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In the last quarter of a century several civilian and military governments have come into power, blamed their predecessors for mismanaging the economy and promised to make a new beginning by using a different economic management approach. At the end of the day, each of them did exactly the same that was done by its predecessors and left the economy in a worse shape than before.

During this entire period, the IMF has remained engaged with almost all the governments; its reports show that it patted each government on the back for doing a good economic management job while the economy actually continued to accumulate structural imbalances. 

Our successive governments opted for quick-fixes and easy patchwork and were never really serious about adopting durable structural policy reforms. The IMF endorsed phony economic programmes of various governments to enter into formal lending arrangements and then gave waivers and accepted fudged data to keep those programmes operational.

The cumulative impact of all this has been that the country is in deep economic difficulties and desperately needs a break from the past to achieve the objectives of high rate of economic growth, low rate of inflation and balance of payments viability on a sustained basis. And instead of learning from past failures, the PML-N government and the IMF staff are about to repeat them.

The first requirement for change of direction in the economy is for the government to abandon its old habits of thinking, governing and managing the economy. The routine of preparing a budget with large expenditure targets, unmatched by the commensurate tax effort to finance them, needs to be given up. Excessive reliance on foreign borrowing and treating the domestic banking system as the lender of the first resort to the government should be stopped. The tradition of meeting trade deficit by foreign begging and borrowing should also be permanently abandoned. The stranglehold there is on policy-making – by administrators, bankers and accountants of the Ministry of Finance, who are incapable of making the right economic policy choices – should be broken. 

Our politicians should realise that all over the world their counterparts depend heavily on the technical work done by competent professionals, including economists and fiscal experts. There is all the more need for Pakistani politicians to become a little humble about their technical abilities and seek professional help rather than relying on gut feelings, political instincts and simplistic solutions of complicated economic policy matters offered by administrators and accountants.

The country has to achieve a high rate of economic growth of 7-8 percent per year on a sustained basis to generate employment opportunities and absorb the surplus labour force in productive activities. To generate such a growth rate on a sustained basis, the country needs to raise the level of investment to about 25 percent of GDP. This level of investment is impossible to achieve without a simultaneous increase in the rate of national savings.

Assuming that the social, political and security environment in the country can be improved to an extent that foreign savings of about five percent of GDP can be attracted through increased remittances, foreign direct investment and foreign borrowing, the first economic priority should be to raise the domestic rate of saving to about 20 percent of GDP on a sustained basis. This will be possible only if the fiscal, monetary and exchange rate policies are oriented towards encouraging savings and discouraging consumption both in the public and private sectors.

The second economic priority should be to create fiscal space and monetary stability in the country, both to accelerate private investment and keep the rate of inflation in low single digits for a sustained period. The prerequisite for the achievement of a low rate of inflation and a high rate of private investment is that the consolidated deficit of all layers of the government, including public sector enterprises, should remain below four percent of GDP over a sustained period of time, and monetary expansion is contained within safe limits. It should be obvious that monetary stability cannot be achieved by the SBP as long as it remains in a state of slavery to the Ministry of Finance.

It is equally important to realise that a reduction in the budget deficit should not be shown by figure fudging, lowering releases for development expenditure and keeping a chunk of the unproductive expenditure off the budget accounts, but rather by increasing the tax-to-GDP ratio and keeping in check the level of current expenditure in relation to the GDP. 

For these purposes, the focus of the fiscal policy ought to be shifted from the rate of taxation to the base of taxation, from reliance on indirect taxes to that on direct taxes, from taxation of the poor to taxation of the rich and from taxation of savings to taxation of consumption. This will be possible only if political and social reforms take place, which free the government from the stranglehold of the vested interest groups that are exploiting our national resources for personal enrichment.

The entire economy needs to be brought under the tax net. In the case of income tax, all incomes, regardless of their source, should be subject to taxation. The marginal rate of income tax should rise with the rise in income. The exclusions from taxation should be of dividends that are ploughed back in the economy, the income that is saved by the people and a threshold of income that is close to the poverty line. All other exemptions, exclusions and deductions that are currently being given to various pressure groups should be eliminated. 

In the area of indirect taxes, a low sales tax on the entire base of transactions other than food and medicines should be imposed under a system which promotes documentation of the economy. Additionally, one factor for determination of the share of provinces in the federal tax pool should be their own taxation effort. 

These fiscal reforms will promote domestic savings, bring down on a sustained basis the budget deficit and reduce the need for more borrowing. It will also free the monetary policy from the burden of budget financing and release banking resources for acceleration of credit to the private sector without breaking the safe limit of monetary expansion.

The third economic priority should be to expand exports and curtail non-essential and non-developmental imports so that the deficit on trade and services account can be brought down to a level where it can be financed by a regular flow of home remittances. The practice that has been followed for the last three decades, of more foreign borrowing to meet the current account deficit and ensure the availability of foreign exchange resources to meet rising foreign debt obligations, should be abandoned.

Export-led economic growth is not possible without the resolution of issues of availability and pricing of the various sources of energy, improvement in the law and order situation and appropriate use of the exchange rate policy to maintain the competitiveness of the economy. 

The obsession of the PML-N government with the stability of the nominal exchange must be replaced by a commitment to maintain the stability of the real effective exchange rate. The government’s fascination for mega projects should be replaced by more productive public-sector spending. 

It is clear that the government has to abandon the present approach to economic management and put its fiscal, monetary, exchange rate and debt management policies on the right path to achieve a high rate of economic growth, relative price stability and equilibrium in the balance of payments. Without a drastic change in its approach to economic management, the PML-N government will produce no better results than its predecessors.
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