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“FISCAL Neanderthals”. This is how a friend used to describe the finance and FBR bureaucracy — and their parliamentary “handlers” — after each bout of resistance to tax reform and the introduction of the value-added tax between 2008 and 2010.
With the scale of the fresh assault launched on public finances and institutions, and on state-owned enterprises, resembling a blitzkrieg, perhaps the government’s already less-than-ordinary handling of the economy can be described as a “giant leap backward”. (In evolutionary terms, what would that be: Fiscal Homo-Erectus?)

After three years of heading the finance ministry, during which time the average fiscal deficit amounted to 7.9 per cent of GDP (including the projected deficit this year), and the budget gap amounted to a cumulative Rs5 trillion, Mr Hafeez Sheikh has relinquished charge. His resignation came amid rising frustration of his party colleagues that the minister’s inaction would “cost the PPP the election”.

His successor has clearly taken on the mantle of someone who will “deliver” the election by taking pork-barrelling and free-wheeling spending to new heights — from an already dangerously elevated level under Mr Sheikh. (To the Planning Commission’s eternal shame, it has acted as a willing facilitator to the political patronage and pork-barrelling of the last few years).

Measures which the federal as well as provincial governments are trying to rush through in the dying days of their incumbency, include: “regularisation” of the services of hundreds of thousands of contractual employees, stuffing constituents and party loyalists in newly created jobs in the public sector, approving bailout packages amounting to billions of rupees to the likes of PIA; and doling out state land as plots to bureaucrats.

This comes on top of thwarting any independent and transparent investigation of alleged mega-corruption through acts of commission and omission in the case of Ogra, NICL, Haj, allotment of ephedrine quotas, “missing” Isaf containers etc., which collectively have cost the exchequer and taxpayers hundreds of billions of precious rupees through either embezzlement and outright fraud, or via incompetence caused by non-meritorious appointments.

Broadly, a few pages from this playbook of mis-governance and mal-administration encompass the following well-tried and tested methods:

— Non-merit-based appointments, especially at senior decision-making levels — with the appointment by the PPP government of the erstwhile and fugitive Ogra chairman the most egregious example;

— Jobs by the thousands to party loyalists in state-owned institutions ranging from FIA, Nadra, police, to Railways, OGDCL, PSO, PIA and Pakistan Steel Mills;

— The doling out of “development funds” to MNAs and MPAs with no accountability of end use;

— The use of discretionary funds and powers by the prime minister and chief ministers with no oversight and accountability;

— Non-transparent procurement at inflated rates by public-sector companies from “fly-by-night” companies set up by relatives/cronies of those in power;

— Relaxation of PPRA (Public Procurement Regulatory Authority) rules for specific entities or specific transactions in the name of “expediency”;

— Institutionalising gas theft by nearly doubling the “Unaccounted-For Gas” (or UFG) benchmark for the two gas distribution companies;

— Overseeing poor governance in the power sector that is estimated to cause a loss of at least Rs100 billion each year;

— Issuance of tax and customs duty waivers to favoured companies through issuance of SROs;

— Fraudulent tax refunds by FBR, obtained via illegal gratification or under pressure;

— Allowance of mis-declaration on import to escape payment of higher customs tariff;

— Ensuring loans to cronies from banks either under state ownership (Sindh Bank, Bank of Punjab, NBP etc), or under government influence;

— Allocation of licences and quotas, with LPG and ephedrine just two examples;

— Use of government advertising revenue as a source of influence or favour;

— Grant of plots to bureaucrats, journalists and others from state land;

Categorising the actions of the PPP-led government into three groups will make it easier to understand the scale of the institutional carnage that has been let loose, and to begin monetising the potential losses.

Public finances: The direct costs to the exchequer of these actions will come in the form of higher employee-related expenses, higher interest payments on government borrowing undertaken to cover the additional expenditure, and lower tax receipts and dividend income accruing to the government.

In addition, the losses of public-sector enterprises (PSEs) because of bad governance will eventually translate as a charge on the budget when an equity injection or ‘bailout’ by the government takes place. Given the scale of the corruption and mal-administration, the aggregate recapitalisation costs could amount to anywhere between two to five per cent of GDP, as a conservative estimate. On a current basis, this amounts to between Rs400bn to Rs1,032bn, but it will almost certainly be higher in later years given that the GDP base would have increased. The indirect costs occur from the higher inflation burden (or “tax”) on the citizens of Pakistan, and the near-collapse in public service delivery that accompanies this scale of mal-administration.

Another cost is the steep negative impact on the formal sector of the economy, and its consequent spill-over into lower investment and employment.

Public-sector enterprises: The damage done in the past five years to the PSEs can best be gauged by the fact that on-paper profitable PSO cannot pay for its import letters of credit without release of funds from the finance ministry, and the two Sui companies will “become bankrupt by June”, according to none other than the prime minister’s adviser on petroleum. In addition, PIA’s losses had reached Rs28bn during 2011, while its equity stood at Rs86bn (deep in the red). Its auditors have given an unqualified opinion as to its standing as a “going concern” — meaning it’s officially bankrupt.

Railways, the power sector, Pakistan Steel Mills, TCP, Utility Stores Corporation are the other entities suffering huge losses and imposing a mega-burden on public finances.

Public institutions: Political appointments in SBP, OGRA, FIA, ECP, boards of commercial banks and PSEs, are the other manifestation of mal-governance by the PPP government.

The visible costs of mis-governance are usually the tip of the iceberg, as proven by experience the world over as well as in Pakistan during the 1990s. The true scale of the long-term damage caused to the economy will only become clear over a period of years. This is so since balance sheets and income statements can be opaque, and large losses or material risks and contingent liabilities, can remain hidden from public view for years before a “blow up” occurs. Only professional forensic accounting will be able to reveal the true scale of the fiscal mess the PPP-led government is leaving behind after five years in power.

The writer is a former economic adviser to government, and currently heads a macroeconomic consultancy based in Islamabad.
