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THE current government has handled a difficult economic and financial situation. In the spring of 2008 it was clear that the country was heading towards an economic disaster. Urgent action was required and was taken by going to the IMF for resources to save the foreign exchange reserves from plunging to the point where the country would not have been able to service its external debt. 

The Fund came to Islamabad’s rescue and in return for the commitment to stabilise the economy more than $11 billion were committed. This amount was to be disbursed over a period of 23 months. 
The crisis passed, the decline in foreign exchange reserves was halted, the rate on inflation slowed down, the slide in the value of the shares listed on Karachi Stock Exchange stopped, and some investor confidence returned. With stability having been achieved, in which direction should the country move? 

To answer this question, a group of business people, senior government officials and some representatives from the think tank community was established under my chairmanship in late 2008.. The group goes under the nomenclature of the Task Force for Private Sector Development. It has met four times and each time it has reported either to the president or the prime minister the substance of its deliberations. Its fourth meeting was held in Islamabad on February 12 and 13 and culminated with a briefing given to Prime Minister Yusuf Reza Gilani. We told the prime minister that the task force appreciated the fact that the government had decided to identify the private sector as the most important determinant of economic revival and growth. 

In fact, the Planning Commission is looking to the task force to develop a policy framework that would help the private sector to contribute to the development of the economy. In the presentation made to the prime minister, a number of areas in which the government and the private sector needed to work together to achieve the desired result,. were identified.
The most important of these is the need to make the economy as self-reliant as possible. Over the last sixty years the economy has done well only when there was a large inflow of money from abroad. Self- reliance will only become possible if the government is able to raise more resources from within the economy rather than continue to rely on external capital flows. 

In a presentation made to the task force, Finance Minister Shaukat Tarin pointed out that with the tax-to-GDP ratio having declined to about nine per cent, the entire development expenditure was being financed from foreign flows. Government’s revenues barely covered current, non-development expenditure. 

The reason why Pakistan was doing so poorly was that the tax base was very small. This put a very heavy burden on the small number of people and entities that paid taxes. Given the narrow base, the incidence of tax on those that actually pay is very high. In view of this, the task force is recommending three things to the government. In reforming the tax structure, it should broaden the tax base. The most effective way of doing this is to move to towards a value added tax, lower the corporate rate and create a level playing field for all players in the economy.

Taxing the large enterprises in the formal sector, while allowing the small firms to escape the tax net, created a wrong set of incentives for asset owners in the private sector. This was one reason why the size distribution of the firm was skewed towards the very small firms. More than 90 per cent of industrial output was accounted for by the firms that employed less than 10 persons. 

The task force has spent a fair amount of time in looking at the characteristics of the Pakistani firm. Using date available from the survey done by the World Bank in the context of its report, Investment Climate Assessment II, we concluded that the aim of industrial policy should be to increase the size of the firm, improve its technological base and make it more outward oriented. This will require the government to move on a number of fronts at the same time.

Labour laws need to be consolidated with the aim to protect the workers but at the same time reducing the visits to the firms by large number of regulators who seem more interested in collecting rents than in improving the conditions of workers. At the same the employers must have more flexibility in hiring workers and firing those that are performing poorly or have become redundant. The firms must also have ready access to land they need for their activities.

A matter that engaged the attention of the task force a great deal is the question of entry and exit of firms. Those countries that have done well in terms of developing their industrial base have made both processes less cumbersome. Pakistan is working on creating a mechanism for allowing firms to exit – to opt for bankruptcy if the condition so demands. The idea is to set up resolution trust corporations that will pick up non-performing assets, restructure them and dispose them off in the market. 

We believe that a more effective and efficient way would be to develop a framework which would allow both debtors and creditors to work within a supervised institutional framework. The United States has such a system that works very well. It is called “Chapter 11 proceedings”. Something along those lines should be attempted in Pakistan. 

Large firms are concerned about the non-availability of skilled workers. The educational base is poor. It does not place in the market workers with needed skills. Some of the firms that have successfully dealt with this problem have done so by training their workers themselves. This is costly and the firms believe that they should be given some incentives in this area. Some of the countries in East Asia that have done well, have allowed firms to write off some of the training expenses against taxes. However, this approach will add another subsidy to the many that various firms have been allowed over the years.

In approaching the question of accumulated subsidies, the task force has concluded that the government should produce a map that identifies, quantifies and estimates the cost to the economy of all the subsidies the private sector receives. This will help to rationalise them. We are also of the view that the government should publish in the form of a book all the SROs it has issued from time to time. These are aimed at specific industries or firms. Most of them create serious distortions in the system. The government should eliminate as many of these as possible. Such an exercise would also aim to create a level playing field for all firms. 

Finally, we are of the view that the government should review all the economic laws that have accumulated on the books over time. Some of these don’t serve the purpose for which they were enacted in the first place. Their rationalisation will help to simplify the legal environment in which the firms are currently operating. Our main conclusion from this year-long exercise is that for the private sector to become a real driver of economic revival and growth the government will need to take a large number of required actions. 

