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Abstract 

This paper is a bid to explore the Economic development in Musharraf era and to know 

about the effectiveness of economic reforms Musharraf administration undertook to 

grapple with the economic challenges. Another important question that is tried to 

address in this research is to whether the economic growth in Musharraf era was myth 

or reality? Mixed method is applied in which qualitative and quantitative data is used. 

This research has empirically proved that the Musharraf era’s economic development 

was a reality. However, US aid helped Pakistan’s economy to keep pace; it was not the 

cornerstone of Economic growth. US aid was a one side of the coin and a minor facet of 

economic development, but actual contributor was governance including policies, 

structural reforms, comparatively strong institutions, and stabilization of 

macroeconomics. 

Keywords: Macroeconomic, FDI (foreign direct investment), Fiscal deficit, Foreign 

exchange reserves, workers’ remittances   

 

Introduction 

The term Economic development is synonymic to economic growth. Economic 

development can also be understood as an economic change in a country whether that 

is qualitative or quantitative. Usually, the theory of economic development deals with the 

way in which poor economies supersede themselves into prosperous economies. The 

issue of economic development first came to fore after WW2, when the dark clouds of 

European colonialism faded away and left many colonial states with lower living 

standardsi.  Pakistan’s history is not satisfactory, when it comes to economic 

development since inception. Political instability and imbalance in Civil-Military relations 

derailed the economic growth.      

Pakistan emerged as an agrarian economy; agriculture contributed largely by 53% to 

GDP in 1947 and in 1949-50, a slight surge in the percentage of contribution was noticed 

as 53.2%.  At that time, Pakistan was united and dismemberment of East Pakistan had to 
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happen. The Per capita Income was 360$ in 1950. National saving rate was 2%, foreign 

saving rate was also 2% and investment rate was 4%.  In 1950s is identified as the first 

decade of planning.  Pakistan envisaged a number of five-year plans from 1955-1998. 

Pakistan entered in the group of fast-growing countries in 1950s but anti-agriculture 

policies paved the way for the decline of the agricultural development from 2.6% in 1949-

51 to 1.9% in 1957-59. Cotton textiles played vital role in economic growth in late 1950s. 

On the other hand, US Aid of $500 million no doubt provided assistance but created 

foreign dependence for economic growth.  Balance of trade badly disturbed by dint of 

decline in exports in 1959-60. In 1959-60, the per capita income in West Pakistan was 

Rs355 and in East Pakistan it was Rs269.  

In 1960s, massive US Aid and political stability created conducive environment for the 

economic growth of the country. Pakistan successfully achieved the growth rate of 5% 

in agricultural field due to the investment on water resources and other required tools 

to farmers.  GDP touched the figure of 6.7% in 1960-70 and per capita income was Rs504 

in West-Pakistan and Rs314 in East Pakistan. In 1970s, the segregation of East Pakistan 

jolted the country. Poverty rate soared to 55% in 1971-72. The annual average fiscal deficit 

rate was 8.1% in 1973-77. Large- scale manufacturing rate reached at 5.5% per annum in 

70s. Trade deficit was astoundingly US$337 million in 1970-71 and US$1,184 million in 

1976-77. In 1980s, the main development was the reversal of nationalization of 

institutions which was done in 1970s. Poverty rate fell to 29.1% in 1986-87 and 

unemployment rate saw decline by from 3.7% in 1980 to 2.6% in 1990. In 1986-87, Pakistan 

got 16% ratio of national savings. National debt increased from Rs58 billion to Rs521 

billion in 1988. During 1980 to 90, Pakistan’s annual growth rate was 6.3%. 

In 1990s, worker remittances were declining and external deficit was ballooning. 

Unemployment rate reached at 5.9% in 1991 to 7.9% 2000. From 1980 to 1995, rise in the 

ratio of external debt 42% to 50% was noticed. A more horrific situation of economy 

emerged in late 1990s, when public debt soared from 57.5% in 1975-77 to 102% in 1998-

99. Poverty level increased to 30.6% in 1998-99 (Sgro, Iqbal Anjum and Pasquale Michael 

2017).  Pervez Musharraf imposed martial law on Oct 1999 by throwing away the 
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government of Nawaz Sharif and breaching the Article 6 of constitution of Pakistan. In 

political terms, that is considered the darkest day for democratic progress but in terms 

of economy, era of Musharraf is deemed as catalyst for reforms. The economic situation 

bequeathed by previous governments posed many challenges to Musharraf government. 

To resuscitate the crippling economy was hard nut to crack but Musharraf’s accepted 

this challenge wholeheartedly. In span of six years from 2002 to 2008, economic 

management and structural reforms astonishingly paid back.  The growth rate soared 

from 2.1% to 7% and a stagnant economy noticed palpable growth. Foreign reserves 

marvelously increased from $700 million to $17 billion. In his era, Pakistan succeeded 

to spur the foreign investors to invest in the country.  

FDI (Foreign Direct investment) was not satisfactory in the 2001-2 as it was merely equal 

to $481 million but it swelled to $5152.80 million which indicates towards the 

rehabilitation of confidence of foreigners on the country. Karachi stock market 

considered as the best performing market of Asia and Pakistan ranked third in terms of 

profitability of banking. Large scale manufacturing sector reached at 30 years high and 

the sector akin to construction was at 17 years high. Myriads of employment 

opportunities were provided in telecommunication, Information Technology and CNG 

sectors. Nine world class and 18 public sector universities were established and literacy 

rate rose to 53%. Furthermore, Poverty rate was also decreased by 10% (Tanoli n.d.). 

The Context 

1. According to South Asia Investor Review, although huge criticism poured in due 

to political blunders committed by Musharraf but there is consensus among 

people over the economic growth in the Musharraf era. GDP doubled, revenue 

collection increased, structural reforms and encouraging foreign direct 

investment are some of the important achievements of Musharraf economic plan. 

2. A blog in express tribune “50 reasons Pakistan needs Musharraf” written by a late 

politician Syed Ali Raza Abidi. This article highlights fifty unforgettable 

achievements of Musharraf and all are related to economic development.  
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3. According to BBC, Shaukat Aziz the Finance minister of Pakistan under Musharraf 

was praised for economic reforms and economic growth in country.   

4. Decrease in the poverty level was noticed in Musharraf era from 34.5pc in 2001-

2 to 22.7 in 2004-5 as mentioned in an article written by Dr. Akmal Hussain a 

professor of economics at Beaconhouse National University Lahore. 

5. According to Dawn, the period of Musharraf from 1999 to 2008 presents an 

economic boom with stabilization of exchange rate, economic growth, foreign 

direct investment, and record increase in the remittances of workers.  

6. Ishrat Hussain mentions in his book “Governing the ungovernable” that ‘by dint of 

economic reforms, rise in investment, debt relief and external support, Pakistan’s 

economic achieved massive breakthrough in Musharraf era (Hussain, Governing 

the ungovernable (institutional reforms for Democratic Governance) 2018). 

7. In Chapter 9 of his book, “Pakistan the economy of an Elitist State”, Ishrat Hussain 

succinctly draws light on the economic growth in 1999/2000-2006/2007, in which 

he shows eight points including GDP growth, declining fiscal deficit, falling public 

debt, subdued inflation, private sector growth, machinery imports for textile 

industry, doubled merchandise exports and foreign direct investment, poverty 

alleviation (Hussain, Pakistan, The economy of an Elitist State 2019).  

8. According to Annual Progress Report 2004-05 “GDP growth swelled to 8.4% in 

2005 from 3.1% 2002”. It further clarifies the economic uplift in Musharraf era 

(Annual progress report 2004-2005). 

9. According to a research article “Politics Case study: Bad News in Good Times of 

General Musharraf Presidency: Economics versus Politics” in Munich Personal 

RePEc Archive (MPRA) written by Mamoon and Dawood, it is mentioned that 

‘During Musharraf era Pakistan was fastest growing economy in the region of 

South Asia’ (Mamoon 16 oct 2017). 

Economic Reforms in Musharraf era: 

Before going to the economic reforms undertaken by Musharraf government, it will be 

useful to point out some economic challenges previous government bequeathed 
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(Husain, Pakistan's economic progress since 2000: False Dawn or A Promising Future 

2004)  

a) Declining Economy 

b) External payments crisis 

c) Inefficient governance 

d) Increasing debt 

e) Rising poverty 

f) Precarious state of social indicators 

g) Stagnating exports 

h) Tumbling revenues 

After catapulting to power in Oct 1999, Musharraf assembled a team of technocrats to 

cope with the economic malaise.  A multifaceted strategy was devolved and announced 

on Dec 1999 to iron out economic issue. Some of the main points of this strategy were; 

Sustaining Macroeconomics and reviving working relations with the different financial 

institutions, Structural reforms, Strengthening governance and bolstering up national 

institutions and poverty alleviation (Looney, The Musharraf Paradox: The failure of an 

Economic Success Story 2008). The team of experts and technocrats had to work under 

the stewardship of Shaukat Aziz the then Finance Minister.  Various committees, 

working groups and task forces were established. Experts from within and from outside 

the country were incorporated in the committees for their precious recommendations 

for the reforms. One of the most important committees was the Debt Reduction 

Management (DRM) spearheaded by erstwhile chief Economist of the World Bank and 

its recommendations chalked out the plan of action. For bringing Central Board of 

Revenue under the ambit of reforms, another committee was formulated and this 

committee work under the supervision of Former Senior Vice President of the World 

Bank. Similarly, many other committees like Agricultural taxation committee and a 

group to review the reforms in financial sector were formed. Musharraf administration 

inked a concord with IMF for ‘a nine-month stand by’ policy in Nov 2000. This concord 

was meticulously implemented and all the conditions stipulated by IMF were met before 
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Sep 2001 and this paved the way for three-year Poverty Reduction and Growth Facility. 

The World Bank and Asian Development Bank both provided considerable support to 

Pakistan. The arrangements to put the economy on right track resulted in a fundamental 

shift in economic progress. Now question arises, what kind of reforms was made and 

what were the results? Some of the most important reforms are following (Hussain, Key 

Issues In Managing Pakistan's Economy 2005): 

Macroeconomic Stability: 

Stability of macroeconomic was one the planks of Musharraf administration’s strategy 

to grapple with the economic challenges. It was acquired by reducing fiscal deficit, 

achieving current account surplus, subduing the inflation and transformation in external 

debt. These changes were brought with the help of International financial institutions 

and Paris club bilateral creditors. The policy to reduce the fiscal deficit was consisted of 

four parts:  

1. Achieving additional tax revenues  

2. Curtailing the subsidies to corporations and public enterprises 

3. Securing considerable decline in debt servicing payments 

4. Controlling defense expenditures 

Similarly, managing the external debt was also an important issue and it was managed 

through following steps: 

1. Reprogramming or re-profiling the official bilateral debt’s stock 

2. Concessional loan from International financial institutions 

3. Pre-paying loans 

4. Liquidation of short-term liabilities 

Over the span of 4 years from 1999 to 2003 drastic change in the indicators of 

macroeconomics was noticed. Table to understand the change in macroeconomics 

indicators (Hussain, Economy of Pakistan: Past, Present and Future 2004). 
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 OCT 1999 
SEPTEMBER 

2003 

CHANGE IN 

THE 

INDICATOR 

Real-GDP 

growth rate 
4.2% 5.3% Positive 

Inflation 5.7% 3.3% Positive 

Fiscal 

deficit/GDP 
-6.1% -4.0% Positive 

Current 

account/GDP 
-3.2% +5.0% Positive 

Domestic 

Debt/GDP 
52.0% 43.4% Positive 

External Debt $38 billion $35 billion Positive 

Remittances  
$88 million 

per month 

$ 300 million 

per month 
Positive 

Exports $7.8 billion $35 billion Positive 

Tax revenues Rs391 billion Rs. 510 billion Positive 

Rupee-Dollar 

Parity 
Depreciating Appreciating Positive 

Foreign Direct 

Investment 
$472 million $500 million Positive 

Foreign 

exchange 

reserves 

$1.6 billion $ 12.0 billion Positive 

Poverty 

related 

expenditures 

Rs.133 billion Rs.161 billion Positive 

Unemployment 6% 8% Negative 

 Note: all the indicators in the column no 1 are related to 1998-1999 or October 1999. All 

indicators in the column no 2 are related to 2003-04 or end September 2003.  
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Financial Sector Reforms: 

Financial sector also went through the process of reforms. Some of the financial sector 

reforms are: 

1. Bringing the national banks under the umbrella of privatization 

2. Enhancing the enforcement capacity and regulatory supervisory strength of SBP 

3. Decreasing the cost of capital by coping with non-performing loans, curtailing tax 

burdens, and lowering cost-income percentage 

4. Reviewing the foreclosure laws 

5. Facilitating Middle income and lower income groups by initiating the provision of 

credit for SMEs, Agricultural, micro credit, and consumer financing. 

6. The enforcement of corporate governance and transparency 

7. Liberalization of foreign exchange system 

8. Encouraging the technological advancement in the field of banking by E-banking 

and ATMs. 

Financial sector assessment came to light by the World Bank and the IMF maintained 

that Pakistan had successfully achieved an effective and efficient financial system. 

Pakistan was standing third in the bank profitability in the world in 2002 

Tax Reforms:  

Tax reforms were undertaken to make the tax administration more effective, eradicate 

whitener schemes and to alter the tax evasion culture. Income tax ordinance was 

introduced in 2001 which paved the way for uniform tax rates, elimination of non-

adjustable withholding taxes and eradication of exemptions. Furthermore, 

documentation drive during 1999-2000 helped CBR to bring more income taxpayers and 

new sales taxpayers into the tax net. 600,000 taxpayers were profiled which made the 

process of tax assessment more effective. Tax collection rose to Rs152 billion in four 

years in comparison with Rs82.5 billion in previous government.  It was 84pc rise in the 
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tax collection. From increasing by 4.6% in 1996-99, the tax collection percentage soared 

to 14pc in next four years (Looney, The Musharraf Paradox 2008). 

Tariff reforms 

Meticulous efforts were made to liberalize the economy of Pakistan in 1990s. Some of 

the important points of tariff reforms were: 

1. Reduction in the number of duty slabs to 4 

2. Elimination of quantitative import restrictions with exception of imports akin to 

health, public morals, security, religious and cultural concern. 

3. Statutory orders phased out in 2004 which exempted some industries from 

import duties. Almost 4000 items were freed from the import duties. 

4. Various laws were established to bring the trade regime on a par with World 

Trade Organization regulation.   

Privatization 

Public sector corporations are considered as burden on the budget. Approximately, one 

third of the fiscal deficit can be linked to the losses of public sector corporations. 

National banks usually have to carry the burden of these corporations. Under Musharraf 

administration a new law was thrashed out to accommodate privatization. Four banks 

were sold to strategic investors in private sector. Various other companies were sold 

and some were on the cards to be sold like Pakistan Telecommunications Co. Ltd. and 

Pakistan State Oil. 

Governance and institutions: 

Devolution Plan 

One of the cornerstones and the pillars of Musharraf Administration’s reforms was the 

devolution plan. It handed over the responsibilities and powers from federal and 

provincial level to local level representative. This plan was implemented in 2001. Now, 

the development related activities were handed over to the local representatives. 
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Devolution plan had positive impacts on the country as it was effective to curb 

centralization, to ensure transparency and public participation in local affairs.  

Policy and regulatory agencies 

Musharraf administration segregated the policy and regulatory processes which were 

combined under a ministry before. Various regulatory agencies were established for 

economic activities like finance, aviation, oil, gas, telecommunications, and banking. The 

regulatory system was separated from ministry. The chairman and Board members 

were given the secure of tenure and they could not be removed from their posts on the 

whims of politician.  

NAB (National Accountability Bureau) 

National Accountability Bureau was also the brainchild of Musharraf administration to 

curb the corruption. It has been working effectively since then.  Bevy of politicians, 

businessmen and government officials has been grilled by the NAB for their wrong 

doings. Many of people have been fined, disqualified from public offices and fined for 

corrupt activities. Tax defaulters were also questioned, probed and even persecuted by 

the NAB. Musharraf claimed that “NAB was established to insert the fear of God in the 

corrupt officialsii”.  

Institutional reforms:  

Civil service reforms were undertaken to improve the system of career progression, 

performance, training and recruitment. To mitigate the influence of politicians in the 

process of recruitment and promotions, the responsibilities and independence of FPSC 

was increased. Amendment in the civil service act was made to ensure the career 

progression on the basis of performance. Other federal institutions like CBR, SECP, SBP 

and Pakistan railways also went through the process of reformation.  

Reforms in the justice system were also initiated for infrastructure supporting judicial 

system, court formation system and case management. Small cause’s courts were set 

up to help the poor who are facing minor issues.  
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Police reforms were introduced to separate the investigation, prosecution and law and 

order functions for making the process of specialization easier and more effective. 

Public Safety Commissions were formed at district, provincial and federal levels to 

institutionalize the public accountability of Police officers.  

Poverty Reduction: 

Poverty incidence in a short period of time in Musharraf era was a brilliant contribution 

to progress.  In twelve years from 1988-89 to 2000-01, poverty rate rose to 33pc from 

18pc.  

The strategy to grapple with the poverty suggested in Poverty reduction Strategy paper 

comprised of four pillars.  

1. Acceleration of growth  

2. Increasing Public Expenditures 

3. Poverty Targeted Interventions in which programs akin to small public works were 

included like (Khushal Pakistan Program), microfinance, health and education. 

4. Social Safety Nets like the food support program, according to which 1.2 million of 

poor households were assisted.  

Results of economic policies and reforms from 1999-2007 

Real GDP Growth 

GDP growth from 1999 to 2007 witnessed ups and downs. Real GDP Growth was 4.2pc in 

FY1999, 3.9pc in FY2000, 1.8pc in FY2001, 3.1pc in FY2002, 5.1pc in FY2003, 6.4pc in FY2004, 

7.6pc in FY2005, 6.6pc in FY2006 and 7.0pc in FY2007 (Hussain, Pakistan: The economy of 

an Elitist State 2019). 

FISCAL 

YEAR 

FY99 FY00 FY01 FY02 FY03 FY04 FY05 FY06 FY07 

GDP% 4.2 3.9 1.8 3.1 5.1 6.4 7.6 6.6 7.0 
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Fiscal Balance 

A considerable decline was noticed in fiscal deficit from -5.4pc in 2000 to -3.2pc in 2005 

but a little rise to -4.3 was again noticed in 2007 (Hussain, Pakistan: The Economy of an 

Elitist State 2019) 

FY FY99 FY00 FY01 FY02 FY03 FY04 FY05 FY07 FY07 

Fiscal 

balance% 

-5.1 -5.4 -4.3 -4.3 -3.8 -3.2 -3.2 -4.2 -4.3 

 

Poverty incidence 

Recently, Planning Commission revealed that the poverty rate saw decline from 34pc in 

2001 to 15pc in FY 2008 (Hussain, Pakistan: The economy of an Elitist State 2019). 

Poverty incidence from 1963 to 2005 

1963-64 1987-88 1999-00 2001-02 2004-05 

40.4% 17.3% 32.6% 34% 24% 

 

Inflation 

In the first five years, the inflation was successfully controlled but slightly increased and 

reached at 8pc in last three years (Hussain, Pakistan: The economy of an Elitist state 

2019). 

Fiscal 

Year 

FY99 FY00 FY01 FY02 FY03 FY04 FY05 FY06 FY07 

Inflation% 5.7 3.6 4.4 3.5 3.1 4.6 8.8 7.9 7.8 
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Private Sector 

Low interest rate paved the way for progress in Private Sector. Bank credit to private 

sector increased from Rs19billion in 2000 to Rs431billion in 2005 and then slightly 

declined (Hussain, Pakistan: The economy of an elitist state 2019). 

Credit 

to 

Private 

Sector 

84.4 19.3 56.4 53 167.7 325.2 431 401 366 

Fiscal 

year 

FY99 FY00 FY01 FY02 FY03 FY04 FY05 FY06 FY07 

 

Defense Budget 

Defense expenditures always grab the attention of Pakistan’s educated youth and the 

point of Defense budget is used to unleash the volley of criticism on the government. 

Main reason behind this is people think the huge amount of money should not be 

allocated to defense but to the education and other sectors. It will be strange to know 

that under Musharraf era the Defense expenditures were decreased. 

Year % of GDP % of Revenue % of expenditures 

1990-91 6.9 39.4 24.8 

1991-96 5.6 32.5 23.1 

2000-01 4.0 23.7 18.3 

2003-04 3.8 22.7 19.5 

Defense expenditures decreased from 7pc in 90s to 3.8pc in 2003-04 (Rizwan Raheem 2014) 

Public Debt 

Public debt considerably declined from 85.3pc of GDP in 1999 to 55.7pc in 2007 (Hussain, 

Pakistan: the economy of an elitist state 2019) 
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Public 

Debt 

FY99 FY00 FY01 FY02 FY03 FY04 FY05 FY06 FY07 

% Of 

GDP 

85.3 84 89.6 82.9 76.9 70.5 62.5 56.7 55.7 

 

Interest payments: 

Huge decline was noticed in interest payments from 51pc in 2000 to 28pc in 2007. 

Fiscal 

Year 

FY99 FY00 FY01 FY02 FY03 FY04 FY05 FY06 FY07 

Interest 

payments 

% 

47 51.2 45.1 44.7 32.8 30.1 25 22 28.4 

    

Other Sectors: 

Sectors 1999-2007 

Foreign Direct Investment $472million in October 1999 to $5.1 

billion in June 2007 

Workers Remittance $1.1 billion to $5.5billion 

Foreign Reserves $2.3 billion to $16.5 billion 

Exports $7.8 billion to $17 billion 

Tax Revenue Rs347 billion to Rs890 billion 

Per capita 1.9% to 5% 

Source: Pakistan: The Economy of an Elitist State (Second edition) by Ishrat Hussain pp483 to 

pp500. 

US Aid Thesis: 

It is often said that the economic progress in Musharraf era was result of USA’s aid; it 

does not stand an empirical test. Due to political revulsion, people do not acknowledge 
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the economic contributions of Musharraf. As far as dictatorship is concerned, no one 

would like to see country under the authoritarian regime. But keeping aside the political 

blunders committed by the Musharraf, we must focus on empirical evidence to 

understand economic growth in Musharraf era. 

Governance matters a lot in economic uplift of a country. In above mentioned tables, the 

progress in different sectors can be noticed but role of better governance is unavoidable 

in achieving this development. In Pakistan, the era of dictators saw more economic 

growth in comparison with the democratic eras. In musharraf era governance was 

better than democratic eras. Following are some empirical evidence which strengthen 

my point. 

a)  Sakib Sherani reviewed the world governance indicators for 1996 to 2015. He 

finds that Pakistan performed well under Musharraf era in four out of six indicators in 

which regulatory quality, political stability and absence of violence, control of corruption 

and government effectiveness are included (Sakib Sherani November 2017). Similarly, in 

a study conducted by Muslehuddin (2007), in which he analyzed the time period of 1983/4 

to 1987/8 and 2002/3 to 2005/6. He maintains that progress in both eras became possible 

by favorable external environment and effective policy framework. He further finds that 

growth in 2000s was also result of improvement in institutions and governance, private 

sector dynamism, structural reforms, and better macroeconomic fundamentals 

(hussain 2019) 

Indicators 1983-4 to 1987-8 2002-03 to 2005-06 

Favorable external 

environment 
Positive Positive 

Policy consistency Positive Positive 

Sound 

macroeconomic 

fundamentals 

Negative Positive 

strong human capital Negative Negative 

Adequate savings Negative Negative 
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High productivity positive Negative 

Structural reforms Negative Positive 

 strong institutions Negative Somewhat 

 private sector 

dynamism 
Negative Somewhat 

Good governance Negative Somewhat 

Source: Governing the ungovernable by Ishrat hussain pp78. 

In above mentioned table designed by Muslehuddin mentioned in Ishrat Hussain’s Book 
portrays a better picture of Musharraf era. In Musharraf era the institutions, governance and 
private sector performed well in comparison with Zia period.  

                                   

Matthew McCartney in a study the economic development of Pakistan from 1951-52 to 

1958-59,1960-61 to 1969-70, 1970-71 to 1991-92, 1992-93 to 2003-03 and 2002-03 to 2008-

09. In these periods, he didn’t only focus on economic development but his main focus 

was to country dependency thesis. He divided the above-mentioned periods in the 

episode of growth and episode of stagnation. According to him, the periods of 1951/52 to 

1958/59, 1960/61 to 1969/70 and 2002/03 to 2008/09 were episodes of growth. On the 

other hand, the periods of 1970/71 to 1991/92 and 1992/93 to 2003/03 were the episodes 

of stagnation. In his conclusion, he maintains that the dependency hypothesis has weak 

basis. He emphasizes on the fact that Pakistan’s economy was less dependent on 

external factors but mainly internal factors, policy, weather, and nature of state 

economy relations played role in economic uplift (McCartney September 2011). This 

evidence proves that in Musharraf era better governance, policy, macroeconomic 

stability, political stability, nature of relation between state and economy, policy 

consistency and institutional reforms set the ground for economic growth. 

Acknowledging the US Aid as sole reason behind the economic growth in Musharraf era 

would be a hollow claim because this claim discredits the Musharraf administration’s 

policies to cope with the economic challenges. Furthermore, this claim only shows a 

minor aspect of economic growth.  



18 
 

Rationale-47: Pakistan’s leading National Security and Foreign Policy Analysis Think Tank 
 

b) Secondly, if the US Aid played role to economic growth in Musharraf era then 

increasing exports($7.8 billion in 1999 to $17 billion in 2007), rise in tax 

revenue(Rs347 billion in 1999 to Rs890 billion), low defense expenditures(6.9% 

of GDP in 1990-91 to 3.8pc in 2003-04), private sector contributions to 

economic growth(Rs84 billion in 1999 to Rs366 billion in 2007) and 

encouragement of Foreign Direct Investment($472 million in OCT 1999 to $5.1 

billion in June 2007) doesn’t make sense. Because these developments are 

only possible when there are effective policies, better governance and 

political stability (especially FDI is impossible without political stability and 

peace). Improvement of mentioned indicators shows the betterment of 

governance. So, giving all the credit to US Aid for economic progress would 

be intellectual dishonesty.  

c) Thirdly, Macroeconomic indicators were showing positive results before 

September 11, 2001. For example, inflation rate decreased from 5.7 in FY98-99 

to 4.4 in FY00-01, Tax revenue increased from Rs308billion in FY98-99 to 

Rs392billion in FY00-01, large Scale Manufacturing growth rate increased 

from 3.6 in FY98-99 to 11.0pc in FY00-01. Similarly, many other indicators like 

Exports, public debt, external debt, budgetary deficit, and current account 

balance also demonstrated improvement (Husain, Pakistan's Economic 

Progress since 2000: False Dawn or a Promising start? 2004). These facts 

portray that basis of economic growth were set by the Musharraf 

administration before Sep 11, 2001, and these facts further dilute the US Aid 

based thesis. 

d) According to Dr. Ishrat Hussain, “US Aid was equal to 4.5% of total foreign 

exchange receipts and as a ratio of total budgetary expenditure it remained 7 

to 8pc”. He maintains that US aid thesis is a myth (Husain, Governing the 

ungovernable 2019) 

 

Sustainability: Question regarding sustainability of Musharraf era’s economic 

growth is often raised that at the end of Musharraf’s era; especially when new 
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government came in power the economic growth disappeared. Firstly, in 

democratic periods there was less political stability in comparison with the 

dictators. Secondly, the policy consistency matters a lot for sustainable 

economic growth but in Pakistan it is a common thing to reverse the policies 

and end the progressive initiatives taken by the previous governments for 

example, some of the important reforms were abolished in post-2008 period 

like local governments were abrogated (Husain, Governing the ungovernable 

2019).  

Conclusion 

Musharraf administration introduced many reforms and meticulously tried to deal with 

the economic challenges. Pakistan enjoyed high growth rate under musharraf era. 

Musharraf administration’s focus on the stability of macroeconomic condition and 

successful strategies made the economy prosperous. Economic growth in 1999-2007 

was corollary of better management of economy, better governance, structural reforms, 

comparatively strong institutions, and political stability. USA’s Aid basically expedited 

the pace of economic growth but did not set the basis for growth. So, empirical evidence 

suggests that there was more than USA’s Aid that contributed to the economic 

development of the country.  Merely, aids can never be the reason behind economic 

development but absolutely can be a minor aspect of development. Giving all the credit 

to USA’s Aid is oxymoronic to empirical evidence and can be result of political revulsion. 
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