Who needs the NFC?
By Dr Pervez Tahir

THE constitution of a National Finance Commission (NFC) has been among the early decisions taken by the democratic regime. The only two consensual awards emerged during democratic regimes in the past, one under Mr Bhutto and the other during the first tenure of Nawaz Sharif. That might happen yet again. So, at least, all well-meaning souls wish. But will it, with positions and even postures set in stone?

Each province now has its well-known position, with a Kalabagh-like regime-neutral provincial consensus. Territorially the largest province, Balochistan wants territory to be the basis of distribution. The NWFP is the poorest; it insists on poverty and backwardness as the criteria for horizontal distribution. Sindh believes it collects the most taxes and would like it to be the basis. Punjab is the most populated and has had the muscle to keep population as the sole criterion in the apportionment of resources. If the presidential election is any guide, this time round the power has tilted in the other direction.

One shudders to think how this new matrix will play up in the deliberations of the recently constituted NFC, the conciliatory gestures of Mian Shahbaz Sharif towards the smaller provinces notwithstanding.

Resource distribution had haunted the unitary federation inherited in 1947 from its very inception and was finally its undoing in the smog of 1971. Reading the proceedings of the Pakistan Economic Association in the 1950s and the 1960s, one comes across a recurrent view of the Bengali economists about the unfair centre-province resource distribution. At play had been the logic of power.

East Pakistan was the condemned, over-breeding province; so population could not be the criterion of resource distribution. ‘National interest’ demanded parity. Once that unfortunate province was seen off by the forces that be, population was unashamedly enforced as the sole criterion of federal-provincial apportionment.

The Panel of Economists set up by the Planning Commission in 1969-70 on the Fourth Plan came out with two separate reports, a Bengali report and another by Punjab- and Karachi-based economists representing West Pakistan. The plan never took off. The Panel of Economists recently set up by the Planning Commission to prepare the next five-year plan is drawn almost entirely from what President Zardari described in his recent Washington Post article as “an elite oligarchy, located exclusively in a region stretching between Lahore and Rawalpindi-Islamabad” and Karachi, with an IFI nexus as the most common denominator.

Nominal representation of economists from Pakhtunkhwa and Balochistan and none from rural Sindh, the Seraiki belt of our amiable prime minister, Fata, AJK, and Northern Areas gives little hope for inclusive development or the ‘Pakistan Khappey’ project.

Arrogance like this has sown the seeds of a deep mistrust in the federating units. Resources are generated in provinces, not Islamabad Capital Territory. Should the provinces trust the federal government with the major chunk of their resources? The last NFC was subverted by the Musharraf government by shifting the focus from the vertical distribution on which there was a consensus to horizontal distribution between the provinces.

All provinces were agreed that the federal share be reduced to 50 per cent from the hefty 62.5 per cent fixed by the NFC 1997 on the advice of the current chairman of the Panel of Economists. Instead of acting on this united stand, the Musharraf-Aziz government challenged the provinces to come out with a new formula for distribution among them. The inevitable result was a deadlock, giving Musharraf the chance to impose an interim award to protect the federal share.

The success of the new NFC hinges on two actions by the federal government and an act of entente by the Punjab. The former has to implement this year, not over the years, the provincial consensus that already exists on a 50:50 vertical distribution with no deduction of collection charges, and the latter has to accept population as just one of the criteria. If the unlikely happens, and the NFC moves on rather than witnesses walkouts and boycotts in the very first session, then a possible consensus formula may be à la the Senate elections: equal weightage to population, territory, poverty and revenue collection.

Roughly, the resulting weighted average will give Punjab 36.42 per cent compared to 57.36 per cent at present, Sindh will improve to 29.34 per cent against the existing 23.71 per cent, the NWFP’s gain will be 15.19 per cent compared to 13.82 per cent at present and Balochistan will claim 19.05 per cent against the existing share of 5.11 per cent. The fact of Balochistan being the only significant gainer, and the estimates of tax collection and poverty, will raise the temperature of the discussion at the NFC. What is acceptable for the Senate may not be acceptable for resource distribution.

If inter-provincial disharmony is what NFCs promote, who needs them? My reading of the positions taken by the smaller provinces is that the issue is not more resources but control over their resources. That understood the response has to be to allow each tier of government a major elastic tax of its own. The federal government can live perfectly well within its constitutional limits on taxes on incomes including agricultural incomes, and customs. Sales tax should return to the provinces. Local government qualifies for the third tier; it must be allowed all property-related taxation. Further, provinces should have full control over their natural resources.In case of need, any tier should be able to approach the Council of Common Interests (CCI) and negotiate assistance from other tiers. In the interest of efficiency, the Federal Board of Revenue may continue to collect all taxes but it should be placed under the CCI and be funded by fixed collection charges.
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