NFC as a healer?
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THERE is considerable excitement in provincial capitals about the first meeting of the new National Finance Commission (NFC), which is due later this month.

All parties, Punjab and Sindh in particular, are reported to be preparing for a battle royal.

The only point on which all provinces agree is to get the provincial share of the divisible pool raised to 60 per cent of the total collection, according to one report. But if that is all the NFC is going to do, its performance will be no better than the 2006 award when Gen Musharraf, as the supreme arbiter, had resolved the deadlock in the commission by nominally raising the provincial share and mandating an annual one per cent increase. Under that formula the provinces will be entitled to 50 per cent of the resources in the divisible pool in 2010-11.

The size of the allocation to the provinces is important but much more significant is the principle of distributing funds among them. The present formula of fixing a province’s share in accordance with its population, except for the division of the small portion of the sales tax added to the provincial share, is favoured only by Punjab. Some time ago the Balochistan finance minister claimed that at the meeting of provincial finance ministers in June last, Punjab had agreed to consider other bases of resource-sharing.

Relief at this welcome news was short-lived. Latest reports indicate that Punjab will defend the population-basis formula as stoutly as ever and it has been doing elementary arithmetic sums to counter proposals for other formulas. This does not bode well for the future of the federation.

The NFC is one of three institutions, the other two being the Council of Common Interest and the National Economic Council, that have a pivotal role in guaranteeing peace, justice and understanding between the centre and the provinces and also among the provinces. Their failures and inadequacies weaken the federation, undermine good governance and adversely affect the rights of the people. Some unusual importance attaches to the NFC award because it offers direct relief to cash-strapped provinces.

Almost every year Balochistan and the Frontier plead their inability to prepare their budgets unless they receive from the centre grants-in-aid besides their share in the NFC award. No responsible federation can be complacent about this state of affairs.

Distribution of resources across the various parts of a state is a fairly common problem in the world. All federations face this problem and so do some unitary states that wish to address economic imbalances between regions or communities. Population is a common basis of determining regions’ shares but quite a few other formulas are also in vogue.

For example, India also started allocating states their share of the divisible pool on the basis of population, and it is still a main factor, but other bases are also being used. These include a state’s backwardness/poverty, resource absorption capacity, ability to generate its own resources, et al. Some economists take exception to the Indian Finance Commission’s obsession with precise calculation of the different states’ entitlements but it will be difficult to find fault with the principle of defining these entitlements. The point one wishes to make here is that the NFC need not be shy of learning from good practices abroad.

For reasons that are well known the NFC has become a source of contention in domestic politics. The less populous provinces believe its awards have been unfair, unjust and politically unsound. If their grievances can be removed by including, along with population, some other criteria such as area and state of underdevelopment in the resource-sharing formula, the NFC may become a healer of their wounds.

Some thought needs to be given to the composition and autonomy of the NFC. It has traditionally comprised the federal finance minister, the provincial finance ministers and four other nominees of the provincial governments. This means a commission of the establishment and for the establishment. If a party is in power at the centre and in two provinces, the establishment’s hold over the NFC will become more complete.

The present practice of dumping NFC work on the desk of a joint secretary in the finance ministry confirms the low priority attached to the institution. The commission must be an autonomous institution with adequate staff and facilities for learning from and interacting with similar institutions in other countries, especially federations.

Examples are available to confirm the benefits of involving the public with the work of the NFC. For instance, the Finance Commission of India has put all relevant material on the previous finance commissions on its website. The present (13th) commission has also invited members of the general public, institutions and organisations to advise it on its task which is given in considerable detail.

Significantly, this task is not confined to apportioning shares in the divisible pool and also includes making suggestions “for maintaining a stable and sustainable fiscal environment consistent with equitable growth”. A similar initiative in Pakistan will promote a fruitful discourse on the issue of sharing of revenues, strengthen transparency and foster a climate of mutual trust among the people of different federating units.

One may also consider the view that if a regulatory mechanism becomes too cumbersome or too controversial to be useful, or if its operational costs exceed all possible benefits, it is better to abandon such a mechanism and save both time and resources. If unanimity among the provinces is impossible, the idea of having an NFC may be dropped and some other resource-sharing formula tried. One such suggestion is that the provinces may be happy if sales tax is returned to them along with property-related taxes. This will be quite just as sales tax was taken over by the centre from the provinces soon after independence — initially for a year, then for two years and after that on a permanent basis.

Above all the role of the NFC cannot be considered in isolation from the state’s priorities and the style of governance. The centre has become much too obese and much too extravagant to be healthy and efficient. It is in danger of collapsing under its own weight. Besides controlling defence expenditure and making it subject to normal financial discipline, the centre must shed a lot of fat. But the lean and austere centre that Pakistan needs for its survival and progress suits neither the political nabobs nor the status-crazy bureaucrats.

That is a much bigger problem than the NFC’s unsatisfactory functioning. Thus NFC reform will yield the desired result only if it runs parallel to a wider overhaul of the state structure.

