Wages and price hike
By Sultan Ahmed

PRIME MINISTER Shaukat Aziz has stated that the salaries, wages and pensions of government employees would be increased when the new budget is presented. He has also promised to raise the minimum wages of the private sector workers, probably in view of the forthcoming elections.

Meanwhile, President Musharraf has said that the size of the federal budget for next fiscal year will be raised through taxes to one trillion rupees as against current year’s Rs840 billion. That target could be easily materialised as the government revenue is increasing rapidly, particularly the direct tax revenues in the light of the seven per cent economic growth expected this year and the flourishing corporate and banking sectors with their high tax payments. The prime minister wants higher payment for the workers so that they can benefit from the higher economic growth. But prices are rising and recently the prices of 16 essential items rose further following previous price rise.

Simultaneously, chairman of the government reforms commission Dr. Ishrat Hussain, the former governor of State Bank of Pakistan, proposes to extend the retirement age of government employees to 62 years from 60. Late retirement has several advantages for the government. But a major disadvantage is decrease in fresh recruitment. Over two million enter the job market every year in Pakistan.

Late retirement can help retain some of the best talent for two more years although so far only those having influence succeed in getting an extension for two or more years. It can also reduce the pension burden of the government which is reported to have risen to Rs47 billion. What percentage of the total pay bill the pension consumes is not obvious.

Many retirees at 60 are mentally and physically fit and so many governments in Europe particularly in Scandinavian countries had their retirement age between 60 and 65. Senior judges in Pakistan serving at high courts retire at 62 and those at the Supreme Court, at 65. But a decision not to seek fresh recruits will cause a major uproar, particularly among fresh graduates.

A few years ago, the military pension of Rs28 billion was shifted to the civilian sector. But in the wake of severe criticism, the decision was reversed.

Now the government is seriously trying to raise income for the pension fund so that it can give a better deal to the pensioners. A number of actuaries are working on it. The effort is to use some profitable methods, as employed by the western countries, and make the pension a productive asset to the country as well.

While the size of the pension bill is said to be Rs47 billion, the actual number of the pensioners is not known, nor is known the size of the pension bill in the provinces and the number of pensioners there. The yearly figures should be informed when the budgets are presented. Besides, it was said that after the privatisation makes headway the number of employees on the government’s payroll will come down. To what extent that has happened and how far the number has come down is not known.

Now that we have district governments with their own budgets, what is the size of their pension fund and the number of persons employed by them. These should be accounted for from year to year.

Usually the larger the bureaucracy, the longer the redtape and greater the corruption. Too many persons want to fill their pockets and do that in concert. The Asian Development Bank says Pakistan needs Rs30 billion each year for five years for expenditure on the maintenance of roads. The bank also says that 20 per cent of the funds will be lost through corruption. That means six billion rupees each year. A solution being suggested is pre-audit of the outlay on large projects. But it has not found favour with the government on grounds that it might delay implementation of the development projects.

It has been reported that the new annual development plan outlay to be presented along with the budget will be of the size of Rs500 billion. The current year’s outlay is Rs270 billion. This is a large increase in the outlay, particularly after using borrowed funds from abroad. Care must be taken to ensure that the country gets the best out of the development outlay instead of too much of the borrowed funds going waste.In an economy marked for sustained inflation, increasing wages or salaries of government employees is not the ideal or real solution to the problem. The normal effort should be to increase the supplies and lower the prices, in addition to adequate official measures. Since such attempts in the past had failed in Pakistan even after following a tight monetary policy the government is coming up with salary and wage increases to appease the people.

And the government finds that it can raise the salaries of its employees easily as its tax revenues next year will rise to Rs 1 trillion, and the overall size of the budget may rise to Rs1.7 trillion. The private sector’s profits are large enough to afford higher wages for its workers. The advisor on finance to the prime minister Dr. Salman Shah says there will be tax relief in the budget but usually the loss of revenues from such concessions is not very large.

Now as a result of increase in wages and official salaries, the demand pressure in the market will increase and prices may go up further. That is what has happened in the past and can happen again. Prices of 16 essential items have already gone up and prices are to rise further. But in the prevailing political situation, the government has no option but to increase the wages for it is an election year.

Industrialists and traders will pass on the burden of the enhanced wages of the workers plus the loss of revenue from early closure of shops, to the consumers. They will not share any of the enhanced cost and loss of income among themselves. That is not our way of doing business. The consumer is at the receiving end of all the taxes, wage increases and other levies.

The government promised to improve the supply chain by promoting a second sabzi mandi in each city. Not much has happened in that direction so far. Instead, consumers are benefiting from the opening of the Makro-type supermarkets where they can buy essential items in bulk at concessional rates. That is a negation of the official policy.

The small consumer meets his needs , not only through the utility stores which are small in number, but also through the open market. The government has to come up with such measures which are beneficial to the common man to make him feel the high economic growth is real and he is a participant and not merely an envious onlooker.

