Road to nowhere
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THE road to Mithi, deep in the Thar desert, traverses miles and miles of nothingness. The barrenness is punctuated by occasional thatched dwellings — and two large concrete arches at a distance from each other, towering into the sky, in the middle of nowhere. 
Meant to signify an ‘entry’ point and an ‘exit’ from some town or village, but where none existed, only heightened my curiosity. A quick explanation from my guide settled the matter: these were constructed by the nazim in memory of his late father — ostensibly from the development funds for the region.

Fast forward from beautiful Thar to the moral desert of Islamabad. The same wanton and criminal use of public monies was put on display in the park across the street from where I live, where an ugly, unwanted and out-of-place structure, resembling
a Mughal outhouse, was constructed by CDA. Two months later, it was demolished.

Flush with funds from the Musharraf regime that had embarked on its re-election bid, this burst of Keynesian activity was repeated across the country. Under the guidance of the ‘comrade’ engineer installed as deputy chairman of the Planning Commission, the size of the public sector development programme (PSDP) rose multi-fold in the Musharraf years. To short-circuit troublesome issues such as the limited capacity of government agencies to spend, or the need to rigorously establish the developmental need of a particular project, or bureaucratic procedures such as environmental impact assessments, a simple technology was used: a hotline to the presidency. In at least one Ecnec meeting, sources claim, a call from the
presidency introduced some new projects not even on the agenda, or previously vetted, only to be approved minutes later.

This was political patronage and corruption at its worst. In the event, all that the bloated expenditure under PSDP could deliver to its political masters was a transient impetus to growth, lasting less than three years, muted job creation and a portfolio of unfinished projects worth Rs3tr (which will take over 12 years to complete, if at all). Worse (or better?) still, it could not even deliver the elections as it was designed to do.

More pertinently, comrade engineer had tunnelled public finances deep into the red (what other colour could be worthy of his endeavours?!) Unfortunately, the Planning Commission, even under the veneer of a technocratic set-up, continues to act as an instrument of political patronage, accommodating projects in the PSDP under the so-called Multan and Larkana ‘packages’.

The problem is not with the basic premise of anti-cyclical fiscal policy underlying Keynesian economics — which I advocated as a member of the Economic Advisory Council in 2008. (This may come as a surprise to friends from the Planning Commission and the Pakistan Institute of Development Economics who regard me as the ultimate fiscal conservative, a nemesis of the public sector!) Nor is the history of the PSDP replete with unmitigated disasters or failures. Scores of worthy projects have contributed immensely to Pakistan’s development over the years, with the construction of the Tarbela and Mangla dams standing out as the most notable.

Done right, public spending is an important tool in the policy arsenal of any government. It is the application of the concept in practice, particularly since the 1990s, that has provided few cheerful examples. Pakistan is no exception in this regard. The recent fiscal stimulus of over $1tr in the US, and two decades of stimuli by the Japanese, have failed to generate sustained job creation in the two economies, while leaving a mountain of debt in their wake.

In fact, according to recent work of the Planning Commission, in the case of Pakistan, the PSDP has not had as strong an impact on economic growth as previously assumed, while around 40 per cent of spending under the development head has not reached the intended beneficiaries. As the Planning Commission’s recently released ‘new growth framework’ establishes (with all its ‘freshwater’ biases!), the path to sustained high growth does not necessarily lie through a larger public sector and higher government spending. Smaller, but more effective, government and a more investment-friendly regulatory environment can produce larger, and more sustained, payoffs for the economy.

So what should one make of the growing crescendo calling for greater stimulus to the economy via expansionary fiscal and monetary policies? Public pressure has already claimed one sensible policy as a ‘victim’. The good ex-governor SBP Shahid Kardar was right in pursuing a relatively tight monetary policy (though it was not tight enough in inflation-adjusted terms), and the pandering to public and political sentiment by the interim custodians of the financial and monetary system in bringing the discount rate down while inflation, and inflationary expectations, remain untenably high is a blunder.

On the fiscal front, low tax collection — plumbing new depths under an FBR whose current incompetence is unprecedented — and its corollary (high public debt), constrain the use of expansionary policy, even if it could deliver growth and jobs on a sustainable basis.

And what about the argument of not pursuing tax reform and a higher tax-to-GDP ratio because growing the economy will reap more revenues? Not surprisingly, this is a favourite argument of the untaxed and relatively lower-taxed segments of the business community (traders and exporters, mainly), with the agriculturists pitching in with their wholehearted, and totally in-the-national-interest, support.

While their motivation for not sharing the tax burden more fairly is understandable, the rationale proffered by these well-heeled segments of society unfortunately is unable to bear the weight of evidence. Notwithstanding short bursts of above-par growth in the economy, the tax-to-GDP ratio is in secular decline, having fallen to 8.6 per cent currently. For every one per cent nominal growth in GDP, FBR has managed to increase tax collection or tax receipts by 0.75 per cent. Without deep and broad tax reform, and a more competent and honest FBR, we are well and truly on the road to nowhere.

