Lowering inflation is high priority
By Sultan Ahmed

THE choice for the government now is between higher economic growth and reduced inflation. The government has preferred the former and the growth rate for the current financial year has been reaffirmed as seven per cent. And inflation will not be 6.5 per cent, as indicated earlier, but 7.5 per cent and most probably 8.5 per cent as the prices of essential goods continue to soar and refuse to climb down.

If the world oil prices come down and stay at reasonable levels, much below $50 a barrel, and the benefit of that is passed on to the people the inflation can come down. But between the world oil prices and the domestic prices stand tax-collecting machinery, the high profit seeking oil companies, refineries and distributors with their usually devious ways.

The reduction of four rupees in petrol price and one rupee in diesel oil price has been described by various sections of people and trade and industry as being much inadequate. Too little has been conceded after such a long period of high prices. And the severest condemnation has come from the Public Accounts Committee of the National Assembly which has questioned the logic of exporting petrol to Afghanistan at Rs 26-27 a litre and selling the same at home at Rs 53.70 a litre. It wants the large profits of the refineries and the oil companies to be reduced and the consumers given a fair deal.

The PAC wants the 1994 profit sharing formula to be revised as it was negotiated at a time when the world prices of oil were relatively low compared to peak prices of recent times when they touched $79 a barrel. The government should now agree to come up with a new formula. Even after the recent reductions, the government will earn Rs 22.73 from a litre of petrol, Rs 30.80 from HOBC, Rs 4.60 on Kerosene oil and Rs 4.25 from light diesel oil. The secretary to the ministry of petroleum who attended the PAC meeting has agreed to take the issue to the cabinet which alone can revise the profit sharing formula negotiated in 1994. The new rate of Rs 53.70 per litre of petrol is still very high if judged by the low wages in the country. Various organizations and transporters want a reduction of Rs 12 per litre.

What is of concern is that the benefit of the price reduction is not being passed on to the people by the transporters. The car owners feel better for the price reduction but the commuters are no gainers as the benefit is not being passed on to them. Maybe if the price reduction was much larger, there might be some small reduction in passenger fares.

This is how the system works. When a tax is raised it is immediately passed on to the people, even the raise in the prices of the old stocks, but when a tax is lowered either the benefit is not passed on to consumers or too little is passed on. So, the consumers are always the loser and there exists no protection against such abuses.

Pursuing higher economic growth at the cost of several other factors has some advantages for the government. It has for example resulted in an improvement in revenue collection during the first half of the current financial year by 27 per cent instead of the targeted 17 per cent, says prime minister Shaukat Aziz.

In the first half of the last financial year the revenue collection was Rs 323 billion. But the collection in the first half of the current financial year ending December was Rs 410 billion which delights the government. Abdullah Yusuf, chairman of the Central Board of Revenue is confident that even if the oil import bill goes down, the total targeted tax revenue of Rs 835 billion would be collected. In view of the vastly improved tax collection particularly of direct taxes there is some hope of a substantial reduction in oil prices if they don’t rise in the international oil market.

The oil pricing policy is usually based on the principle that when the world oil prices go up the prices at home will be held down. And when the world oil prices come down the government would make up for its earlier loss by not lowering them. Here, the policy has been to maintain far higher domestic prices compared to the world prices. And the large income from taxing oil is not described as a tax but as a development surcharge which the government uses like any other revenue. In addition, the taxes on oil include the sales tax and excise duty and the share of the refineries, oil marketing companies and the distributors. We need a new profit sharing formula that promotes the interest of the consumers and the commuters instead of only those of the vested interests.

The State Bank of Pakistan’s second half year monetary policy says the bank will continue its tight monetary policy although it may not have great impact on inflation; it wants the supply chain to be improved and developed to meet the needs of the consumers, particularly for essential goods whose prices have been rising. A recent report said prices of 17 essential items had risen high although the latest sensitive price index shows a single digit rise in the index of 8.5 per cent in the year but food inflation according to another report rose last year by 12.7 per cent.

The extent of poverty reduction achieved so far is a matter of argument between the government and the World Bank. The Bank says that poverty in Pakistan went down during 2003-05 by 5.2 per cent and is 29.2 per cent. But the government claims that during last five years poverty went down by 10.6 per cent.

Does this difference has its origin in the concept or definition of poverty or in the methods of data collection? The government does not accept the universal concept that anyone living below a dollar a day is very poor, instead it goes by the consumption of calories to determine who is poor and who is not and as a result it comes up with a low poverty figure. The government should accept the universal concept of poverty instead of determining that only by the number of calories consumed by a poor man.

Meanwhile, the LPG prices have been raised by six per cent and the OGRA has urged the government to reduce gas prices following the cut in oil prices. The government should not come up with the usual argument that the price of gas in Pakistan is low as compared to oil and should hence be raised as an incentive for the companies looking for oil and gas.

The World Bank has spoken of cartels and monopolies in Pakistan that distorts the working of the economy and discourages the investors and calls for the promotion of competition. The old monopolies commission has now become competition promoting commission and it is for the rechristened commission to play its role well. Its performance now should not be as inadequate as when it was a monopolies commission because of opposition from vested interests. We need competition at all levels. We can’t have a free enterprise without real competition.

India is going for promoting competition in the retail trade as well and bringing the top retailer of the world Wal-Mart to the Indian market. We should not lag far behind and improve the supply chain by strengthening the retail market.

The State Bank governor Dr. Shamshad Akhtar has admitted that a preference for high economic growth at the cost of fighting inflation can be a self-defeating strategy at the end if enough corrective measures are not taken. She has acknowledged that inflation in Pakistan is higher compared to countries like India and China with whose products our exports are competing Our trade partners too have a low rate of inflation while the cost of doing business in Pakistan is high.

We have already a record balance of trade deficit as well as a balance of payments deficit which cannot be sustained for long despite the large home remittances and foreign investment which in the first half of the financial year rose by 68.82 per cent compared to the first half of the last financial year.

In addition Pakistan has a long history of high inflation and what we have today is the outcome of the accumulated inflation of decades since the oil shock of 1973. Hence the government and the State Bank have to give serious thought to reducing inflation to around five per cent by strengthening the supply side and making available most of the essential goods in adequate measure.

P.S: The government and the State Bank do not seem to know what to do with the coins and small denomination currency notes. The size and shape of the coins are to be changed again. I hope they will not get smaller and smaller to reflect their diminishing purchasing power. After doing away with the rupee 1, 2 and 5 currency notes, Rs 5 notes are to make a comeback again in a different form. Meanwhile, the high denomination notes have been becoming smaller, reflecting their shrinking purchasing power although that is not meant by the issuers.

Maybe the government wants us all to become credit card holders which involves a lot of hassle. Let the government and the State Bank take their own time and come up with the right currency notes and coins instead of making a mess of the coins and petite currency notes. And let, what it comes up with, stay for some time instead of changing them too quick and confuse the common man.

