respondents argued the reverse, claming that loca politicians
will be more closdly scrutinized by the loca eectorate and will be less able to collude with
bureaucrats. On balance, the expectation of our interviewees was that if colluson and
corruption is to decline through devolution, it is & best a long-term process and the
likdihood is that colluson between bureaucrats and politicians will persst or increase in the

medium term.

Devolution was widely supported by our interviewees on a number of other grounds. Firs, it
was suggested that it would strengthen federdism and thereby the unity of the country. It
was also suggested that the expangion of the bureaucratic and representative structures had
not kept up with the growth of population and so devolution was a way of addressing the
fact that the country was essentidly under-governed. Even if corruption was likdy to
increase in the short-run, it was argued that in the long-run devolution was necessary for
raising governance capacity. Others believed that the real devolution of power required was
from the federd leve to the provincid level but the devolution from provincid to didrict
levelswould at least start the process and raise important congtitutional questions.

On baance, the effect of devolution on the palitician-bureaucrat relaionship and through
that on governance is theoreticadly anomaous and in the opinion of many of our
interviewees, the effect is as likdly to be alowering of monitoring quality and an increase of

collusive corruption, a least in the medium to short term.



4. Monitoring of Bureaucrats by Consumers. For devolution to have a sgnificant effect
on governance, decentralization should make it easier for consumers to monitor bureaucrats.
This expectation is theoreticaly most likely to be achieved because by designating a lower
level of the bureaucracy as the level having find responghbility for the ddivery of a pecific
sarvice, it makes the bureaucrat more accessble for individua consumers with a grievance.
We would therefore expect greater trangparency since it would be more difficult for the

bureaucrat delivering the service to be able to blame higher levelsfor failure.

However, this would only be trandated into grester accountability if the budgeting for the
services was aso consolidated at the loca level, so that failure could not be attributed (or
actudly be due to) funds faling to arrive from higher levels. In those cases where funding
was dependent on higher levels rdleasing funds, accountability would depend on the &bility
of consumers to make a more sophidticated assessment that service ddivery was
commensurate with the funding which had actudly been released rather than the funding

which was promised or planned.

Locdswill clearly be very aware of fallures of ddivery by loca government. The question is
what can and will they do about it? Any exaggerated expectation of public responses to
poor service delivery should be tempered by the experience of the Socid Action Programin
Pekistan which was st up to deliver core public services like hedth and education. In
paticular SAPP 1 (FY 1994) envisaged community responsve planning and management,
decentrdized sarvice delivery and a greater role for monitoring by civil society. Many
respondents pointed out that political patronage, nepotism and palitical corruption subverted
service delivery without widespread public protest a the point of service delivery. Despite
atempts to improve governance in the ddivery of sarvices, the report of the Auditor
Generd’ s Office which carries out Third Party Validation of SAPP service delivery suggests
that the quality of governance remains week. Summary dtatistics from the report are shown
in Table 6, which shows that only about a third of procurement decisons and around two-
thirds of recruitment and Ste-selection decisons passed the good governance test even in
terms of the minima criterion used by the Third Paty Evdudion, which is that officd
procedures for making these decisions should have been followed.
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Table6 Third Party Validation of Social Action Programmein 2000 to Assess Gover nance

Governance Issues Cases Reviewed % with Acceptable Governance
Recruitment 156 64
Procurement 3733 36
Absenteeism 637 31
Site Selection 1292 62

Source: Government of Pakistan. Auditor Generd of Pakistan: Social Action Programme:
Third Party Validation. March 2001.

The governance failures reported in Table 6 very likely reflect digparities of power a the
local kevel between most consumers and the eites who control and have influence over
government and bureaucracy and who get the lucrative contracts for service ddlivery often at
the expense of common people. Keegping these redities in mind, we can expect devolution
to be only a firs sep in the right direction as far as monitoring of service ddivery by the

public is concerned.

To conclude, in terms of the conditions we have identified as prerequisites for devolution to
result in substantia improvements in governance, there are Sgnificant ggps which lead many
of our respondents to qudify their expectations from devolution as it is planned in Pakistan.

In particular, the areas which are the greatest cause of concern include the following.

Firgt, devolution in Pakigtan is not part of an integrated review of the desirable functions of
government and how these functions should be carried out in terms of levels of government,
methods of monitoring, and so on. Secondly, even as a mechanism for improving
accountability, our respondents pointed out the failure to devolve sufficient power to ditrict
level paoliticians commensurate with ther responghbility of monitoring and disciplining
bureaucratic service delivery. Thirdly, doubts were expressed about whether locd
government dections can bypass sectiond dite interests particularly in the absence of mass
political parties. Fourthly, the ability of locad government politicians to monitor and discipline
digrict bureaucrats assumes a high educationa level of loca politicians and their possession
of adequate support staff to carry out these tasks. Fifthly, the ability of the public to monitor
the qudity of service ddivery depends criticaly on clear satements of gods at the didrict
level and the overcoming of political and status differences by poor people who most often
lose out from governance falures. Given the logicd interdependence of the conditions



identified at the outset, these areas of weakness could potentidly undermine the results
expected from the devolution exercise. Nevertheless, as part of a bigger program of
enhancing accountability and achieving better interest articulation through the politica
process, devolution of some functions of the federal and provincid governments may play an
important part in governance reforms. In terms of relevance, devolution as a contributor to
improvements in corruption and governance must be of substantia importance. But for the
reasons identified above, the contribution of the specific process of devolution being
implemented in Pakigtan is likely to be modest in terms of efficacy and impact.

CONCLUSIONSAND RECOMMENDATIONS

The Bank has been supporting the implementation of a series of measures to improve
governance and reduce bureaucratic and politica corruption in ways which the government
of Pakistan has identified and which we have described above.

The Structura Adjusment Credit (FY 2001) explicitly records Bank support for the
government’ s governance improvement measures. With respect to Civil Service Reform, the
actions of the government which are supported include

» Amendment of the Federa Public Service Commisson Ordinance dlowing it
gregter powers in recruiting civil servants and in terminaing gppointments which have
contravened procedures.

» Amendment of the Civil Service Act enabling the government to premeaturely retire
inefficient civil servants. A Remova from Service (Specid Powers) Ordinance has been
issued to remove corrupt civil servants.

* New systems for better career management, promation and evauation.

* The Report of the Committee on Civil Service Restructuring and Downsizing. The
committee reported on reforming the federd government. Recommendations include the
elimination of around 12% of the employees of federd government, primarily at lower levels
of the pay scae.

* The Report of the Committee on Civil Service Pay and Benefits Reform and
Egtablishment Division. This committee recommended broad pay and benefits reforms.
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While these reports and recommendations conditute actions adready taken by the
government, in granting the Structurd Adjustment Credit (FY 2001), the Bank notes that a
number of follow-up actions are desirable. In particular, it notes that the government should

* Implement the revised pay scaes and benefits and carry out the downszing in
accordance with the federal government restructuring plan over 2001-2003.

* Implement career development, training and personnel management reforms as

envisaged by the Establishment Divison.

The Bank has dso supported the government’s devolution program. Here, the follow-up
actions which the Bank recommends in the Structura Adjusment Credit (FY 2001)
document include

* The phased implementation of the adminigrative and fisca decentrdization
envisaged in the devolution plan

» Thefull implementation of the palitica devolution envisaged in the devolution plan

 Promulgation of the Freedom of Information Ordinance.

As this credit line has only just been gpproved, the implementation of these reforms will

remain to be seen. However, it is noteworthy that the Bank’ s Report recommending the loan
does nat identify any mechanisms through which monitoring of the implementation is to be
caried out, or identify an overal time frame for implementation, or identify steps which the
Bank can teke in engaging with the government over the time frame of the loan if
implementation isinadequate.

The specific reforms discussed in this chepter were subgantidly the initiatives of the
Government of Pakistan. The loca ownership content was thus high and this congtitutes one
of the strengths of the reform process undertaken by the present regime. The Bank has only
recognized the importance of the steps taken by the government in commissioning reports
and expressing its commitment to push through these reforms. The partnership eement could
have been pushed further in identifying ways in which implementation could be monitored
and assigted by the Bank. In interviews with senior Bank officids it was darified to us that

the reform process was not a conditiondity of the SAC. However, since the long-term



ability of Pakistan to service its debt depends on socia productivity improvements flowing
from the governance reforms, the Bank could have identified the implementation of key
components of the governance reforms as important enough to require ongoing assistance
and partnership with the Bank, even if they were not identified as conditions. If the Bank is
unwilling to do this, the incluson of governance reform as a Bank objective is rather
pointless since the Bank is effectively giving unconditiond loans to support the budget untied

to any outcome.

Taking dl aspects of bureaucratic and politica reform together, a number of aress are
particularly week in the government's reform approach and further attention needs to be

given to these areas in the future.

Fird, there has to be much greater clarity about the objectives of government as identified
by the highest levels of the reforming leadership. Our extensve interviews reveded a wide
gap between the theoretica requirement of policy coherence and the redlity where different
departments and levels of the bureaucracy, politica respondents and representatives of civil
society, each identified different areas of bureaucratic and political corruption which were
most important, and different areas where government service delivery should concentrate.
The determination of the core areas of Sate action is clearly deeply politica and it would be
ingppropriate for the Bank or any outside agency to prescribe in a one-sided way.
However, the Bank can identify this as an important area where progress needs to be made,
make available international comparative studies and facilitete a nationd debete with a view
to srengthening the palitical process to deliver a coherent reform policy.

Second, concrete steps need to be taken to strengthen the capacity of the higher levels of
the civil service in aress of criticd importance to be identified through this process. The
Committee on Restructuring and Rightsizing of the Federad Minigries/Divisons identified this
as an important area but did not provide a comprehensive study of areas of competence and
areas of weakness. Indeed this cannot be done before politica agreement on the overdl
functions of government as outlined above has been achieved. But here too, the Bank can

assig in providing technica support for carrying out such a sudy.
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Third, a palitica congtituency has to be created to support downsizing the civil service a the
lower levels. Even reforming bureaucrats who were part of the Committee on Restructuring
warned us that such a condituency did not exis and indeed in a climate of economic
downturn, the employment generation tasks of the state were widdy expected to continue.
These respondents pointed out that the political feasibility of a reform package would be
consderably enhanced if it could be combined with a socid wefare program which was
targeted at the classes and groups which would most serioudy suffer from a cutback in low-

leve civil service employment.

Fourthly nationa awareness has to be created about the problem of politica clientelism and
how it destroys the possibility of effective political monitoring of the bureaucracy. Again this
is a deeply politicd issue about the nature of interna poalitics in Pakigtan, but effective
monitoring and sanctions within the bureaucracy are dmost impossible to achieve as long as
the political process remains highly clientditic, with a built-in tendency to support politicd
corruption. Many senior political representatives whom we interviewed refused to accept
this as a serious problem, even though its importance in Pakigan (and many other
developing countries) is widely known and recognized both by common people and the
media. The widespread refusa on the part of politicians to accept palitical clienteism as a
major problem paradoxicaly shows the seriousness of the problem, because politicians
understand thet they will find it very difficult to operate if they actually take a position of not
responding to the demands of powerful clients. Here too, the Bank can help by educating
the media and involving socid scientigts in a nationd debate on the effects of dientdist
politics and its implications for attempts to impose effective politica controls over the state's
sarvice ddivery and regulatory functions.

Fifthly, those areas of service delivery which are suitable for devolution should be supported
with more effective powers for didtrict level politicians to control the budget. The devolution
program as it is currently formulated has a number of weak points which have been outlined
in detal in the lagt section. Of these, the weskness of effective budgetary devolution is the
most immediate. Without budgetary power, the monitoring by political representatives is
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meaningless, but of course, the reservations expressed about political clientdiam in the last
point above dso have to be kept in mind. Clearly successful and sustained improvementsin
governance and reductions in corruption require Smultaneous moves on a number of fronts,
but even if that is not possible, moves on each front should be well thought through, so that
even if they do not produce immediate results, they can contribute to better results once

changes in other areas have a so been achieved.



