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PREFACE

The present democratically elected Government launched its second
budget for 2009-2010 and presented it to the Joint Session of the
Parliament on 13 June 2009. After a heated debate, the budget was
approved unanimously along with procedural and legal amendments on
25 June 2009 with the hope to strengthen the economy. Earlier, Economic
Survey 2008-09 was released by Finance Ministry to inform the public
about the previous fiscal year’s economic performance. An overview of
the Economic Survey will reveal that structural weaknesses and imbalances
in country’s economy have not yet been largely overcome. Reforms are
not the final word for resolution of myriad economic woes facing the
economic system over the past six decades. Out-of-box, innovative, and
non-reforms measures should also be employed upon to expand the
economy to several unexplored sectors in order to create additional
opportunities and jobs for the growing population. An elected parliament
is the best platform to crack down such new opportunities.

The present budget is intended to create macro-economic stability
in order to pave the way for micro-economic sustainability. The budget is
aimed at growth and development as well as welfare of the people on an
equitable basis. Owing to a number of domestic factors such as the
chronic energy shortage and deteriorating law and order situation, and
external factors, principally the global recession, the overall economic
performance appears somewhat dismal as the economic growth slow
down to 2 percent against 4.1 percent growth to last fiscal year and this
year’s target of 4.5 percent. Macro and micro-economic crises, trade
shocks, global recession, and domestic security challenges were the main
hurdles in the way to economic growth during the current financial year.
In spite of this negative trend, world economic situation remained even
worse as global financial crisis badly hit the Group of Eight (G-8)
economies including the fast emerging economies of East Asia. Pakistan
still made somewhat safe passage with particular emphasis on the banking
sector, which performed pretty well compared to the banks in Europe,
America, and also in East Asian countries. Therefore, Pakistan’s financial
sector has the capacity to absorb internal and external pressures and to
provide a way forward for economic growth.



Typically, as ever, the present budget faced poverty, inflation,
subsidy, price hike, agricultural deterioration, social security, and
education as serious challenges to the economy. Inflation has badly
affected the consumers, especially the poor consumers, that stood around
22.3 percent during July-April 2008-09. Food inflation estimated as high
as 26.6 percent. Foreign trade has also suffered. Overall exports recorded
a negative growth of 3.0 percent during July-April 2008-09 against the
positive growth of 10.2 percent in the corresponding period of last year.
Imports registered a negative growth of 9.8 percent in July-April 2009 as
compared to the same period of last year. The overall tax collection
remained less than expectations and witnessed deceleration in real terms.
Efforts have yet not been made to expand the tax net to the agriculture
sector and to bring other billionaires from the stocks exchanges into the
tax-net. Rs 12.6 billion allocated for agricultural subsidies should help
modernise the agriculture to produce competitive crops instead of price
hike for essential edible items such as wheat, rice, and sugar. Incentives
for small farmers should be announced to overcome the stagnation
prevailing in the agricultural sector.

Additionally, allocations for defence were modest, which illustrated
the Government conviction of not accelerating arms race in the South
Asia region and to divert funds for economic and social development in
spite of rift with India and terrorism facing the country. On the other,
federal and provincial budgetary allocation for education does not exceed
to Rs 77 billion which is far from ground realities. A major breakthrough
must be initiated in the next fiscal budget to boost the public educational
system to new heights especially, at a time when public schools were
bombed and destroyed by terrorists in the Malakand Division.

On the external side, the country has been locked into debt cycle
once again after a short relief; depending on foreign sources to build its
foreign currency reserves with a focus shifted again to the International
Monetary Fund (IMF) and the newly framed, the Friends of Pakistan
forum. The overall foreign direct investment during the first ten months
has declined by 42.7 percent and stood at US$ 2.2 billion as against US $
3.9 billion in the comparable period of last year. Contrary to foreign
direct investment, portfolio investment, on the other, has shown a net
outflow of US$ 451.5 million as against net flow of US$ 98.9 million
during the same period of last year. On the positive note, besides



porttolio i1nvestment, economy has shown some improvement on the
income side. Per capita real income has risen from US$ 1042 last year to
US$ 1046 in 2008-09, thereby showing marginal increase of 0.3 percent.
Foreign remittances have also shown an increase of 20 percent compared
to the corresponding period of last year. Apart from the banking
performance, per capita increase, portfolio investment, and foreign
remittances, as mentioned above, other sectors appear to be on a much
serious condition. Nevertheless, with new electricity plants being
initiated now and negotiations held with Tajikistan, power shortage will
hopefully decrease. Boosting and modernising the textile sector, new
textile policy tends to enhance textiles by US$ 25 billion in the next 5
years.

As a whole, the on-going war on terror, global financial and
economic recession, and structural weaknesses are badly hitting the
economy of Pakistan and there is a need to address these issues. If fully
realised and exploited, Pakistan’s economic potentials could convert the
country into prosperity. The present volume of IPRI Factfile presents
basic information about Economic Survey 2008-9 and Federal Budget 2009-
10, and selected critical analyses from print media to understand the issues
related to current state of the economy.

14 August 2009 Dr Ahmad Rashid Malik
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HIGHLIGHTS OF THE EcoNoMIC SURVEY 2008-09

Growth and Investment

Real GDP grew by 2.0 percent in 2008-09 as against 4.1 percent last year
and growth target of 4.5 percent. The modest growth of just 2.0 percent is
shared between Commodity Producing Sector (CPS) (0.08 percentage
points) and services sector (1.92 percentage points).

Within the CPS, agriculture contributed 1.0 percentage point or
50.1 percent to overall GOP growth (a significant increase from its
contribution of only 5.0 percent last year) while negative performance of
industry dragged growth lower by 0.92 percentage points or 46.1 percent
to neutralise positive contribution of agriculture.

In the services sector major contributions to GOP growth came
from transport, storage & communication (0.3 percentage points or 14.6
percent), wholesale & retail trade (0.7 percentage points or 27.1 percent)
and social services (0.8 percentage points or 38.6 percent).

Agriculture sector has depicted a stellar growth of 4.7 percent as
compared to 1.1 percent witnessed last year and target of 3.5 percent for
the year. Major crops accounting for 33.4 percent of agricultural value
added registered an impressive growth of 7.7 percent as against a negative
growth of 6.4 percent last year and a target of 4.5 percent. The livestock
sector grew by 3.7 percent in 2008- 09 as against 4.2 percent last year.

Output in the manufacturing sector contracted by 3.3 percent in
2008-09 as compared to expansion of 4.8 percent last year and target of
6.1 percent. Small and medium manufacturing sector maintained its
healthy growth of last year at 7.5 percent. Large-scale manufacturing
depicted contraction of 7.7 percent as against expansion of 4.0 percent in
the last year and 5.5 percent target for the year. The massive contraction
is because of acute energy outages, a weak security environment and
political disruption in March 2009.

The services sector grew by 3.6 percent as against the target of 6.1
percent and by last year's actual growth of 6.6 percent. Value added in the
wholesale and retail trade sector grew at 3.1 percent as compared to 5.3
percent last year and target for the year of 5.4 percent.

Finance and insurance sector registered negative growth of 1.2
percent in 2008-09. The performance of this sector shows that Pakistan's
financial sector is integrated in the world economy and is feeling the heat
of the crisis plaguing international financial markets. The Transport,
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Storage and Communication sub-sector depicted a sharp deceleration in
growth to 2.9 percent in 2008-09 as compared to 5.7 percent of last year.

Pakistan's per capita real income has risen by 2.5 percent in 2008-09
as against 3.4 percent last year. Per capita income in dollar term rose from
$ 1042 last year to $ 1046 in 2008-09, thereby showing marginal increase
of 0.3 percent. Real private consumption rose by 5.2 percent as against
negative growth of 1.3 percent attained last year.

However, gross fixed capital formation could not maintain its
strong growth momentum and real fixed investment growth contracted
by 6.9 percent as against the expansion of 3.8 percent in the last fiscal
year. Total investment has declined from 22.5 percent of GDP in 2006-07
to 19.7 percent of GDP in 2008- 09. Fixed investment has decreased to
18,1 percent of GDP from 20.4 percent last year.

Private sector investment was decelerating persistently since 2004-
05 and its ratio to GDP has declined from 15.7 percent in 2004-05 to 13.2
percent in 2008-09. Public sector investment to GDP ratio which has
been depicting a consistent increase from 4.0 percent in 2002-03 to 5.6
percent in 2006-07, declined to 4.9 percent in 2008-09.

The national savings rate has declined to 14.4 percent of GOP in
2008-09 as against 13.5 percent of GDP last year. Domestic savings has
also declined substantially from 16.3 percent of GDP in 2005-06 to 11.2
percent of GDP in 2008-09. The overall foreign investment during the
first ten months (July-April) of the current fiscal year has declined by 42.7
percent and stood at $ 2.2 billion as against $3.9 billion in the comparable
period of last year.

Foreign direct investment (private) showed some resilience and
stood at $ 3205.4 million during the first ten months (July-April) of the
current fiscal year as against $ 3719.1 million in the same period last year
thereby showing a decline of 13.8 percent.

Private portfolio investment on the other hand showed a net
outflow of $ 451.5 million as against a net inflow of $ 98.9 million during
the comparable period of last year. US kept its distinction of being the
largest investor in Pakistan with 23.2 percent stake in the FDI. Other big
investors originated from Mauritius (10.0 percent), Singapore (7.7
percent), UK (6.9 percent), Switzerland (6.6 percent), UAE (5.3 percent)
and Hong Kong (3.9 percent).

The communication sector (including Telecom) spearheaded the
FDI inflows by accounting for 27.3 percent stake during July-April 2008-
09 followed by financial business (22.4 percent), energy including oil &
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gas and power (22.7 percent), and trade (4.9 percent). The current wave of
uncertainty in the global demand and economic activity in the country
has a major backlash on FDI inflows.

Agriculture

The agriculture growth this year is estimated at 4.7 percent as compared
with 1.1 percent during 2007-08. Cotton production at 11,819,000 bates
in 2008-09 has increased by 1.4 percent in comparison to 11655,000 bales
of last year. Wheat production is estimated at 23.4 million tons in 2008-09
as against 20.9 million tons last year, showing an increase of 11.9 percent.

Rice production has increased from 5.6 million tons in 2007-08 to
6.9 million tons in 2008-09, showing a substantial increase of 24.9 percent.
Sugarcane production has decreased by 21.7 percent in 2008-09 from 63.9
million tons in last year to 50.0 million tons in 2008-09.

Gram production at 760 thousand tons in 2008-09 has increased by
60.0 percent in comparison to 475 thousand of last year. Maize
production has increased from 3605 thousand tons in 2007-08 to 4036
thousand tons in 2008-09, showing a increase of 11.9 percent.

As regards minor crops, the production of chillies, masoor and
potatoes increased by 60.7 percent, 44.Spercent and 0.2 percent
respectively .The chillies crop is mainly concentrated in Sindh where
timely rain proved very beneficial. The production of mung, mash and
onion decreased by 11.4percent, 20.8 percent and 4.6percent respectively.

The decrease in these crops is mainly due to reduction of area under
such crops as the area of mung, mash and onion decreased by 6percent,
3.lpercent and 13.lpercent respectively. Agriculture credit disbursement
of Rs 151.9 billion during July-March 2008-09 is higher by 9.6 percent, as
compared to Rs 138.6 billion over last year.

The domestic production of fertilisers during the first nine months
(July - March 2008-09) of the current fiscal year was up by 3.6 percent as
compared with corresponding period last year. On the other hand, the
import of fertiliser decreased by 51 percent, the off-take of fertiliser also
decreased by 11.9 percent during the same period last year.

Manufacturing

Overall manufacturing posted a negative growth of 3.3 percent during the
current fiscal year against the target of 6.1 percent and 4.8 percent of last
year. Large-scale manufacturing witnessed a across the board decline of
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7.7 percent during ongoing fiscal year against the growth rate of 5.2
percent last year.

Severe energy shortages, deterioration in domestic law and order
situation, sharp depreciation m rupee vis-a-vis US dollar and most
importantly, weak external demand on the back of global recession
coupled with slowdown in domestic demand are responsible factors for
sluggish performance of manufacturing sector.

Major items responsible for this negative trend in large scale
manufacturing during the current financial year were vegetable ghee (8.2
percent),cooking oil  (3.Spercent), beverages(3.7 percent), sugar
(26.3percent),tea blended (0.Sopercent), Cotton yarn (0.3 percent) &
cotton cloth (0.3percent), petroleum products (9.2 percent), jeeps & cars
(48.Opercent), deep freezer (17.7percent), refrigerator (12.2 percent), TV
sets (38.8percent), Bicycles (30.4percent), Buses (51.3percent), pig iron
(12.4percent), upper leather (7.6percent), nitrogenous fertiliser
(0.8percent). Production of a few items depicted increase in their
production such as cigarettes (11.4percent), cotton (ginned) (1.4percent),
liquids/syrups (1.7percent), phosphatic fertiliser (33.3percent), cement
(4.7percent) and coke (51.7percent).

The mining and quarrying sector registered a growth of 1.3 percent
during the current fiscal year against the target of 4.5 percent and 4.4
percent last year. Government of Pakistan privatised Hazara Phosphate
Fertilisers Limited (HPFL) at Rs 1340.02 billion during current fiscal
year.

Fiscal Developments

The overall fiscal balance has recovered from a sizeable slippage of 2007-
08 amidst substantial decline in revenues and elimination of some
subsidies like on petroleum products. The tax to GDP ratio fluctuated in
a narrow band of 10 to 11 percent for almost one decade. In the current
fiscal year the potential risk exists of tax-to-GDP ratio below 10 percent
of GDP for the first time in the last two decades.

In 2008-09 total revenue as percentage of GDP slightly recovered,
due to a marginal improvement in non-tax revenues as percent of GDP.
Total revenue is expected to reach at Rs 1910 billion, as compared to Rs
1499.5 billion during the 2007-08.

The gradual decline in excise duty is attributed to removal of its
incidence on selected items. With excise comprising of 9 percent of total
FBR revenues, Pakistan's tax revenue-to-GDP stood at around 9 percent
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of GDP during 2008-09. The indirect tax-to-GDP ratio stood at around 5
percent, and direct tax-to-GDP ratio at around 4 percent during 2008-09.

The FBR revenue collection for the fiscal year 2008-09 was targeted
at Rs 1250 billion at the time of presentation of the Federal Budget 2008-
09. Tax collection during the first ten months (July-April) of the current
fiscal year amounted to Rs 898.6 billion, which is 17.7 percent higher
than the net collection of Rs 763.6 billion in the corresponding period of
last year. The net and gross collections have increased by 17.7 and 17.1
percent respectively.

Federal excise duty collections registered a vibrant growth of 27.6
percent. On the other hand 47 percent growth in sales tax on domestic
economic activity has helped it to grow overall by 22.2 percent. When
viewed in the backdrop of 23 percent growth in national income, the
growth of 16.9 percent in direct tax looks dismal.

The FBR tax collection to GDP ratio is likely to deteriorate around
9 percent of GDP as against the target of bringing it in to the vicinity of
10 percent of GDP. Apart from FBR revenue, the total tax revenue
growth also lagged behind the growth in nominal GOP, as it exhibits a
decline in tax GDP ratio from 10.3 percent in 2007-08 to around 10
percent in 2008-09.

The budgeted total expenditure for the fiscal year 2008-09 was Rs
2391 billion, which is 4.9 percent higher than the last year's revised
estimate. Development expenditure (after adjusting for net lending) was
targeted at Rs 396 billion in 2008-09 which is up by 7 percent than last
year. On the basis of revenue and expenditure projections, the overall
fiscal deficit is estimated at Rs 562 billion or 4.3 percent of GOP as
against 7.4 percent last year.

On the other hand current expenditures were envisaged to remain
more or less stagnant at Rs 1876 billion. The stake of federal government
in the current expenditure was to the extent of Rs 1359 billion and the
remaining Rs 517 billion were earmarked for provincial governments.

Interest payments surpassed their budgeted level by a significant
margin. A sum of Rs 557 billion was budgeted for interest payments in
2008-09. The year is likely to end with interest payments of Rs 618 billion
which are higher by Rs 61 billion over budgeted amount.

Money and Credit
During 2007-08, the SBP continued with tight monetary policy stance,
thrice raising the discount rate and increased the Cash Reserve
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requirement (CRR) and Statutory Liquidity Requirement (SLR). During
July-May 9, 2008-09, money supply (M2) decline to 4.59 percent against
8.96 percent last year.

Net Domestic Assets (NDA) was limited to just Rs 442.1 billion as
compared to Rs 655.4 billion in FY08. During FYQ9 the slow expansion
in private sector credit has led to the slower growth in NDA of the
banking system. This is shared both by NDA of SBP and the scheduled
banks.

Net Foreign Assets (NFA) of the banking system recorded a decline
of over Rs 227.1 billion during the first ten months of the current fiscal
year to May 9th. Government borrowing from the central bank has been
dampened since December 2008 in line with the target set under the
macroeconomic stabilisation programme as part of the IMF Stand-By
Arrangement.

Government's budgetary borrowing from the banking system
decreased by Rs 339.9 billion during July-May FY09 against an increase of
Rs 360.4 billion in the corresponding period of FY08. Credit to private
sector grew by Rs 21.8 billion during July-May FY09 as compared to Rs
369.8 billion during the corresponding period last year. The weighted
average lending rate has risen by 210 bps during the same period
accompanied by 180 bps addition in the deposit rates.

During July-December, 208 Khushali Bank, disbursed loans
amounting Rs 1,9 billion (December 2008) as compared to Rs 2.6 billion
in the same period last year. The share of all other microfinance banks in
loan disbursement increased to Rs 2.6 billion (December 2008) from Rs
2.3 billion in July-March FYO08. Microfinance Institutions have also
disbursed amounting to Rs 10.4 billion as compared to Rs 12.9 billion.

Capital Markets

During the outgoing fiscal year 2008-09, the benchmark stock exchange
KSE-100 index demonstrated acute volatility owing to fluctuating
outlook on political, macroeconomic and global grounds. The index
closed at 7,367.6 points on May 29, 2009, down by 4,921.4 points (or 40
percent) from the end June position of the last year.

The KSE management and Securities and Exchange Commission of
Pakistan (SECP) together took a number of regulatory actions to mitigate
the potential technical risks confronting the equity markets, the most
prominent being the imposition of price floor during August 27, 2008 to
December 12, 2008.
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Aggregate Market Capitalisation declined abruptly by Rs 1,621
billion, from Rs 3,777 billion in June 2008 to Rs 2,156 billion in May
2009. With no fresh merger and acquisition activity in the year 2008-09,
the international investors remained keen to increase their ownership
share. Foreign portfolio investment stood at a negative US § 418.4
million during first nine months of the fiscal year 2008-09.

Dismal performance owing to a confluence of factors was exhibited
by different sectors of the economy and the dull indicators left a weighty
impact on the stock market activity during 2008-09.

The government carried out three government securities auction in
the outgoing fiscal year and managed to issue Rs 48.9 billion of PIBs with
3&5 years due maturities amounting to Rs 16.2 billion, resulting in a
surplus issuance of Rs 32.7 billion.

The Government of Pakistan issued its first 3-Year Ijara Sukuk
Bond in the month of September 2008. So far, three auctions, one in each
quarter, have been conducted by the SBP. Collectively, Rs 27.85 billion
was mopped up against the total target of Rs 30 billion.

The National Savings Schemes (INSS) attracted Rs 173.3 billion in
July-March 2008-09. Huge accruals were noticed in the case of Special
Savings Certificates, Bahbood Savings Certificates, and Pensioners'
Benefit Accounts. The deposit rates on all schemes offered under the NSS
umbrella were revised in each quarter o the outgoing fiscal year. Three
new floatation (corporate TFCs) were listed on KSE during the period
under review.

Recent regulations by SECP that emphasise on increasing the
minimum capital base and strict requirements for the classification of
non-performing loans are anticipated to augment the strength of the Non
Banking Finance Companies (NBFCs) sector. Significant progress has
been made on capital market reforms, including adoption of international
standards and market practices and the streamlining of regulatory
infrastructure to enhance surveillance and enforcement.

Inflation
The inflation rate as measured by the changes in Consumer Price Index
(CPJ) stood at 22.3 percent during the first ten months (July-April) of the
current fiscal year, 2008-09, as against 10.3 percent in the comparable
period of last year.

The food inflation is estimated at 26.6 percent and non-food 19.0
percent, against 15.0 percent and 6.8 percent in the corresponding period
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of last year. The Wholesale Price Index (WPI) during July-April, 2008-09
have increased by 21.4 percent, as against 13.7 percent of last year.

The Sensitive Price Indicator (SPI) has recorded an increase of 26.3
percent during July-April, 2008-09, as against 14.1 percent of last year.
The increase in inflation rate during the current year 2008-09 is
attributable to the increase in food price inflation which has been due to
increase in prices of wheat, wheat flour, sugar, milk, poultry, meat, fresh
vegetables and fruits.

Trade & Payments

Overall exports recorded a negative growth of 3.0 percent during the first
ten months (July-April) o the current fiscal year against positive growth
of 10.2 percent in the same period of last year. In absolute terms, exports
have decreased from $ 15,222.9 million to $ 14762.2 million in the period.

Imports during the first ten months (July-April) of the current fiscal
year (2008-09) decline by 9.8 percent compared with the same period of
last year, reaching to $ 28.92 billion. Import compression measures
lowering domestic demand coupled with massive fall in international oil
prices have started paying dividends and imports witnessed slowdown.
Beside that depreciation of rupee had also played a significant role for
lower imports during current fiscal year.

Imports of the petroleum group registered declining growth of 7.6
percent and reached to $ 8012.7 million. The decline in imports of the
petroleum group has been due to massive fall in oil prices in the
international market. The imports of telecom decline by 54.8 percent
during July-April 2008-09. This is followed by imports of consumer
durables group which exhibits negative growth of 16.4 percent~
Petroleum group, Raw Materials and food groups witnessed a negative
growth of 7.6 percent, 5.2 percent and 3.1 percent respectively. Import of
machinery remained the only group which showed a nominal growth of
0.5 percent during July-April 2008-09.

According to data release by SBP, Trade deficit decelerated by 12.3
percent during July-April 2008-09 Pakistan's current account deficit
(CAD) moved back o US $ 8.5 billion during Jul-Apr Fiscal Year 2008 09
against US $ 11.2 billion in the comparable period of last year, showing a
decline of 23.5 percent.

In the month of February 2009, the current account witnessed a
surplus of $ 128 million which is first monthly surplus since July 2007.
This improvement contributed by deceleration in import growth due to
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lower imports in terms of quantity in the back of import compression
measures and depreciation in rupee along with massive decrease in
imports prices. Increase in workers remittance and reduction in services
account deficit leads to improvement of invisible account.

Services account deficit shrank by 41.3 percent during Jul-April
Fiscal Year 2008-09 to reach $ 3. billion. Financial account contracts from
$ 6,224 million to $ 3,476 million during July-April 2008-09 against
corresponding period last year.

Pakistan has witnessed pressure on ER during July-October 2008-09
when rupee depreciated by 16.3 percent. With signing of Standby
arrangements with the IMF, the rupee got back some of its lost value and
with substantial import compression, improvement in overall external
balance including revival of external inflows from abroad the exchange
rate havoured around Rs 80.50 during April 2009.

Worker remittances amounted to $ 6355.6 million in July-April
2008-09 as against $ 5319.1 in corresponding period last year, thereby
showing an increase of 19.5 percent. Pakistan's total liquid foreign
exchange reserves amounted to $ 11.6 billion by the end of May 2009.0f
which, reserves held by State Bank of Pakistan stood at $ 8.28 billion and
by banks stood at 3.32 billion.

External and Domestic Debt

In relative terms, EDI as percentage of GDP increased from 28.1 percent
at end-June 2008 to 30.2 percent by end-March 2009- an increase of 2.1
percentage points. This is the highest ever rise in a single year for almost
one decade. A significantly depressed economic growth and massive
depreciation of rupee against dollar partially explains this increase in EDL
as a percentage of GDP.

Given the severity of the crisis in international debt capital
markets, and hesitance with respect to investor confidence, Pakistan has
not issued any new instruments in 2008-09.

Government of Pakistan successfully repaid the maturing $ 500
million Eurobond as well as $ 17 million on account of interest
payments. This successful payment laid to rest any fears of Pakistan debt
repayment capacity, and shored up investor confidence about Pakistan's
ability to successfully manage its outstanding external debt obligations.

Total public debt increased by Rs 1367 billion in the first nine
months of 2008-09, reaching a total outstanding amount of Rs 7268
billion; an increase of 23.2 percent in nominal terms. The increase in total
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public debt is shared between rupee and foreign currency debt in the ratio
of 40:60.

The rise in foreign currency debt is mainly because of massive
depreciation of the Pak rupee in the first quarter of the fiscal year. As a
percentage of GDP, total public debt has decreased to 55.5 percent, a
significant reduction from the previous year but still less than the
required reduction of 2.5 percent as prescribed by the Fiscal
Responsibility and Debt Limitation Act 2005.

On the internal front, borrowing from the State Bank of Pakistan
continues to fuel increases not only in domestic inflation but also adding
to the short-run domestic debt. Net zero borrowing from the SBP at the
end of every quarter put restraint on the government's borrowing
appetite from the SBP and the government successfully met this target in
the last two quarters (October-March). The total domestic debt is
positioned at Rs 3758 billion at end-March 2009 which implies net
addition of Rs 484 billion in the nine months of the current fiscal year.

Education

Education is extensively regarded as a route to economic prosperity being
the key to scientific and technological advancement. Hence, it plays a
pivotal role in human capital formation and a necessary tool for
sustainable  socio-economic  growth.  Education also  combats
unemployment, confirms sound foundation of social equity, awareness,
tolerance, self esteem and spread of political socialisation and cultural
vitality.

The overall literacy rate (10 years & above) which was 55 percent in
2006-07 has increased to 56 percent in 2007-08, indicating 1.8 percent
increase over the same period last year.

Male literacy rate (10 years & above) increased from 67 percent in
2006-07 to 69 percent in 2007-08 while it increased from 42 to 44 percent
for female during the same period. Literacy remains higher in urban areas
(7lpercent) than in rural areas (49percent) during 2007-08.

Province wise literacy data of PSLM (2007-08) shows Punjab to be
on the top (59 percent) followed by Sindh (56 percent), NWFP (49
percent) and Balochistan (46 percent). According to the PSLM Survey
data 2007-08, the overall school attendance (age 10 years and above) is
S8percent (7lpercent for male and 46percent for female) in 2007-08 as
compared to S7percent (69percent for male and 44percent for female) in
2006-07.
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According to the Ministry of Education, there are currently
227,243 institutions in the country. The overall enrolment is recorded at
34.49 million with teaching staff of 1.27 million.

Health and Nutrition

At present, there are 948 hospitals, 4794 dispensaries, 5310 basic health
units and 908 maternity and child health centers in Pakistan. With
availability of 133.956 thousands doctors, 9.012 thousands dentists, 65.387
thousands nurses and 103.037 thousands hospital beds in the country by
2008-09, the population and health facilities ratio works out at 1212
persons per doctors, 18010 persons per dentist, 2400 persons per nurse
and 1575 persons per hospital bed which are compared well with the
other developing countries.

During 2008-09, 35 basic health units and 13 rural health centres
have been constructed. While 40 rural health centres and 850 basic health
units have been upgraded. Some 4500 doctors, 400 dentists, 3200 nurses
and 5000 paramedics have completed their academic courses and 4300
new beds have been added in the hospitals.

Some 96 thousands Lady Health Workers (LHWS) have been
trained and deployed mostly in the rural areas. Moreover, some 8 million
children have been immunised and 24 million packets of ORS distributed.
Various health programmes with a special focus on major public health
problems have been carried out. These include cancer treatment, AIDS
prevention and Malaria Control Programme. The total outlay on health
is budgeted at Rs 74.0 billion (Rs 33.0 billion development and Rs 41.10
billion current expenditure) which is equivalent to 0.5 percent of GNP.

Population, Labour Force and Unemployment
The population of Pakistan is 163.76 in 2008-09. At the existing trend, the
total population will reach 167 million by the year 2010 and 194 million
by 2020 (NIPS). The life expectancy in Pakistan is 64.9 years.

About 2.72 million labour force is estimated as un-employed in
2008 with unemployment rate of 5.20 percent. Agriculture remains the
dominant source of employment in Pakistan. The share of agriculture in
employment has increased from 43.61 percent in 2006-07 to 44.6 percent
by the year 2007-08 followed by manufacturing (12.99 percent), trade
(14.6 percent), services (13.7percent).

To generate employment the government has started Skill
Development Councils in order to meet the diversified training needs of
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the industrial and commercial sectors. SME Bank has financed 7,814
Small and Medium Enterprises, disbursing loans amounting to Rs 7,936
million to 54,698 beneficiaries in the country.

Poverty

Economic growth has slowed down considerably during the last three
years. The industry and construction sectors have contracted due to the
domestic slowdown and energy shortage and also due to global recession.
Thus job absorbing capacity of the economy has shrunk.

Based on the Federal Bureau of Statistics' PSLM data, the Center
for Poverty Reduction and Social Policy Development (CPRSPD),
Planning and Development Division estimated a sharp decline in the
headcount poverty ratio for 2007-08. However, these findings appear to
contradict other assessments conducted subsequently, and which better
reflect global and domestic price developments after June 2008.

The Report of a UN Inter Agency Assessment Mission fielded
during June-July 2008 found that food security in Pakistan in 2007-08 had
significantly worsened as a result of food price hike. The total number of
households falling into this category was estimated at 7 million.

The survey further indicates that more than 40 percent of
households reported no change in income in 2008 since the year before.
Forty five percent of the population working as employees witnessed
decrease in their real wages. The Report shows an increase in the share of
severely food insecure population, from 23 percent in 2005-06 to 28
percent in 2008. The Planning Commission's constituted Panel of
Economists in its Interim Report based on 2004-05 poverty head count
number of 23.9 percent suggested an increase of around 6 points in
poverty incidence for the year 2008-09. Similarly, the Task Force on
Food Security based on the World Bank estimates of poverty head count
ratio of 29.2 percent in 2004-05 estimated that poverty head count
increased to 33.8 percent in 2007-08 and 36.1 percent in 2008-09 or about
62 million people in 2008- 09 were below the poverty line.

The average projected GDP growth in developing countries in 2009
is now only about a quarter of what was expected before the financial
turmoil intensified into a full-blown crisis in the latter half of 2008 and a
fifth of that achieved in the period of strong growth up to 2007.
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Transport and Communication

Pakistan has a road network covering 258,350 kilometers including
176,589 KM of high type roads and 81,761 KM of low type roads. During
the out-going fiscal year, the length of the high typed road network
increased by 1.3 percent but the length of the low type road network
declined by 2.7 percent because most of low type roads have been
converted to high type roads. Road density at present is 0.32km/km?2.
Karachi Port Trust handled a total of 21.4 million tons of cargo during
current fiscal year, depicting a growth rate of 44.3 percent.

Port Qasim Authority handled 18.01 million tons cargo during the
current financial year 2008-09, depicting a shortfall of 9percent over Jul
07- Mar 08 owing to global economic crisis.

Pakistan National Shipping Corporation (PNSC) lifted 5762.2
million tons of liquid cargo and 865.0 million tons of dry cargo during
the current fiscal year. PIA international passenger traffic, excluding Hajj,
registered an increase of 3.5 percent from 3,069,717 passengers during
2008 over 2,964,830 passengers last year despite the seat (capacity)
reduction of 2.3 percent. On domestic routes passenger traffic registered
an increase of 3.6 percent from 2,239,815 passengers during 2008 over
2,160,589 passengers last year despite the seat (capacity) reduction of 7.4
percent.

Telecom sector of Pakistan exhibited positive but slow growth in
terms of revenue, subscribers and tele-density. Total tele-density reached
60.6percent during the current year. Cellular Market added 3,422,599
subscribers with average of 0.3 million per month and total subscribers
reached 91.4 million. Currently number of cities/towns/villages covered
stands at 10,001 while 26,300 cell sites were installed by all cellular
operators.

Total fixed line subscribers in Pakistan stood at a total of 3.7
million as of March, 2009, yielding total tele-density of 2.3percent. Today
there are 384,187 fixed, mobile and WLL payphones available across the
country. There are currently 267,180 broadband subscribers showing
almost 59percent growth in 6 months time.

Energy

Crude Oil

Production of crude oil per day has decrease to 66,531 barrels during July-
March 2008 09 from 70,165 barrels per day during the same period last
year, showing a decrease of 5.2 percent. On average, the transport sector



14 IPRI Factfile

consumes 51.6 percent of the petroleum products, followed by power
sector (33.1 percent), industry (10.3 percent), household (1.7 percent),
other government (2.1 percent), and agriculture (1.1 percent) during last
10 years 1.e. 1998-99 to 2007-08.

Natural Gas

The average production of natural gas per day stood at 3,986.5 million
cubic feet during July-March, 2008-09, as compared to 3,965.9 million
cubic feet over the same period last year, showing an increase of 0.5
percent. On average, the power sector consumes 37.2 percent of gas,
followed by industrial sector (20.4 percent), fertiliser (19.8 percent),
household (16.8 percent), Transport (2.0), commercial sector (2.7 percent)
and cement (1.0 percent) during.

Electricity

The total installed generation capacity has increased to 19754 MW during
July-March 200809 from 19566 MW during the same period last year,
showing a marginal increase (1.0 percent). Total installed capacity of
WAPDA stood at 11,454 MW during July-March 2008-09 of which, hydel
accounts for 57.2 percent or 6,555 MW, thermal accounts for 42.8 percent
or 4899 MW. The number of villages electrified increased to 133,463 by
March 2009 from 126,296 5by March 2009, showing an increase of 5.7
percent.

CNG

Presently, some 2,700 CNG stations are operating in the country. By
March 200 about 2.0 million vehicles were converted to CNG as
compared to 1.70 million vehicles during the same period last year,
showing an increase of 17.6 percent. With these developments Pakistan
has now become the largest CNG using country.

Environment
Government of Pakistan has declared 2009 as the National Year of
Environment. In this regard the current year was kicked off with a
Regional level workshop on Climate Change, which was inaugurated by
the Prime Minister of Pakistan.

The PRSP 1II released in February 2009, has aligned itself with
Millennium Development Goal 7, which is specific to environmental
sustainability. Its targets include; integration of the principles of
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sustainable development into country policies and programmes and
reversing the loss of environmental resources, such as including:
biodiversity conservation, climate change mitigation and adaptation,
phasing out ozone depletion substances; sustainable access to safe
drinking water, sanitation and hygiene; controlling outdoor and indoor
air pollution, reduction of vulnerability to natural disasters, and
significant improvement in the lives of squatter settlement dwellers e.g.
by providing access to secure tenure.

Pakistan has become the largest user of Compressed Natural Gas
(CNG) in the world, as per the statistics issued by the International
Association of Natural Gas Vehicles (IANGV). Presently, more than 2
million vehicles are using CNG as fuel and 2,760 CNG stations are
operational in different parts of the country (as on April 2009).

The Ministry in collaboration with UNICEF, Water & Sanitation
Programme (World Bank), Water Aid, Rural Support Programme
Network (RSPN) etc, launched awareness and training programmes in
the year 2008, the International Year of Sanitation (IYS 2008).

It is estimated that the country's forest area stood at 5.3 percent
during 2007-08. The President of Pakistan launched a Mass A forestation
Programme on December 22, 2008. This programme will be spread over a
period of five years and shall largely be sponsored by private
entrepreneurs for planting trees on state and other suitable lands.

The Government in collaboration with various concerned
organisations has recently initiated the Technical Advisory Panel (TAP)
on Climate Change. The official launch of the TAP was held on February
15, 2008.

Report, Business Recorder (Islamabad), 12 June 2009.

A BUDGET BASED ON PROMISES, ASSUMPTIONS

The government is set to unveil the consolidated budget on Saturday for
the fiscal year 2009-10 with an outlay of over Rs 2.9 trillion based on
uncertain external flows, mainly pledges from Friends of Democratic
Pakistan (FoDPs), for the social sector spending and from donors and
other countries for relief and rehabilitation of the internally displaced
persons (IDPs).

However, the federal budget is likely to hover around Rs. 2.2
trillion with current expenditures of Rs 1.5 trillion and development
expenditures of Rs 261 billion. It will be the first budget based on
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uncertain source of external flows. However, the government is learnt to
have increased relaxation in the budget deficit from 4.6 to 4.9 per cent or
over 5 to 5.5 per cent, meaning the budget deficit would stand somewhere
between Rs. 723 billion and Rs. 798 billion.

It will really put a spanner in the government work, as it would be
hard to arrange financing for the huge fiscal deficit. In case the
government fails in managing the external resources to bridge the gap
then it would have to increase its reliance on domestic sources.

In this scenario, the government will have no option but to
massively borrow from commercial banks at high interest rates, as under
the IMF covenants the government cannot borrow from the State Bank.
This will retard the central bank to bring down discount rates, which is
essentially required to stimulate the almost stalled economic growth. If
this horrific scenario continues then the economic activity will not
increase and continue to be subjected to high discount rates.

Adpviser on Finance Shaukat Tarin was of the view the government
remained stuck with the fiscal deficit of 3.4 per cent. However, an
increase to 4.6 per cent deficit target has been made to spend inflows from
FoDPs on the social sector and further relaxation of 4.9 per cent has been
made to spend donors amount for IDPs.

So here arises a question for the decision-makers: why don’t they
accept that the budget is purely based on the fiscal deficit of 3.4 per cent,
and the allocation for the education or the health sectors will be increased
only when inflows from FoDPs will start coming. Otherwise, in the
absence of exact knowledge about inflows from FoDPs and donors the
allocation for the social sector will create problems for the government,
making it unwise to make the budget on assumptions.

The outlay for the Public Sector Development Programme (PSDP)
will be Rs 621 billion and revenue collection target, Rs. 1.4 trillion.
However, the government is likely to revise the revenue target down
because the FBR has told the government that collecting over Rs 1.4
trillion will be a gigantic task.

The government has withdrawn many exemptions and is also
bringing the real estate and the services sectors under the tax net,
including imposition of carbon tax on POL products. Different tax
measures and carbon tax would bring additional revenue of Rs 160-170
billion to the government which includes Rs 80-90 billion through
carbon tax.
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But in case crude oil price surges past $ 75 per barrel in the global
market it will be impossible to impose taxes on the POL products, as
after July 1 the government will be bound to fully pass on to masses the
price fluctuation in oil prices in the world market. The carbon tax will
not be a feasible revenue collecting tool in case oil prices go up, rendering
the government with huge deficit in its revenue.

There should be a rational and intelligent taxation and it should not
be done for the sake of increasing the revenue. There are reports that the
government intends to levy taxes on computers. If adopted, the measure
will hurt the government’s own drive to develop quality human
resources. Besides, it will deprive the youths of global and quality access
to information.

The government is going to reduce the central excise duty and
rationalise other taxes on the industrial sector to ensure its growth, and to
this effect, the government wants to declare the next fiscal year as
industrial year. But even then the industry will not be able to grow unless
and until the discount rates are brought reasonably down.

Although, Shaukat Tarin was of the view the increase in the fiscal
deficit up to 4.9 per cent will have no inflationary impact as the expected
$2 billion from FoDPs and $550 million from donors will mainly come
in terms of grants, but still it remains hypothetical. All pledges as per
expectations can never be materialised, and only time will tell if making
the budget on assumptions will serve the country or not?

Khalid Mustafa, The News International(Rawalpindi), 13 June 2009.

TEXT OF BUDGET SPEECH OF MINISTER OF STATE FOR
FINANCE AND EcoNOMIC AFFAIRS, HINA RABBANI KHAR

I rise to present the Budget for the Fiscal Year 2009-10

Madam Speaker!

1. T have the honor to be the first woman in the history of Pakistan to
present a budget before the august House. It is indeed the privilege of the
Pakistan People’s Party to have given the country its first woman Prime
Minister, Mohtarma Benazir Bhutto Shaheed. The People’s Party also has
the singular honour of nominating the first woman Speaker of the
National Assembly in Pakistan. These are important milestones in our
quest for women empowerment and gender equality.
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2. The efforts of the govt to manage the economic and financial affairs
of the country need to be viewed in the context of the prevailing state of
security in the country. Pakistan today is not simply a frontline state
against the war on terror; in fact we are today fighting insurgency and
terrorism within the country. The war on terror has already cost us over
$ 35b since 2001-02 in economic costs. We now face the prospect of
incurring huge costs on account of counter-insurgency expenditures. We
have to meet the maintenance and rehabilitation costs of almost 2.5m
brothers, sisters and children displaced as a result of the insurgency. The
International community has pledged its support for this human cause.
However, your govt is fully conscious of its responsibility and has
allocated Rs. 50b, I repeat Rs. 50b, in the budget 2009-10 for the relief,
rehabilitation, reconstruction and security of the internally displaced
persons. I also take this opportunity to salute the efforts of the people of
Pakistan in contributing generously to the relief effort and demonstrating
that we are all one and stand united in the face of terrorism. I may also
express the gratitude of the govt to all those generous households who
have opened their homes and hearts to the displaced people in the true
spirit of Islam.

3. Our armed forces are in the forefront of the war against terror and
in fighting insurgency in the country. Our western border is most
volatile and faces the brunt of insurgency. The President of Pakistan has
been pleased to announce an increase in the allowances of the personnel
of armed forces deployed in the western theatre, equal to one month’s
basic pay with effect from 1st July, 2009.

He has further announced that this benefit be extended to the
entire armed forces from 1st January, 2010. The govt is in complete
support of the President’s decision. Today, the nation stands behind our
valiant armed forces. No amount of compensation is adequate enough to
cover the risk to one’s life. I hope this small gesture on the part of the
govt helps in building the morale of our jawans and officers in the war
against terror.

4. While presenting last year’s budget the govt had given a detailed
account of the economy as was inherited by us from the previous govt.
We had highlighted that our economy could not sustain a high level of
artificial growth. We had presented that sustainable growth was only
possible through investments in the real sectors of the economy that is,
agriculture and industry. These, unfortunately, were neglected in the
past. Instead growth was fuelled through high consumption and extensive
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luxury imports and those too financed through external borrowings. No
wonder the fiscal deficit mounted to 7.6% of GDP, the current account
deficit became unmanageable, there was a run on foreign exchange
reserves and the stock market crashed. More importantly, inflation
started to rise steeply and peaked at 25% in October 2008. In the face of
these developments the economy suffered but the poor of Pakistan
suffered the most.

5.  Surely this state of affairs was intolerable! The govt reacted to this
by formulating a Nine-Point Agenda of economic and social recovery.
The first pillar of our agenda was to stabilize the economy. As a result of
our efforts, the fiscal deficit would decrease by 3.3 percentage points in
2008/09. The current account deficit was brought down from a high of
8.5% in 07-08 to 5.3% of GDP in 2008-09.

It is now universally acknowledged that reducing inflation is the
best recipe for reducing poverty. Through the efforts of your govt,
inflation declined from 25% to 14.4% in May, 2009. Inshallah, it is
expected to be in single digit by the end of the next fiscal.

6.  While stabilization of the economy was necessary it was achieved at
a cost. A tight monetary policy coupled with strict public expenditure
management adversely impacted access to capital in the private sector and
a reduction in the public sector development programme. The biggest
casualty of stabilization was economic growth which declined to around
2%. The contraction in the economy adversely affected growth in
manufacturing. However, our pricing policy for Agriculture sector
helped this sector in recording a growth of 4.7% in 08-09 as compared to
1.1% in the previous year. The govt was fully conscious that stabilization
and a contracting economy would impact the poor adversely. That is
why it triggered the 2nd pillar of its nine point agenda that is, social
protection. Through the Benazir Income Support Program (BISP) we
targeted the poorest of the poor through an income grant of Rs. 1000 per
month, allocating Rs. 34b for the programme. In the next financial year
we propose to allocate Rs. 70b for BISP to bring over 5m households in
the ambit of the programme.

7. Having attained a certain level of stabilization it is now time to
move towards growth by targeting the real sector of the economy that is
Agriculture and Industry. Beginning with this year’s budget we propose
to announce policies and undertake budgetary and legislative measures
which would put our real sectors of the economy onto the path of greater
productivity. This paradigm shift would help the country in attaining
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sustainable growth which would help in the reduction of poverty.
Madam Speaker, we propose to pursue growth with equity. Madam
Speaker, we propose to pursue stabilization with a human face. This govt
believes that the focus of govt’s policy and investment program has to be
the well being of the people, especially the poor segments of our society.
8.  The govt is managing the affairs of our country within a strategic
policy framework expressed in its Nine Point Agenda of economic and
social recovery. I take this opportunity to highlight these nine pillars:

L Macroeconomic Stability and Real Sector Growth.

II. Protecting the Poor and the Vulnerable.

1L Increasing Productivity and Value Addition in
Agriculture.

IV.  Making Industry Internationally Competitive.

V. Capital and Finance for Development.

VI.  Removing Infrastructure Bottlenecks through Public

Private Partnerships.

VII.  Integrated Energy Development Programme.

VII. Human Capital Development for the 21st Century.

IX.  Governance for a Just and Fair System.
9. The budget 2009-10 has been prepared to obtain the twin purposes
of stabilization with a human face and growth with equity. I would wish
to clarify as to what stabilization means. Stabilization is essentially an
expression which advises households, organizations and govts to live
within their means. Surely, this is what we all want. And if additional
resources become available we need to use these to obtain the best
dividend for our people. As a measure of support towards attaining a
reasonable growth target the total expenditure, including Provinces, is
estimated at Rs. 2897.4b. The total revenue is estimated at Rs. 2174.9b.
The overall fiscal deficit of Rs. 722.5b would be 4.9% of the GDP. This
deficit would be met through external financing of Rs 264.9b and
domestic financing of Rs. 457.6b. Pakistan is likely to receive external
resources equivalent to 1.2% of its GDP (Rs. 178b) from pledges made in
the Donors’ Conference at Tokyo. We further expect resources
equivalent to 0.3% of the GDP (Rs. 48b) for expenditure on internally
displaced persons. In essence the real deficit would be 3.4% of the GDP.
10. The core budget of the federal govt estimates net revenues of Rs
1377.5b with a current expenditure of Rs 1699.19b. The development
expenditure (including Provinces) is estimated at Rs. 783.1b against the
revised estimates of Rs. 421.9b, an increase of 85%. This increase is
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unprecedented. The Public Sector Development Programme approved by
the National Economic Council is pitched at Rs. 626b in BE 2009-10
against Rs. 359b in RE 2008-09. It is expected that full utilization of the
development allocation would strongly assist in revival of growth.
11.  May I offer a note of caution at this stage. Pakistan has one of the
lowest tax to GDP ratios in the world. In the outgoing year we were only
able to attain tax revenues equivalent to 9% of our GDP. We expect to
improve our tax to GDP ratio by 0.6% in the next financial year. Allow
me to state that if we as a nation do not imbibe the tax culture, if each
citizen capable of paying tax does not do so, Pakistan shall never be able
to stand on its own feet. It is, therefore, imperative that each one of us as
a citizen of this great country meets his or her tax obligation. While govt
would be undertaking deep rooted reforms in tax policy and its
administration, success of any initiative would hinge on the support given
by the entire nation. We have to broaden our tax base; there is no escape
from this reality.
12.  The govt made a commitment that it would pursue stabilization
with a human face. Our tax and duty measures in Budget for Fiscal Year
2009/10 would revolve around the following concepts:-
e Provide protection to the poor and vulnerable against the
current economic downturn;
e Revive manufacturing and industry, especially export-oriented
industry;
e Broaden the tax base instead of overburdening the existing
taxpayers; and
e Restrain unnecessary imports to improve the Balance of
Payment position.
13.  As a measure to broaden the tax base we had desired that the
provinces bring additional services into the net of sales tax. We had also
desired that the provinces impose capital gains tax on immovable
property. This would have marked a beginning towards further
broadening of the tax base. However, the provinces would much rather
wish to discuss these issues in meetings of the National Finance
Commission. While we respect the decision of the provinces none-the-less
measures would be taken in the Budget 2009/10 to bring additional
services into the excise net as well as continue with Capital Value Tax.
On reaching agreement with the provinces in the NFC discussions, the
Capital Value Tax as well as excise on services would be considered for
replacement by provincial taxation on these subjects.
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I.  Macro Economic Stability and Real Sector Growth

14. The immediate threat to economic stability and the servicing of
international debt obligations were overcome through a homegrown
Macroeconomic Stabilization Programme. The Programme has already
ensured adjustment in petroleum prices and significant cuts in
expenditures to reduce the budgetary deficit; while keeping a tight
monetary policy in place. These measures are paying dividends under
precarious global and domestic conditions. Recent trends in most
macroeconomic variables also suggest that a disciplined implementation
of this Programme has started paying off.

Madam Speaker!

During the Fiscal Year 2009/10 real GDP is expected to grow by 3.3
percent and by 4 and 4.5 percent during Fiscal Years 2010/11 and
2011/12, respectively. This will be contributed by sectoral growth rates
of agriculture amounting to 3.8 percent; manufacturing totaling to 1.8
percent; and services contributing 3.9 percent.

For Fiscal Year 2009/10 the inflation target is 9.5 percent, which
will be brought down to 7 and 6 percent during Fiscal Years 2010/11 and
2011/12, respectively. A targeted decrease in current expenditure to 15.3
percent of GDP in FY 2009/10 and 14.7 percent of GDP in 2010/11,
owing to elimination of unproductive subsidies is planned in order to
maintain the fiscal deficit at sustainable levels.

The Government is going to take all necessary measures to ensure
documentation of the economy and broadening of the tax base in order
to shift reliance on domestic resource mobilization. Total revenue will
grow by 15.7 percent and Federal Board of Revenue collection is
projected to grow by 16.8 percent.

Tax to GDP ratio will be 9.6 percent, with measures, as against 9
percent during Fiscal Year 2008/09.

Revenue as a percentage of GDP is projected at 14.7 percent in
Fiscal Year 2009/10 and will increase to 15.1 percent during Fiscal Year
2010/11.

II. Targeting the Poor and the Vulnerable

15.  The previous govt pursued a policy of trickle down, expecting that
the benefits of growth would automatically reach the poor. The flaw in
this strategy was that the rich became richer and the poor became poorer.
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Our govt is tackling the issue of poverty by launching a frontal attack
against it. Our efforts at poverty-reduction aim to eliminate poverty.

16.  As a tribute to our leader, Shaheed Mohtarma Benazir Bhutto, who
laid down her life for democracy, the introduction of the govt’s flagship
programme, named ‘Benazir Income Support Programme’ to provide
direct cash transfers to the poor, is proof of its commitment to reach out
to the most vulnerable to share their burden and ease their misery as
much as possible. Following our Quaid, Shaheed Zulfiqar Ali Bhutto’s
words, ‘The Masses Will Rule’.

17.  The conception behind the Benazir Income Support Programme
was not only providing financial assistance to the needy but also to
ensure women empowerment and child care. During Fiscal Year 2008/09,
Rs 22b was distributed to 1.8m beneficiaries. During fiscal year 2009/10,
it is proposed to increase the allocation of BISP to Rs 70b. Madam
Speaker, this would constitute more than 200 percent increase; I repeat
more than 200 percent increase over the last year’s distribution....A
programme for the Internally Displaced Persons has also been started by
Benazir Income Support Programme wherein the Internally Displaced
families are being identified and cash grants are being paid to them on
regular basis.

18. In the short to medium term, the Benazir Income Support
Programme will also serve as a platform for complementary social
assistance programmes, the main being health insurance for the poor and
the vulnerable. This will cover full hospitalization, pregnancy, daycare
treatment, diagnostic tests and accident compensation for earning
members of the family to a maximum limit of Rs 25,000/ per family per
year. In addition, cash transfer programmes will be complemented to
promote household independence via various poverty exit strategies,
which can help to upgrade the poor beneficiaries to the level of self-
sufficiency by various means including transition to Conditional Cash
Transfers; training and employment of one person per household; and
provision of workfare through small public works under a social
mobilization programme initiatives. The latter programme is based on
the concept of small development schemes for construction of paved
streets and water and sanitation facilities at the local level with help of
community contribution.

19. I hold out an assurance that the govt is committed to ensuring
complete transparency in the management of BISP. A census would be
completed within three months in 16 districts of Pakistan as a pilot to
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bench mark incomes. This would be extended to the entire country
within the calendar year. The Benazir Income Support cards would serve
as vehicles of transparent management and addressing the needs of the
vulnerable.

20. The govt also plans to bring in legislation during the next financial
year for creating a social security protection programme for the haris. It
is the firm resolve of the govt to mainstream the marginalised haris,
provide them with social protection available to other labour in the
country and to make them proud citizens of Pakistan.

21.  The govt also plans to revamp the Ministry of Social Welfare by
replacing it by a Ministry of Social Protection and Development in order
to provide a common platform for safety nets and enhanced institutional
capacity for social service delivery.

Peoples’ Works Programme

22.  This programme covers basic areas like provision of electricity, gas,
farm to market roads and water supply. An allocation of Rs 35 billion is
proposed in the Fiscal Year 2009/10 for this purpose. This will create
sizable employment opportunities and, therefore, will increase the
incomes of the less privileged.

Workers Welfare
Madam Speaker!
For the Fiscal Year 2009/10, an amount of Rs 10.8 billion has been
allocated for different Worker Welfare development schemes in the
housing, health, education and technical education sectors. Quota has
been abolished with the result that every worker will now be provided
marriage grants irrespective of number of daughters. The rate of marriage
grant has been increased from Rs 50,000 to Rs 70,000 per daughter.
Construction of 9,469 housing units and flats for industrial workers is
also proposed. 13

The President of Pakistan has directed to take necessary measures
for empowerment of employees of State Owned Enterprises through
their representation on the respective Boards by transferring 12 percent
shares to employees in order to revamp privatization process.

Microfinance
e Microfinance plays a critical role in improving lives of the poor
and particularly women.
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e The Government has set the target to increase outreach of the
microfinance services from 2 million to 3 million borrowers in
fiscal year 2009/10.

Housing

Madam Speaker!

23. Our founder leader Shaheed Zulfigar Ali Bhutto’s vision and
foresightedness identified four decades ago that housing is the basic
necessity and raised the slogan of Roti, Kaprha Aur Makan.

24.  We, being the followers of Shaheed Zulfiqar Ali Bhutto, have taken
the following initiatives to turn the dream of our leader into a reality.

e Affordable housing under a phased programme for the low-
income population through community participation and
squatter-settlement regulation; and 14

e For facilitation of working journalists, the Ministry of
Information & Broadcasting managed to reserve a good number
of residential plots in Islamabad for them.

e In this budget, tax credit limit on interest paid on loans for
construction of a new house or acquisition off a house is
proposed to be enhanced from Rs 500,000 to 750,000.

ITI. Increasing Productivity and Value Addition in
Agriculture

Madam Speaker!

25. The Government's agriculture policy is aimed at ensuring food
security; generating jobs; and enhancing farm profitability and
competitiveness through realizing the existing productivity potential of
various crops. The vast and rapidly changing agriculture sector offers
enormous opportunities to millions of rural poor to move out of
poverty.

26. 'Increasing productivity and value addition in agriculture' will
receive high priority. Self-reliance in commodities, food security through
improved productivity of crops as well as development of livestock and
dairy would be the main pillars of policy. More importantly government
would continue to ensure a minimum guaranteed price to the farmers
based on international comparisons. The response given by the farmers to
the price policy of the government for the wheat crop raises hopes for
improved production of other crops. Government 15 would continue
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with this pricing policy. Other areas of support for agriculture and
livestock would be through:

e focusing on research and development, by upgrading existing
R&D facilities and initiating the establishment of two world
class institutes of research for wheat and cotton;

e development of new technologies;

e more productive use of water through precision land leveling
and high efficiency irrigation systems;

e promoting production and export of high value crops;

e accelerating the move towards high-value activities, such as
livestock  rearing, dairy production, fisheries, and
horticulture;

e creating necessary infrastructure; and

e ensuring availability of agricultural credit.

e Formation of common facilitation centers.

e encouraging research and extension.

e In addition: Establishment of ten model agricultural union
councils for each major crop across the country will be
undertaken;

e Promotion of model organic farming would be supported.

Overall PSDP allocation for Agriculture will be increased by 25
percent from Rs 14.4 billion in Fiscal Year 2008/09 to Rs 18 billion
during Fiscal Year 2009/10. An amount of Rs 2.5 billion is proposed for
Fiscal Year 2009/10 to ensure food security and productivity
enhancement of farmers.

Madam Speaker!

27. Interventions made in this light have already started providing
dividend in the shape of record production of major food crops like
wheat and rice. The policy measures undertaken by the government have
led to an estimated transfer of resources of about Rs 294 billion in to the
rural economy. Government has made an agreement with Ms Monsanto
of United States of America to formally introduce Generally Modified
cotton into Pakistan on fast track basis. It has been planned that the
farmers will be offered BT cotton hybrids varieties during Fiscal Year
2009/10. It is the vision of the government to treat livestock, agriculture
and fisheries as an industry. In this context, the nil customs duty regime
on tractors, poultry inputs and cattle feed would be continued in future.
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Water Use Efficiency
Madam Speaker!
28. To boost production of crops and improve water use efficiency, a
major initiative of 'National on Farm Water Management Programme'
was implemented by the Ministry of Food and Agriculture.
29. Water sector has been allocated Rs 60 billion, which comes to 14
percent of the total federal progamme. A total of 32 small and medium
dams, 8 in each province are being financed. Similarly, adequate
allocation has been made to projects such as National Programme of
Watercourses, irrigation system, rehabilitation, lining of canals, and
distribution, etc. Improved water management efforts under the PSDP
for Fiscal Year 2009/10 to raise agricultural productivity will involve
allocations of:

e Rs 12 billion for Raising of Mangla Dam including

e resettlement;

e Rs 10 billion for the improvement of water courses; and

e several projects in all the provinces with allocations of Rs 15

billion for canal

e improvement and rehabilitation of irrigation system

Madam Speaker!

30. For Fiscal Year 2009/10 the strategy adopted is to complete
ongoing mega projects side by side with construction of small/medium
dams. The Government has launched a massive programme of water
resource development and is earmarking an amount of Rs 47 billion in
the PSDP for Fiscal Year 2009/10. Major water sector irrigation projects
being completed in the water sector include raising of Mangla Dam,
Gomal Zam, Dam and Satpara Dam. Preparatory works on Basha,
Akhori, Mujda, Naigaj Dam have been initiated. Kachi Canal in
Balochistan and Rainee Canal in Sindh will be completed in mid 2010.

31.  The lining of irrigation channels in saline zones is being undertaken
in Punjab, Sindh and NWEFP to save the seepage and other losses. A
national programme of Small Dams covering all the four provinces is
being implemented. A comprehensive plan is also being developed for
rainwater harvesting and ground water recharge.

Madam Speaker!
32.  Development of agriculture infrastructure including warehousing
facilities will involve Integrated Agriculture Marketing and Storage
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Infrastructure including feasibility study projects the total cost of which
is Rs 37 billion, with Rs 500 million allocated for Fiscal Year 2009/10.

33.  To assist small farmers the Government is launching the Benazir
Tractor Scheme costing over Rs 4 billion over two years.

34. In order to ensure food security and to improve productivity of
small farms, the Government is implementing a phased 'Special
Programme for Food Security and Productivity Enhancement of Small
Farmers' covering 13,000 villages by the year 2015 starting with 1,012
villages. This programme will be executed in all the four provinces in
addition to Azad Jammu & Kashmir, FATA and FANA during the first
phase at a cost of Rs 8.013 billion.

Madam Speaker!

35. A new Agriculture Model Village Programme has been initiated in
26 villages under the auspices of Zarai Taraqiati Bank Limited. The
objective is to organize the farming community at the village level
ensuring farmers easy access to agri credit.

36. In Fiscal Year 2009/10 the Government plans to initiate new
programmes like commercialization of the seed sector in order to
enhance high quality supply through setting up an industry on the
concept of Public Private Partnerships and diverting major investments in
building and strengthening infrastructure in the sector.

Livestock & Dairy
Madam Speaker!
37.  Livestock plays an important role in our economy. The Ministry of
Livestock & Dairy Development, created in November, 2008 envisages
food security, greater availability of quality products at competitive prices
and the promotion of deep sea fishing to enhance foreign exchange
earnings to address livelthood concerns of fishermen. A number of
initiatives to strengthen livestock sector include:
a. Prime Minister's Special Initiative on Livestock;
b. livestock production and development for meat production;
c. Prime Minister's Special Initiatives for White Revolution, that
is, Doodh Darya and Dairy Pakistan projects are serving as a
primary vehicle to bring about a white revolution through
fundamental changes in the dairy sector;
d. National Programme for the control and prevention of Avian
Influenza;
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upgrading and establishing animal quarantine stations;
efforts to enter into the halal food market; and

g. improving reproductive efficiency of cattle under smallholders
system.

38. Projects foreseen during the Fiscal Year 2009/10 include:

a. 'Capacity Enhancement of Dairy Products under Public Private
Partnership' a project worth Rs 3,500 million, for which Rs 300
million will be allocated during Fiscal Year 2009/10;

b. 'Poverty Reduction through Small Holders Live Stock and
Dairy Development' worth Rs 3,539.13 million, from which an
amount of Rs 400 million will be allocated in Fiscal Year
2009/10;

c. More model dairy community, biogas and breeding farms,
cooling tanks, rural services providers and pasteurization plants.

Fisheries
Madam Speaker!
39.  During the Fiscal Year 2009/10 focus will be on:
a. Lifting European Union's ban on fisheries export by upgrading
fishing vessels;
b. Improvement of infrastructure facilities for value added
products;
c. Establishing a fisheries training centre at Gawadar;
Landing sites along the coastal line;
e. Reducing post harvest losses through improved fish handling
along the food chain and marketing; and establishment of
shrimp aquaculture in the country.

IV. Making Industry Internationally

V. Capital and Finance for Development

VI. Removing Infrastructure Bottlenecks Through Public-Private
Partnerships

Madam Speaker!

40. As a result of international recession, energy shortages, and a
contraction in the economy, the industrial sector in Pakistan has been
adversely affected. This sector posted a negative 3.3 percent growth in the
outgoing year with large scale manufacturing posting a negative 7.7
percent growth. The industrial sector is our engine of production and
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employment. The government proposes to declare fiscal 2009/10 as the

year of industrial recovery. Our industry is fragmented and lacks

consolidation. It is being provided the following support measures:

Financial Measures

41.

With a view to moving industry towards consolidation and value
addition an Export Investment Support Fund, worth Rs. 40
billion has been proposed for FY 2009-10. The government will
contribute Rs 10 billion towards this fund; another Rs 10 billion
would be contributed by the Export Development Fund; balance
Rs 20 billion would be contributed by governmental agencies
through mopping up of surpluses in commercial banks.

In order to support the SME sector by providing access to credit,
a fund worth Rs. 10 billion for Credit Guarantees is going to be
established. This fund would be financed by the government and
the private sector in the ratio of 50:50 over the next two years.
The government has already proposed Rs 2.5 billion in the
Budget 2009/10 as its share to the fund.

For citizens who lack equity financing, a Venture Capital Fund of
Rs 10 billion is also proposed to be established which shall be
financed in the same manner as the SME Credit Guarantee Fund.
A provision of Rs 2.5 billion has again been proposed for this
fund in Budget 2009/10.

A new DFI is being created for industrial financing.

Industrial clusters are going to be involved for the skill
development to ensure ownership, monitoring/oversight and
relevance of programs

The allocation for M/o Industries will be increased by 335 %, I
repeat 335%, from Rs.2.0 billion in FY 2008-09 (R.E) to Rs.8.7
billion in FY 2009-10.

The budgetary allocation for Science & Technology has doubled
from Rs 1,510 million in FY 2008/09 to Rs 3,140.4 million during
FY 2009/10.

Government is not going to enhance tax incidence on industry,

except tobacco; rather following tax facilitations have been proposed:- o

In order to assist automobile manufacturers and their vendor industries a

reduction of 5% excise duty on automobiles (CKD) is proposed.
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In order to revive the construction sector a reduction of Rs 200

per ton in the excise duty on cement. This decrease shall be

passed on to the consumer.

In order to support Textile sector, withdrawal of FED on

import and supply of Viscose Staple Fiber (VSF) and zero rating

of chemicals used in manufacturing of fire retardant fabrics is

proposed.

Cellular service providers have been provided the following

relief:

. Elimination of Regulatory Duty of Rs 250/- per set.

. Reduction in Customs Duty from Rs 500/- per set to Rs
250/- per set.

. Reduction in Excise Duty from 21 percent to 19 percent.

. Sim activation charges reduced from Rs 500/- to Rs 250/-.

Incentives for documented sector in case of 90% purchases from

sales tax registered suppliers.

Zero rating duty on exports sector will continue this year as

well.

To protect the local industry from under invoicing by

importers, improvement in Customs valuation and

enforcement mechanism would be ensured.

Refund procedure would be streamlined - FBR to pay interest

on refunds delayed beyond 90 days.

To facilitate all tax payers including industry harmonization of

tax laws (Sales, Excise, Income, Customs) would be ensured.

The limit of credit on donations in case of companies is

proposed to be enhanced from 15% to 20%.

Madam Speaker!

42.

In order to revive our industrial sector, following additional

initiatives have been proposed:-

Industry would receive priority in allocation of gas and
electricity.

Cross subsidy in electricity and gas tariffs would be reduced in a
phased manner to provide relief to the industry.

Large Export Houses would be established to support the export
industry.

Development of Special Economic Zones and Special Industrial
Zones would be fast tracked.
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VIIL

Market access to USA and EU is being negotiated to provide level
playing field to our industry in international market.

Corporate Rehabilitation Act (CRA) is being finalized to
improve bankruptcy and insolvency regime.

Proposals to form Resolution Trust Corporation (RTC) to
promote consolidation of industry are being finalized.

SECP Reforms like Holding Company Formation facilitation
and number of other business environment improvement
initiatives are underway to develop competitive markets for the
private sector

Capital markets are being developed for financing of trade and
industry.

The Industrial Relations Act 2008 has been passed by the
Parliament to improve the labor-owner relationship regime.

In order to provide opportunities to the entrepreneurs for
expansion as well as assist the government in disposing off public
assets, a transparent privatization policy based on Public Private
Partnership is being pursued through sale of 26 percent shares to
the private sector or allow privatization of management on profit
sharing basis.

To improve industrial competitiveness implementation of the
National Trade Corridors Improvement Program has been
launched.

To achieve a high quality road and rail network, allocations for
National Highway Authority amounted to an increase from
Rs.36 billion to Rs.40.2 billion whereas in the case of Pakistan
Railways from Rs.6.6 billion to Rs.12.7 billion.

Custom duty is proposed to be reduced on a number of items to
provide cheaper raw materials to different sectors like poultry,
dairy, fish processing and pharmaceuticals. Adequate protection is
also proposed to be given to local industry.

Integrated Energy Development Programme

Madam Speaker!

43.

Uninterrupted supply of energy is not only the need of the citizens

but of all sectors of the economy. The industrial sector has already been

hit very badly in the outgoing financial year. Prime Minster's Economic

Advisory Council has developed an integrated energy plan to cater for
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the short, medium and long term energy needs of the country. This is the
first ever integrated energy plan of Pakistan as previously energy sector
had been dealt in isolation.

44. Government is well aware of the problems that have arisen in the
wake of energy crisis in the country. The previous regime's short sighted
policies handed over its legacy in the form of abrupt powers shortages,
load shedding and unaffordable energy mix. We have taken a number of
measures in order to improve energy scenario of the country to give
impetus to our agriculture and industrial sector.

Madam Speaker!

45. In this light, PSDP allocations for the power sector will be
increased by 100 percent, from Rs 11.4 billion in Fiscal Year 2008/09 to
Rs 22.8 billion during Fiscal Year 2009/10.

46. The previous Government left a huge backlog of circular debt in
the energy sector. A total lack of decision making to address this issue in
a timely manner on the part of the previous government has left the
present government with a huge challenge. We have not shied away from
our responsibility. In this regard the government has taken up the
challenge to resolve the issue of circular debt which has reduced the
efficiency of the energy sector. In order to improve the liquidity position
of the power sector, the Government/specially created holding company:

o will assume the entire bank loan liabilities of Rs 216 billion and
pay the markup on these loans from budgetary resources;

e has already arranged TFC facilities of Rs 92 billion for PEPCO
from banks to discharge its payment obligations towards
Independent Power Producers and oil and gas companies;

o will assist to settle the remaining payables of PEPCO at Rs 61
billion;

e has decided to pick up the entire past arrears of PEPCO against
FATA consumers to the tune of Rs 80 billion and pay the current
electricity bill of FATA; and

e will help PEPCO to clear its outstanding receivables from federal
and provincial government departments and entities, mainly
KESC and KW&SB.

47. Projects have been undertaken to reinforce the transmission and
distribution systems to minimize power losses and outages so as to
provide a stable and reliable supply to consumers. Currently 15
Independent Private Power Houses with a total capacity of 2,921
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Megawatts are in different stages of development. Out of these, 9 projects
for 1,861 Megawatts will be commissioned in 2009; 4 projects for 776
Megawatts will be completed in 2010; while 2 projects for 284 Megawatts
are due for completion in 2011.

Madam Speaker!
48. To meet the Government's target of eliminating load shedding by
2009, agreements have been made with 5 rental Power Projects for 800
Megawatts. Work on 16 Hydropower Projects in the private sector with
a total capacity of 4,160 Megawatts has been initiated. Two new
combined cycle power projects of 500 MW each in the public sector to
supplement total capacity are planned at Chichoki Mallian and Nandipur.
49. The Government has also made an elaborate plan for electrification
of all villages where electricity can be extended from grid supply. This
was achieved in 6,419 new villages last year.
50. Demand side measures including conservation have been initiated
including:

e massive media campaign to raise public awareness;

e induction of energy saver lamps for peak chopping; and

e enforcement of Daylight Saving Time during summer.
51.  Other major activities proposed to be undertaken in the Fiscal Year
2009/10 include:

e induction of two hydro projects i.e. Khan Khawar & Jinnah

Hydro, with total capacity of 168 Megawatts;

e setting up call centres in all Distribution Companies to improve

e customer services; and

e infrastructure development to reduce energy losses.
52. 'The PSDP allocation of Rs 4,000 million for FY 2009/10 has been
made for the 4,500 Megawatts Diamer Basha Dam Project. Construction
of more than 30 small and medium Dams in different provinces has also
been funded.
53. In order to ensure transparency in the pricing of petroleum
products and to reduce its use as well as assist in the cause of
environmental protection, the petroleum development levy is being
abolished and replaced by a specific Carbon Surcharge.
54. The government has determined the ideal policy mix for energy
needs of Pakistan. These are hydel, coal, wind and solar. A
comprehensive renewable energy policy is being formulated. The
following steps are being taken in FY 2009-10:-



The State of the Economy of Pakistan 35

e A 50 Megawatt Solar Thermal Power Project to be established
in Southern Punjab;

e Development of Wind Farms in areas in addition to Gharo-Keti
Bandar, identifying new corridors of available wind potential in
Punjab, Balochistan and NWEFP.

e Solar Water Heaters Programme;

e Production of solar cells and modules up to an annual capacity
of 80 Kilowatts;

e Depreciation allowance for renewable energy being enhanced
by 100 percent;

e Allowance of duty free import of equipment under nine
categories of alternate energy being considered.

VIII. Human Development for the 21* Century

Madam Speaker!

55.  'Human resource development' is a prerequisite for improving all
aspects of the quality of life of our citizens. The government is aware that
improvement in social indicators needs to be expedited and has, therefore,
adopted human resource development as a priority area particularly in
education; health; clean drinking water and sanitation; population
planning; and gender equality.

Education
Madam Speaker!

56.  Significant reforms in education sector include:

e Strengthening the planning and implementation capacity of the
government;

e Improving utilization of resources by educational institutions;

e Enhancing governance for greater accountability of education
service

e providers to the community;

e Capacity building of district and local level institutions; and
strengthening the role of communities through school
committees.

e Budget proposal for Fiscal Year 2009/10

e Major programmes of the Ministry of Education include:
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(i) Establishment and operation of basic education and
community schools in the country; (Rs 2 billion) and

(i) Education for All through providing missing facilities to
primary schools. (Rs 2 billion)

e Development funding to Higher Education Commission is
being enhanced by 60% to Rs 22.5 billion in Fiscal Year
2009/10; current budget provision is being enhanced by 26% to
Rs 21.5 billion.

e National Vocational & Technical Education Commission is
targeting one million trainees every year in a phased
programme. An allocation of Rs 2.2 billion has been provided
in FY 2009-10.

e Skill development (vocational/technical) programmes aimed for
labour export market are being planned.

Health
Madam Speaker!

57.  The health strategy has been constructed on the key principles of
equity, universal access to essential healthcare, timeliness, results,
accountability, strong leadership and strategic coordination of the overall
effort. The Strategy envisages addressing special needs of the vulnerable
population, especially women and children particularly in the rural areas.
The health sector continued to remain the focus of attention of the
elected Government during Fiscal Year 2008/09 and received a special
thrust in terms of enhanced PSDP allocation and initiation of a number
of new projects aimed at improving the health of the nation.

e Allocations for health under the PSDP have increased by 66
percent, from Rs 13.99 billion in Fiscal Year 2008/09 to Rs
23.15 billion during Fiscal Year 2009/10.

e National programmes for Family Planning and Primary
Healthcare; and Expanded Programme of Immunization
continue to receive top priority with respective allocations each
of Rs 7 billion and Rs 6 billion.

e The Prime Minster's Emergency Action Plan for disease has
been launched and will cost Rs 11 billion in the next five years.

e A concessionary import duty rate on 35 raw materials used in
pharmaceuticals, medicines and diagnostic kits is also being
proposed.
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e Zero rate sales tax on import and supply of wheelchairs for the
special people is proposed.

e Tobacco taxation is being increased as per World Health
Organization recommendations for protecting health of the
population.

Clean Drinking Water for All and Environment
Madam Speaker!

58.  Clean drinking water is the first line of defense in protecting public
health. The Clean Drinking Water Project is a promising initiative for the
masses prone to waterborne diseases. The work for installation of
filtration plants is going on and about 600 plants have been
operationalized till now.

59. It is proposed that 3,500 plants will be installed one in each union
council by end of Fiscal Year 2009/10 for which an amount of Rs 6
billion is being allocated. Besides providing safe drinking water, the
project will also create sufficient job opportunities contributing to
reduction in unemployment.

60. The budget for environmental protection has been increased from
Rs 1.14 billion in Fiscal Year 2008/09 to Rs 2.96 billion for Fiscal Year
2009/10. This amount will be spent on forestry; environment friendly
public transport and on provision of clean drinking water.

Gender Equality
Madam Speaker!

61. Pakistan has also expressed its commitment to gender equality and
equitable development in many international forums and conventions
including Convention on the Elimination of all Forms of Discrimination
against Women and the Beijing Platform for Action. In order to advance
the goal of gender equity in the process of implementing socio-economic
policies, the Federal Budget for Fiscal Year 2008/09 showed a hefty
increase in budgetary allocations for women specific expenditures
amounting to Rs 44.7 billion compared to Rs 7.7 billion during Fiscal
Year 2007/08.

62. The Government is committed to maintain gender equality in
policies and programmes. It is pertinent to mention that health and
education, the two core social sectors, are the main recipients and sources
of gender specific allocations, with the Benazir Income Support
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Programme also having emerged as a key source of growth in gender
targeted allocations. Targeted and pro-women allocations in the federal
budget with the intention to bridge the gap between men and women in
acquiring access to basic service is surely a commendable policy. Gender
mainstreaming project is being run at the Planning Commission and an
engendering budget exercise is being also carried out under the Medium
Term Budgeting Framework in the Ministry of Finance.

Human Rights
Madam Speaker!

63. Following the footprints of former Prime Minister, Mohtarma
Benazir Bhutto Shaheed's dreams of addressing the problems of the
oppressed in Pakistan, for Mohtarma created a wing of Human Rights,
we have built upon that and have established a full fledged Ministry of
Human Rights.

64. Steps are being taken to establish "Benazir Shaheed Human Rights
Fund" and the bill for creation of the National Commission of Human
Rights has been tabled on floor of the House. The Board of Governors of
the Women Distress and Detention Fund has been reconstituted. The
Provinces are being requested to allocate their share in the fund. We have
distributed cheques to eligible petitioners out of the Relief and Revolving
Fund to redress their grievances.

Youth Affairs, Culture and Sports
Madam Speaker!

65. Youth is the most important asset of our country, particularly at
this stage when we are endeavouring to rapidly modernize and introduce
technological innovation. They can play an important role in the decision
making process for development of the country. During the fiscal year
2009/10, following initiatives have been envisaged,

e Different programmes for youth motivation, character
building, awareness and integration, and establishment of youth
activity centers will be undertaken under the National Youth
Policy.

e Approximately 30,000 educated postgraduates will be offered
internships under the National Internship Programme for
which the Government has allocated Rs 3.6 billion for Fiscal
Year 2009/10.
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e A Mobile Youth Computer Literacy and Awareness
Programme have been started through Mobile Computer Vans
to educate/train the youth of rural areas.

e Approximately 15,000 volunteers from all walks of life have
been registered for community development activities and
disaster management.

¢ An amount of Rs 450 million for Fiscal Year 2009/10 for
cultural development has been allocated which is an
enhancement of Rs 186 million over the previous year's
allocation.

e The government is placing special focus on the development of
sports in the country. An amount of Rs 583 million has been
allocated in PSDP in FY 2009/10 against an allocation of Rs 140
million in RE 2008/09. Government wishes to promote sports
with private sector participation to afford the children and
youth an opportunity for healthy recreation and sports related
employment opportunities.

IX. Governance for a Just and Fair System
Madam Speaker!

66. Improved 'Governance' is a must for a just and fair system. The
manner in which public institutions and officials acquire and exercise
authority to shape public policy and provide public goods and services is
at the crux of our agenda. Political instability, corruption, volatile law
and order situation and inadequate infrastructure have all left a
detrimental impact on Pakistan's business environment. Autonomous
institutions are needed, capable of outlasting their creators and resisting
capture by individuals lusting for power and money. They must so
function as to inspire confidence, which means that they must protect the
rights of society against the exercise of arbitrary power.

Madam Speaker!

67. To strengthen governance, an additional amount of Rs 500 million
was provided to the provincial implementing agencies of the ongoing
Access to Justice Programme to support improvements and development
measures in Fiscal Year 2008/09. An opportunity has now been created
for the people of Pakistan under Access to Justice Programme to build
upon the existing framework of reform initiatives for securing immediate
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and visible improvements in the system of justice administration. The
initiatives that will be carried out in the near future under this
programme include:
e Establishment of Public Defender and Free Legal Aid System
across the country;
o Establishment of Fast Track and Evening Courts at the
federal level and provincial headquarters; and
e Pro-poor legislation and automation of the justice sector.

Madam Speaker!

68. During Fiscal Year 2009/10, greater focus will be on administrative
reforms. We have already constituted a Pay and Pension Commission to
make recommendations to the government linking compensation with
performance. We believe that the compensation package of government
servants should be brought close to market salaries in a phased manner.
The Pay and Pension Commission is expected to make realistic
recommendations regarding the following concepts which we have
included in our agenda of governance reforms:-

e Monetizing incentives for civil servants;

e Making public sector the ultimate choice for talent, in other
words 'Employer of choice';

e Improved service delivery;

o  Greater transparency and self-accountability;

e Market-based competitive salary structure.

Madam Speaker!

69. We realize that the government servants are not adequately paid. In
order to revise the compensation package a Pay and Pension Commission
has already be constituted. During the course of the year, we would be
benefited by the recommendations of the said Commission. However, to
compensate government servants, I have the pleasure to announce:

e an ad-hoc relief allowance of 15% of pay of serving
government servants from 1st July, 2009.

e An increase in the allowance of armed forces deployed on the
western front equal to one month's initial basic pay with
effect from 1st July 2009, as announced by the President of
Pakistan.

e For the remaining armed forces personnel, allowance equal to
one month's initial basic pay will be admissible from 1st
January 2010 in line with the Presidential announcement; in
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the interim period, an adhoc relief allowance of 15% of pay
will be allowed. This adhoc relief allowance will be
withdrawn w.e.f. 31st December 2009.
e The retired government servants and armed forces personnel
will also get 15% increase in their net pension from 1Ist July
2009.
e In addition limit for the exemption on Income Tax for
salaried male is being enhanced from Rs 180,000 to Rs
200,000
e Limit for the exemption on Income Tax for salaried female is
being enhanced from Rs 240,000 to Rs 260,000
e Senior citizens will now enjoy 50 percent relief in their tax
liability in case of income up to Rs 750,000; previously this
limit was up to Rs 500,000/-.
71.  The government would also take measures during the next financial
year to undertake the following actions in its drive towards governance
reforms:
e DPublic sector enterprises including Pakistan Railways,
Pakistan Steel Mills, Pakistan International Airlines and the
Power Distribution Companies would undergo financial
reforms to improve their management and service delivery.
e National Savings Organisation and the Federal Bureau of
Statistics would move towards becoming corporate entities
displaying the highest level of efficiency and service delivery.

Madam Speaker!

72.  Federal and provincial solidarity is a must in the process of
governance reform. Criticism must be genuine and solutions should be
just and realistic. The line between government and opposition should
not be based on vendetta and abuse, but on a sincere difference in
principles.

National Finance Commission

73. The present government has constituted the National Finance
Commission which would be convened immediately in the next financial
year. It is our belief that decision making on financial matters relating to
the distribution of resources between the federation and the provinces
need to be addressed in an institutional manner. This notwithstanding,
we have made efforts to increase the share of the provinces in the
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divisible pool of taxes along with special grants from the existing 47.5%
to 49% during fiscal year 2009-10. On a cumulative basis the provinces
would receive federal transfers in excess of Rs 708.1 billion against Rs 600
billion in the last financial year, an increase of 18%. National Assembly
Secretariat, Provinces and Parliamentary Affairs and Opposition

Madam Speaker!

74.  The National Assembly is an important organ of the Federation's
consultative process and needs further strengthening. A budget provision
of Rs 1.1 billion was approved for the activities of National Assembly
Secretariat during the Fiscal Year 2008/09, while for fiscal year 2009/10
an amount of Rs 1.3 billion is being allocated. Other improvements to
strengthen the Parliament made during FY 2008/09 include:

. Sovereignty of the newly elected Parliament has been ensured
through discussion and debate on all issues of national
importance in the Parliament.

. The Defence Budget was presented in the Parliament for the
first time after 1964.

. The Prime Minister regularly attends the National Assembly
sessions and himself responds to questions, points of orders,
motions and other important issues.

e  Formation of Standing Committees in time and in
proportion to the political parties' strength in the Parliament.

. Chairmanship of the Standing Committees has been given to
the Opposition according to their strength. Chairmanship of
the Public Accounts Committee has been given to the Leader
of the Opposition for the first time in the Parliamentary
history of Pakistan in line with established traditions of
parliamentary democracy in the developed world. Equal
distribution of development funds has been made amongst
the members of the Parliament irrespective of party
affiliations.

Taxation Proposals
Madam Speaker!

75.  Allow me to give you the highlights of taxation proposals for the
year 2009/10. I have already presented the important fiscal incentives for
the different sectors of the economy. Allow me to add that the tax



The State of the Economy of Pakistan 43

measures being proposed by the government are fair and equitable guided
by the principle of "ability to pay", set in the context of an economy
fighting a war.

76.  Excise duty on petroleum products is being levied in the shape of a
carbon surcharge which would eliminate the existing petroleum
development levy. This would ensure transparency in the pricing of
petroleum products, curb consumption, save foreign exchange and reduce
carbon emissions.

77. In order to discourage consumption of cigarettes excise duty and
sales tax on cigarettes is proposed to be enhanced. This would generate
estimated revenues of Rs 15 billion.

78. As a revenue measure and to broaden the tax base, FED in VAT
mode is proposed to be levied on the following additional services:

o Fees charged by banking services.

e Fees charged by import cargo handlers.

o Fees charged by stock brokers.

e Fees charged by insurance companies.

o Fees charged by electronic media for advertisements.

The estimated revenue impact of these measures is Rs 16 billion

79. It is proposed to enhance the rate of withholding tax on imports of
commercial nature from 2% to 4%. This measure would result in
estimated revenue of Rs 23 billion.

80. Following the policy of broadening the tax base and putting the
burden on those who can bear it, it is proposed to enhance the rate of
Capital Value Tax on property from 2 to 4 percent. Government intends
to adopt effective measures to ensure its collection. It is estimated to
generate revenues of Rs 15 billion.

81. To help the internally displaced persons, it is proposed to levy for a
single year:

e A nominal tax of 5% on the tax payable by every individual
deriving income above rupees one million.

e It is further proposed to levy a flat rate of 30% on bonuses
earned by individuals in the corporate sector drawing salary
exceeding Rupees one million.

82. It is proposed to levy a Minimum Tax under section 113 of the
Income Tax Ordinance 2001 on the income of a resident company,
provided that this will not be applicable to a company which has declared
gross loss before set off of depreciation and other inadmissible expenses
under the Ordinance.
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83. To promote documentation of the economy, it is proposed that
certain sectors may be pulled out of the presumptive, or final, tax regime.
These sectors will now be required to file returns. Phasing out the
presumptive tax regime will be an on going process.

Madam Speaker!

84. What the nation and the people need now is a guarantee for
permanence in policy, permanence in ideology and permanence in
approach which cannot be found in elusiveness. Our power is the power
of the people. Our founding father, Quaid-e-Azam, Mohammed Ali
Jinnah pledged that Pakistan would have a government and a constitution
chosen by the people. Mankind has reached great heights by pursuing
democratic ideals. Democracy is our polity and all power belongs to the
people.

Madam Speaker!

85.  As Shaheed Zulfigar Ali Bhutto stated, "A new era is emerging in
the political life of the nation. The politicians of Pakistan are facing a
crucial new test as destiny stands at the dawn of a New Year. A new look
amid a new style will have to emerge. The old ways will no longer appeal
to the people. A new all round approach will have to be found in every
facet of politics. The hand must reach the ground, the eye must perceive
the sub-surface movements and the ear be able to hear the sound of music
in the far distance. Crescendos of 'Zindabad' and warm ovations at public
meetings are not going to be the final tests of political acumen."

86. Pakistan is a rich country in terms of both natural and human
resources. Yet clearly, Pakistan has not fully exploited its potential. In
this scenario, the government will ensure that clearer priorities and pro-
poor sectoral programmes are in place that will provide an appropriate
strategic framework to effectively reduce poverty.

Madam Speaker!

87. "Let us welcome the sound of bells of another year which is likely
to bring more hope for all than the one that has ended. Time and with it
events are moving faster....But as a new page is being turned in an old
book, let us end on a hopetul note."

Pakistan Paindabad!

http://www finance.gov.pk/finance federal budjet.aspx
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NO REAL INCREASE IN DEFENCE BUDGET

Without jacking up defence spending in real terms despite fighting an
insurgency on the western borders of the country, the government on
Saturday allocated Rs 342.914 billion for defence for the fiscal 2009-10.

The allocation for defence is 10.15 per cent higher as compared to
the Rs 311.303 billion revised defence budget for the outgoing fiscal year.
As inflation stands at 14 per cent, the defence budget is almost four per
cent less than the inflation rate. In the outgoing fiscal, the government
originally allocated Rs 296.077 billion. The amount was, however, revised
to Rs 311.303 billion.

In her budget speech, Minister of State for Finance and Economic
Affairs Hina Rabbani Khar said: “Our armed forces are in the forefront
of the war against terror and in fighting insurgency in the country. Our
western border is most volatile and faces the brunt of insurgency.

“The president has been pleased to announce an increase in the
allowances of the personnel of armed forces deployed in the western
theatre, equal to one month’s basic pay with effect from 1st July, 2009.”

She said the president further announced that this benefit be
extended to the entire armed forces from January 1, 2010. “Today, the
nation stands behind our valiant armed forces. No amount of
compensation is adequate enough to cover the risk to one’s life. I hope
this small gesture on part of the government helps in building the morale
of our Jawans and officers in the war against terror.”

India announced unprecedented 24 per cent increase in defence
spending for new fiscal year-the highest since Independence. India took
the plea of Mumbai attacks to jack up defence spending.Pakistan’s defence
allocation does not include foreign assistance, which is being dealt with
separately outside the budget. Of the total defence outlay, Rs 1.2 billion is
allocated for the defence administration. The military defence, however,
got Rs 3.41 billion with Rs 115.034 billion for employees-related
expenses, Rs 92.210 billion as operating expenses, Rs 107.377 billion for
physical assets and Rs 27.495 billion for civil works.

Hina Rabbani Khar, however, said that the efforts of the
government to manage the economic and financial affairs of the country
should be viewed in the context of the prevailing state of security in the
country. “The war on terror has already cost us over $35 billion since
2001-02. We now face the prospects of incurring huge expenditure on
account of counter-insurgency,” she added.
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“We have to meet the maintenance and rehabilitation cost of almost
2.5 million brothers, sisters and children displaced as a result of the
insurgency. The international community has pledged its support for this
human cause.“However, your government is fully conscious of its
responsibility and has allocated Rs 50 billion, I repeat Rs 50 billion, in the
budget 2009-10 for the relief, rehabilitation, reconstruction and security
of the internally displaced persons,” said the minister.

The News International (Rawalpindi), 14 June 2009.

AGRICULTURE EXEMPTED FROM TAX

Influential agriculture lobbies, both inside and outside the government
machinery, have once again succeeded in pushing the government to
exempt the politically-sensitive sector from taxes in the budget for the
fiscal 2009-10.

The government also announced Rs 12.69 billion subsidy for the
sector that would ultimately go into the pockets of landlords.

Keeping the sector untaxed indicates that 22 per cent of the GDP
would still be out of the tax net and big farmers earning billions of rupees
‘green income’ would contribute zero to the country’s tax revenues the
next year.

Minister of State for Finance and Economic Affairs Hina Rabbani
Khar, while presenting the Federal Budget 2009-10, announced the overall
Public Sector Development Programme (PSDP) allocation for agriculture
at Rs 18 billion during the next fiscal that was 25 per cent more than the
revised estimates of Rs 14.4 billion in the fiscal 2008-09, while its original
allocation in the last year’s budget was Rs 20.52 billion. She also
envisaged that the agriculture sector would grow by 3.8 per cent during
the fiscal 2009-10. “This will be achieved through increasing productivity
and value addition in agriculture,” she said. However, a notable feature of
the budget 2009-10 is that the government has not announced such visible
incentives for the agriculture sector that could benefit the small farmer
directly.

The government maintained the last year’s incentive of zero custom
duty on tractors, poultry inputs and cattle feed. It is worth mentioning
that in Pakistan, there are about 88 per cent farmers having less than 12.5
acres of land, while other 12 per cent are big farmers, holding more than
that. The government every year dolling up billions of rupees subsidy on
the agriculture sector with a view to support the small farmers and help
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boost their incomes as a result of high production. At the expense of the
small farmers, the big farmers were exploiting the government subsidies
and earning billions of rupees, while contributing nothing of their
incomes to tax revenues. These lobbies are so powerful that at the launch
of the Economic Survey 2008-09 the other day, Adviser to the Prime
Minister on Finance Shaukat Tarin had to confess that he was ready to
tax this sector, but he would be subjected to martyrdom the next day.

During the last 62 years, nobody has dared to impose taxes on the
agriculture sector because of the strong lobbies in the country. Tarin said
the government would levy taxes on the real estate and services sectors.
However, two other sectors — stock exchanges and agriculture — would
be included in the tax net next time. Hina Rabbani Khar, presenting the
budget 2009-10, said the policy measures taken by the government had
led to an estimated transfer of resources of about Rs 294 billion in to the
rural economy. The government will formally introduce genetically-
modified cotton into Pakistan on fast-track basis. It has been planned that
the farmers will be offered the BT cotton hybrid varieties during the
fiscal 2009-10. It is the vision of the government to treat the livestock,
agriculture and fisheries sectors as an industry.

Hina also announced a proposed amount of Rs 2.5 billion to ensure
food security and productivity enhancement of the farmers. She said self-
reliance in commodities, food security through improved productivity of
crops as well as development of livestock and dairy would be the main
pillars of the policy. More importantly, the government would continue
to ensure a minimum guaranteed price to the farmers, based on
international comparisons.“Our pricing policy for the agriculture sector
helped this sector in recording a growth of 4.7 per cent in 2008-09 as
compared with 1.1 per cent the previous year.” Hina said other areas of
support for agriculture and livestock would be through focusing on
research and development by upgrading the existing R&D facilities and
initiating the establishment of two world-class research institutions for
wheat and cotton, development of new technologies, more productive use
of water through precision land levelling and high efficiency irrigation
systems. The government would also focus on promotion, production
and export of high-value crops; acceleration of the move towards high-
value activities, such as livestock rearing, dairy production, fisheries and
horticulture; creation of necessary infrastructure and insurance of agri-
credit availability. In 2009-10, the government would establish 10 model
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agricultural union councils for each major crop across the country and
support the promotion of model organic farming.

Live Stock and Dairy

No visible incentives were announced in the budget for the livestock and
dairy sector. However, for the first time, Rs 2.55 billion were allocated in
the PSDP for livestock and dairy development.

Projects foreseen during the fiscal 2009-10 include:

(a) ‘Capacity Enhancement of Dairy Products under the Public-
Private Partnership’, a project worth Rs 3,500 million, for
which Rs 300 million would be allocated during the fiscal 2009-
10.

(b) Poverty Reduction through Small Holders Live Stock and
Dairy Development, worth Rs 3,539.13 million, from which an
amount of Rs 400 million would be allocated in the fiscal under
review and more model dairy community, biogas and breeding
farms, cooling tanks, rural services providers and pasteurisation
plants.

Fisheries

The government has also announced that during the fiscal 2009-10, focus
will be on lifting the European Union’s ban on fisheries export by
upgrading fishing vessels, improving infrastructure facilities for value-
added products, establishing a fisheries training centre in Gwadar, landing
sites along the coastal line, reducing post-harvest losses through improved
fish handling along the food chain and marketing and establishing the
shrimp aquaculture in the country.

It is interesting to note that the government had increased wheat
support price from Rs 510 to Rs 625 per 40 kg last year and later, it was
raised to Rs 950 per 40 kg. Whereas, the wheat production did not
increase during these two years and stood at 23.4 million tonnes in 2008-
09, against 23.3 million tonnes in 2006-07.

Independent economists believed that the high wheat price was
instrumental in increasing the double-digit food inflation during the fiscal
2008-09.

Last year, the total allocation for subsidy on fertilisers increased
from Rs 25 billion to Rs 32 billion. Besides, it also completely exempted
fertilisers and pesticides from sales tax and other duties on imported and
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local supply of the commodity. Its exemption effect from duties stood at
Rs 6 billion.

The News International (Rawalpindi),14 June 2009.

BUDGET AND OUR GROUND REALITIES

The Budget 2009-10 has an outlay of Rs 2.48 trillion with an anticipated
deficit of Rs 722.5 billion or 4.9 percent of GDP, aiming at a growth rate
of 3.3 percent of the GDP. A negative reaction to it at the national level
has already set in, which is intense despite the fact that this kind of thing
happens routinely every year, starting many decades ago when the
country first tilted into political instability, bad law and order and
terrorism. Budgets have always “disappointed” everyone and not lived up
to their projections. Hence the lack of confidence in budgetary
predictions.

The deficit has been described as excessively large although, in
comparison, Indian budgets have had larger deficits. What is more,
external contribution to revenues of the order of US § 2 billion or so is
being doubted, although the Friends of Pakistan have pledged over $ 5.5
billion over the next two years. Mr. Shaukat Tarin, the Finance Advisor,
says this is a realistic input, and he may be more right than wrong in view
of the concern that the international community is showing in helping us
fight the war on terrorism. Of course, if this money is not forthcoming
through the year the axe will surely fall on the development outlays and
any cuts here will impact job creation, growth and taxes. Therefore, given
the state of war between the Taliban and the state, these pledged
contributions will be crucial although conditional to Pakistan’s sustained
willingness to fight elements on its territory that threaten the world.

Mr. Tarin had promised that he would not pursue those who are
already taxed with more taxes but will find new non-payers and bring
them into the tax net. But the Budget has only marginally raised the
exempted tax ceiling of the middling salaried class while only adding a
burden of about 5 percent on the rich for purposes of a one-time
contribution to the IDPs fund. But critics feel it has not taken steps to
bring more people into the ambit of taxation. This is a perennial flaw. All
governments have failed to expand the tax net, and those who tried, as
once under General Zia when Mahbub-ul-Haq was finance minister, had
to backtrack for political reasons. Mr. Haq had proposed registration of
inventories in the marketplace. So what does the government do? It relies
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heavily on indirect taxation that brings in money not after a year but
during the currency of the annual budget.

The big beef therefore is about the extra levies on oil and gas and
the reduction in subsidies to the power sector. Taxing what only the rich
consume doesn’t bring in the kind of revenues the state needs;
unfortunately, you have to squeeze the common man and the rich man
both. The middle class and the poor cut back if their demand is elastic but
in the case of gas, oil and electricity, the rising rates bring suffering. And
that is what the beef is about. The rise in rates after the new levies will be
inflationary. It will not only drive the middle class from the petrol and
gas pumps, it will ramp up the price of food items and hit the poor in the
solar plexus. Employees in the state sector have now started asking for
indexing their salaries. Some relief has been granted to them, but after the
dust settles on this Budget, their protest will resume, adding to street
disturbance as these days improvements are expected — because of
government apathy — only after you hit the street naked, pounding the
chest and threatening strikes.

Agriculture is still the favourite sector from where growth will be
expected. The industry and trade sectors have already registered their
disappointment with the budget. But the outrage being expressed by the
heavily taxed industrial sector is in connection with the reluctance of the
government to tax the agricultural sector. People say the feudal lobby is
strong and will not allow the tax. (In fact, the tax is levied but almost not
collected.) Since the provinces will collect, there is little responsibility felt
by the centre to talk about it. And the feudal lobby is stronger in the
provinces than at the centre. The provinces are getting a bit more for
their development budgets this year than in the past, and they can pad up
their receipts by improving their collections in the real estate sector.

Our ground realities deflect attention from pure economics. We are
fighting a war in which our army jawans and officers are dying. Our
defence budget must not flag. We can win this war if we don’t isolate
ourselves internationally. It is a double whammy because our ability to
finance this war will depend on unity at home and alignment abroad. At
home, governance has been abysmal, and economic governance more so,
because of the ever-rising “corruption quotient”. The Budget 2009-10 is
like all budgets in the past, unimaginative and disappointing. But we have
more unity of purpose this time as we face up to the threat to our very
existence.

Editorial, Daily Times (Lahore),15 June 2009.
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PoLITicS OF POVERTY

Politics of poverty Dependence on donors’ pledges is so pervasive that
most television channels now need to run a line asking the nation to pray
for the success of the prayer on which the Budget is premised!

In the days leading up to the next fiscal year’s budget, what has
been keeping the mandarins of the finance ministry engaged has been
another matter- how poor are Pakistanis?

By all accounts, and some verified numerical processes of none
other than the World Bank, the poverty rate for 2007-8 had been
determined at 17 percent. This would have been a six percent reduction
in poverty over the 2006-7 performance of the economy when the
poverty figure came down from thirties to around 23 percent.

Implicit in the fidelity of these figures of poverty was the
acknowledgement that the Pakistani economy had indeed done extremely
well during the Aziz years. One is forced to differentiate between the
Musharraf and the Aziz years, simply because the wheels began to turn
better and smoother from 2004 onwards till grinding to a halt in 2008-9,
after the advent of ‘real’ democracy. Give the devil his due. They-the
Musharraf-Aziz duo-at least did better on the economy -2005-6 produced
the best ever GDP growth-in budgetary terms it was a stellar
performance.

Immediately after the February 2008 elections, and particularly in
the last two months of that financial year, the global pricing regime in
commodities went through a tsunami, which actually gathered pace in the
second half of 2008, assuming astronomical proportions and robbing
central banks of their hard-earned dollars; all this happened under the
watch of the democratic government of the PPP. The country’s foreign
exchange reserves shrank from the healthiest ever number of around $ 17
billion just before the 2008 elections to as low as $ 3 billion just within a
year. That is when Pakistan had to return to IMF care.

At the current $ 11 billion reserve mark, certain stability in macro-
economic indicators can be claimed, but the loss of rupee value will
perhaps remain irrecoverable. Rupee depreciation coupled with
quadrupled commodity prices spurred inflation -at its worst, it stood at
30 percent; it now hovers around 20 percent.

This is the background to the poverty issue. What really lies behind
this arithmetic of poverty actually has an eye to the future. In a year’s
time, when the 2010-11 budget is to be presented, they will be reviewing
the 2009-10 performance and finalising numbers for the year gone by. It is
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then that today’s handiwork will become crucial. With the global
economy still not out of the woods, trade sufficiently depressed, capital
restricted, Pakistan’s economy on teeters with an on-going insurgency
draining resources, the prognosis doesn’t seem good.

Per capita GDP in real terms, which has slid back already, is likely
to go further back; and the IMF terms of engagement will keep the
economy on a drip-feed while it tries to wrestle with macro-economic
sustainability. Such an environment will only add more numbers to real
poverty, adding to the poverty rate in a year’s time.

This is where the differential between the 2008-09 and 2009-10
poverty figures will begin to give expression to the performance
perception; and this reality haunts the current political leadership. As an
interim, the ministry of finance has asked for a review of poverty figures
in the last quarter of the previous fiscal year to look for higher final
figures in poverty for the year under review, so that the differential with
the likely numbers for 2009-10 does not look too dismal.

Same has been the case with the review of annualised GDP
numbers for 2007-8, which are now revised from the earlier reported 5.5
percent to 4.1 percent. That doesn’t make 2 percent look as bad in
comparison. This to me is probably the first time ever that a government
is trying to make the country’s economic performance look poorer.

Is there a way out? The 2009-10 Budget does not reflect that.
Budgets in Pakistan have, for some reason, always been characterised as
Houdini’s acts; this one is a lot more - as they say in aviation terms - on a
wing and a prayer. Dependence on donors’ pledges is so pervasive that
most television channels now need to run a line asking the nation to pray
for the success of the prayer on which the Budget is premised!

We need to take a leaf from Shaukat Aziz’s book: the man knew
how to make a quick buck (no pun intended). It took the Sri Lankans
thirty years to reach a figure of $ 1 billion in the export of tea - their
prime and most valued produce. Compare that to the contemporary
financial system and you might just raise the figure in a couple of days.

In modern economic parlance, this is termed the miracle of
globalised service economies. If not for that, Singapore would not be the
richest country in Asia in per capita GDP terms; Hong Kong would not
be the financial hub that it is when China reacquired Hong Kong from
Britain, Hong Kong’s reserves were higher than those of mainland China
in dollar terms; and the City of London, a separate entity within the
London metropolis, would not be the hub of Europe’s financial system.
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Shaukat Aziz, a banker, knew the value of rotating capital; money
in rotation generates wealth, and in turn makes all those coming into
contact richer. This opens avenues of investment enabling the shares to
reach the wider population. Shaukat Aziz understood this well, and that
is why Pakistan’s services produced this overpowering wave of economic
activity; this was what attracted capital from abroad as well as from
within.

By depressing the services sector over the last year-and-a-half, and
by a strange quirk of logic assuming it to be an exclusive process by
instead focusing on production alone, the economy has been robbed of
support to the services sector, which is 52 percent of the economy in
GDP terms. Production is key to the sustainability of the economic core,
and must therefore be given its due importance, but do not forget to
generate wealth - that is what people wait for and are hoping to realise
soon.

Whether Keynesian postulates support so, I do not know; but what
I do know is that well being is not only having the right amount of wheat
and rice in your home, it also, and more so, is reflected in what you drive
and what you wear and possess. The 21st century definitions of well
being have undergone a sea change, and our economic policies need to
reflect that. Sadly, it is not so.

Look at India. For years, a 3 percent growth economy, sticking to
Nehru’s puritan socio-economic values. The only thing missing was that
they did not call each other ‘comrade’. It was only when the “world went
flat”, to borrow Thomas Friedman, and services ended up being routed to
India, mostly back-office work — ‘outsourcing’ they called it — and
Bangalore became the world’s intellectual back-shop, and money grew,
and well-being began to be sensed, that the Mittals returned, the Ambanis
became relevant, and the Tatas found rejuvenation.

Sentiment is what drives economies. For a long time, they have
been calling it the ‘feel-good factor’. And what will take you there is
capital and its rotation — not hoarding money. Produce and production
are good sustaining economic values, but it is services that will get you
there quicker. We need to re-learn our economics better. That is how the
rest of the world made it; with better sense we could too. It has been
done before, remember.

Shahzad Chaudhry, Daily Times (Lahore),15 June 2009.



54 IPRI Factfile

BUDGETING FOR FOOD SECURITY

Budgets should reflect long-term vision and strategy of governments,
rather nations. Unfortunately, they have become an exercise in balancing
income and expenditure.

Devoid of any vision, the budgetary allocations largely depend on
individual politicians and bureaucrats; the most influential get better
allocations and some professed priority areas are reduced to mere lip
service. Unfortunately, the agriculture seems stuck in the latter category.
The food security is dependent on agriculture, so is half of its
employment. Most of manufacturing is based on agriculture raw material
and 70 per cent exports are derived from the same sector. But still,
agriculture suffers from fiscal and planning neglect. It is in a regressive
mode for the last many decades.

There has neither been any horizontal expansion (new lands
coming under cultivation) nor any vertical (per acre yield) growth despite
having massive potential on each of the two areas. For the last few
decades, its cropping area has been stuck at 550 million acres. It, however,
can be expanded by 30 per cent easily if Pakistan can generate water for it
by developing water reservoirs on all identified sites.

In case of vertical expansion, the situation is not any better. Per
acre yields have either been stagnant or going down. For example, per
acre cotton yield in 1992-93 stood at 27 maunds but dipped to 19 maunds
last year. Wheat production is not any better either, except for the
current year and 1999-2000.0n the other hand, mouths to feed are
increasing; according to the latest survey, the total population stood at
172.8 million in 2008. During 1950-2008, population increased by over
fourfold, and urban population expanded by over sevenfold. By the end
of this decade, it is expected to be nearly 180 million.

The potential for horizontal growth can be gauged from the
current culturable waste, which stands at massive 20 million acres. In the
Punjab alone, such waste is around four million acres. Compare it with
only 67,000 acres in the Indian Punjab, and Pakistan’s management follies
become more evident, along with their cost for the nation. The recent
expansion in acreage of wheat crop also underlines the fact how the
country is benefiting in one crop at the cost of others and how reducing
culturable waste could benefit it. Wheat, normally sown on 20.06 million
acres, saw expansion this year to 20.24 million acres and yielded a bumper
crop. But, it gobbled up 150,000 acres of canola, 500,000 acres of

sunflower, 200,000 acres of vegetables and 150,000 acres of miscellaneous



The State of the Economy of Pakistan 55

crops, including fodder. Though the country benefited on one front,
gains could soon be stand neutralised as cost of missing other crops
becomes evident. Policy-makers have also not been able to promote
multi-cropping, inter-cropping and intensity of the crops. India, next
door neighbour, has attained 200 per cent cropping intensity, whereas
Pakistan still around 150 per cent. The key to horizontal agriculture
expansion is water, which would simply not be there until and unless
Pakistan builds more dams, and exploits all available water resources. In
1975, after building Tarbella dam, the water planners had calculated seven
per cent annual increase in storage to achieve self-sufficiency in water. By
now it should have built six dams of Kalabagh size and should have been
in the process of seventh one. It has not built even one so far, reflecting
insensitivity or incompetence of the successive governments.

The present government has done even worst; instead of even
talking about building dams as all previous ones have done, it is
abandoning them. Some individuals have decided to abandon Kalabagh,
by-passing the parliament. The vertical growth has been more difficult
and arduous part. Over the last six decades, the government and its
relevant agencies have not been able to educate farmers on crop
management issue. The farming practices are still archaic and around 30
per cent of horticulture crops are lost at post-harvest level. Yields of all
major cash and food crops are either stagnant or falling.

The farmers neither get credit, nor inputs, nor certified seeds, nor
water in sufficient quantities, which are essential to break free from
current stagnation. If ever the farmers produce a good crop, the
marketing system cannot absorb it and price, more often than not,
crashes badly. In absence of long-term vision, planning and strategy,
production has been fluctuating from one extreme to another. As first
step in the coming budget, the government must find ways to turn
agriculture into a profitable concern. Recently, addressing a gathering of
farmers at Lahore Advisor on Finance and Revenue Shaukat Tarin
conceded that agriculture sector cannot be taxed because it was not a
profitable business. The coming budget should help correct the terms of
trade for farmers and arrest the transfer of resources from rural to urban
areas. The government must undertake a spirited effort to develop vision
and strategy for the sector by involving all stakeholders.

Ahmad Fraz Khan, Dawn (Islamabad), 15 June 2009.
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BUDGET REFORMS FOR SLIMMER GOVERNMENT

The fiscal position of government is in a great mess and an obstacle to
smooth working of the economy. The mess cannot be cleared without
far-reaching budgetary reforms, both in terms of management and policy
aspects.

For a proper grip on public finances, the first requirement is a
change in the system of accounting. The existing ‘cash’ basis of
accounting, which can be manipulated by delay in payment and advance
receipt, should be replaced by ‘accrual’ basis. This would bring budget
closer to actual use of real resources and its relationship with other
economic variables more realistic and meaningful.

Cash management is undoubtedly important but it can be a
separate exercise. The publication of economic analysis of the budget has
been discontinued and needs to be revived to bring out the economic
implications of fiscal operations. At present, expenditure is seen in the
sense of budget provision for it. How the expenditure is incurred matters
little. As a result, the quality of work suffers. To ensure optimum use of
resources, a performance evaluation is necessary which will also serve as a
basis for reward and punishment of the functionary concerned.

The basic American principle of public finance-- “It is taxpayers’
money”-- needs to be adopted with the word “poor” added to make it,
“Poor taxpayers’ money.”

Public money is a ‘sacred trust’ for which Muslims would be
accountable on the Day of Judgment.

More important is the policy approach to expenditure. It is an area
grossly neglected, the emphasis being on revenue and easy availability of
bank borrowing to meet the fiscal deficit. First, the scope of expenditure
or functions assumed by government; all sorts of ministries have been
created to gain political support or avail of external funds.

Sometimes, expenditures are incurred to gain popularity. Hayj
pilgrimage is prescribed for those who can afford it. Late General Zia
introduced this facility for select persons at the state expense. This, in
effect, means that the poor pay through indirect taxes for these trips.
There is lot of duplication of agencies. For instance, there was a
Registration Department issuing National Identity Cards, but a new
National Database and Registration Authority (NADRA) was set up to
issue  Computerised National Identity Cards. Why the existing
Registration Department could not undertake this work? Similar is the
case of NAB and anti-corruption departments at various levels. This can
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be a very long list. In short, government, particularly at the federal level,
is extremely top heavy and so thinly stretched that it is not able to
perform effectively. It is time to trim the government so that it can
concentrate on its core functions. There is a strong case for a National
Commission to review the scope of government activities and streamline
the administrative structure to make the public sector slim, trim and
effective.

The main function of government is to administer law and order
and quick and cheap justice so as to ensure security of peoples’ life,
property and honour. It should provide an enabling environment for
initiation of contract, its enforcement and, quick resolution of the dispute
so that people may be able to engage themselves in legal and gainful
activity. For this, dependable social and economic infrastructure,
woefully lacking at the moment, is a must. In the prevailing VIP culture,
extravagance and waste are the hallmarks of government expenditure.
This is too obvious to be supported by any concrete examples.

One clear way of wastage in government expenditure is that assets
and facilities are not maintained properly on a regular basis. When things
go out of order, instead of repairing and putting them back into service,
new assets are acquired or facilities created. The system of remuneration
to government employees is an extremely interesting case of confusion
worse confounded. There is a Basic Pay supplemented by all sorts of
allowances and fringe benefits at certain level, some of them with a ceiling
and some without it, some taxable and some tax free.

If simplified and made transparent, the system may save real
resources, with all benefits monetised and one all embracing payment
made by way of remuneration. This can also be fixed in a manner that it
may take into account income tax liability and the remuneration is made
income tax free. This may not please FBR but would certainly reduce
unnecessary work and let FBR concentrate on other non-captive taxable
persons and entities, particularly the tax evaders. The proposal is for
government servants only. The employees of public sector enterprises
who have their own system of remuneration should continue to be paid
under the existing system, but their fringe benefits may also be monetised
for income tax purposes.

In fairness, the rich should pay by way of direct taxes at least as
much as what the poor pay as indirect taxes. This means direct taxes on
the rich according to their capacity to pay. The present income tax
system allows vast exemptions and suffers from the lack of proper
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coverage of the taxable persons. It would be startling, if government were
to publish the list of income tax payers. Some time back, it was reported
that a billionaire paid Rs459 as annual income tax. Publication of the list
of income tax payers on an annual basis would generate social pressure on
those who get away by cheating the nation.

Dr Abdul Karim, Dawn (Islamabad),15 June 2009.

WHOSE BUDGET IS IT ANYWAY?

There is a tradition of labeling budgets soon after presentation. Each
budget has its winners and losers. These labels do give a rough and ready
idea of who they are in public perception. The Government has given its
own label of “economic revival with a human face”, an adaptation of the
UNICETF slogan of adjustment with a human face in the early nineties.
Initial reaction of the business community does not see much going for
their revival. Beepers of ordinary folks on the channels are a far cry from
a human face. For a change, the presentation of the budget did have the
face of a woman, but not the kindness.

By its very nature, a budget is simply a statement of expenditures
and receipts. Indeed the document recognized in law is called just that -
Annual Budget Statement. But an analysis of who gains from the
expenditure and who pays for it should bring forth a certain direction
and strategy for change. The past was rightly blamed for making the
public wait for the trickle down of growth. For now the people have to
wait for the assistance from Friends of Pakistan and others to arrive.
Development, as before, will be financed entirely by borrowing. Worse,
the current expenditure of the federal government will exceed its net
revenue receipts by Rs 328 billion. The core fiscal deficit of 3.1 per cent
of GDP agreed with the IMF remains intact. Projects and programmes in
education, health, water supply and sanitation will be the add-ons to the
deficit if and when the foreign assistance is received. That is why a sum of
Rs 157 billion has been given as a newly invented category of “Other
Development Programme”. Even in the normal programme of Rs 656
billion. An operational shortfall of Rs 20 billion (Read no money) is
another hole.

Recent international financial crisis resulted from special purpose
vehicles and derivatives created by bankers in such complex ways that
they lost sight of the toxicity being added to the system. As the
stewardship of our finances is with international bankers, one hears with
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horror of the fall-back strategy of borrowing from the IMF at standby
terms to arrange a kind of bridge finance until the concessional assistance
arrives. If this assistance does materialize, its concessionality will be
reduced. If it does not, the country will be stuck with the costly IMF loan
and harsher conditionality. It is not even clear whether the IMF has the
mandate to be drawn into development finance rather than its usual
support for the balance of payments. The last G-20 summit did call for
IMF to be softer in terms of its conditionality and was provided extra
resources too, but what our Citi-banker II has in mind may be an
economist’s nightmare.

The Benazir Income Support Programme has been budgeted for,
but it is in the nature of providing succour to those who suffering from
the failure of the trickle-down effect. Health insurance, income tax relief
to men and women and enhanced salaries and pensions also constitute a
trickle. However, no real or substantial alternative to the trickle-down
strategy has been furnished. The donor-driven PRSP-II and its nine
chapters dubbed as nine point agenda is old wine in the old bottle. An
approach to a tenth five-year plan calling for investment in the people has
been circulated, but it does not find any place in the budget speech. A
three-year budgetary framework has been published for the first time. It
can become an effective instrument in linking planning and budgeting to
avoid the waste of underutilized allocations in a resource-scarce economy.
Again, it seems to have the usual go-it-alone flavour than a coordinated
effort at outcome-based spending.

As a serious undertaking, the three year budgetary framework can
make the oversight role of parliament much more effective than it
presently is - which is nothing more than a a rubber stamp. The issue is
that the budget-makers get all the time to prepare the document but
parliament is not allowed the time to debate it threadbare. A three-year
budgetary cycle would enable the preparation of the budget by the
executive by March, followed by discussion in the relevant parliamentary
committees and eventually parliament itself. However, this year will be
like any other year, as is clear from the amount of time allowed for
parliamentary debate. Non-political regimes keep the people at arm’s
length and announce the budget as close to the end of June as possible.
Their main interest is in July 1, the start of he financial year. Political and
representative regimes make an attempt to present the budget to
parliament early in June. Even a month is too short a time for any
meaningful discussion. It is unfortunate that parliament will have only
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two weeks to make any contribution other than the approval of the
budget.

Expensive and unreliable energy has been a greater factor in the
cost of doing business than the high interest rate. Water, with an
allocation twice as high, rather than energy is the biggest priority of the
PSDP. This means that the burden of dealing with energy crisis is shifted
to the private sector. Even here, the preference to rentals over the settling
of the circular debt for immediate augmentation of supply last year
showed misplaced priorities. The budget now has it mixed up again by
emphasizing both of these and commissioning of nine new IPPs in 2009
to add 1,861 MW. The allocation for the Bhasha-Diamer Dam suggests
that the work on it is not picking up at sufficient pace. The start in
alternative energy is welcome but cannot be relied on for the crisis that
looms. Energy conservation, now a growth industry in other countries, is
not even mentioned. No major initiative on coal has been indicated
either.

The budget corrects the neglect suffered by agriculture in the
Musharraf-Aziz period, which not only reflects the change in the balance
of political power but also the ground reality that quick, low resource-
using growth can come only from agriculture. The sector gets greatest
focus of policy incentives and PSDP allocations. Together, agriculture,
livestock and water claim the bulk of the PSDP. The sector retains most
of its subsidies — tube wells, for instance - and enhancement of others,
such as the Benazir Tractor Scheme. The sector has also been spared the
burden of income tax, despite significant additions to incomes following
the rise in wheat support price. Thus the overall GDP growth of 3.3 per
cent is sought to be achieved mainly through a push in agriculture to
realize a target growth rate of 3.8 per cent. Agriculture growth is more
pro-poor than nonagricultural. It should not, however, be forgotten that
even agricultural growth may not automatically trickle down to the poor.

The adviser on finance started the run-up to the budget by showing
his determination to tax the hitherto untaxed sectors. For a moment one
thought the time perhaps had come to touch the sacred cows of
agricultural incomes, property and capital gains, and services. The best
time to tax is when the sector is doing well and the economy on the
whole is on the upturn. It is a bad strategy to tax when the going is bad.
Anyway, capital gains had already been given an exemption for two
years. It took an unusual visit by our foreign minister to his country, in
fact his own constituency Multan, to summon a meeting of his Farmers
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Association with the adviser on finance attending, to impress upon the
latter the folly and futility of taxing agricultural incomes. The hype on
property and services only provided the federal government to collect
more from provincial domains by enhancing CVT and the outdated
excises. Even the carbon tax is a replacement for PDL, not an
environment-friendly innovation.

Last but not the least, the budget of 2009-10 reflects the NFC of
1996, as modified by the then president in uniform. To say that a small
matter of who should preside over the NFC delayed matters is to miss
the whole point. The fear of a stalemate because of the fact that the
provinces are sticking to their position, is only part of the explanation.
The war on terror, which is now our war too, and its fall out in the form
of IDPs and the recurring threat to public security, require centralized
control over resources. The excess of current budget over revenues gives
only a small indication of things to come. The NFC can wait until then.
On the whole, it is a budget oriented towards agriculture, though not
necessarily the small farmer and the landless. While it does not make too
many people happy, the number of those it makes unhappy is not very
large either.

Dr Pervez Tahir, The News International (Rawalpindi), 15 June 2009.

ANALYSING BUDGET 2009-10

The government has presented its second budget in the backdrop of a
difficult economic situation. Like the previous fiscal, fiscal year 2008-09
has also been a challenging year. The government was faced with
unsustainable fiscal and current-account deficits, rising inflation, rapidly
declining foreign-exchange reserves and the rupee coming under severe
pressures.

The government had two choices to make in the 2008-09 budget-
either to go for promotion of economic growth and job creation, or for
stabilising the macroeconomic situation; that is, reducing fiscal and
current account deficits, reducing inflation, building foreign-exchange
reserves and stabilising the exchange rate. The government went for the
second option, and rightly so, because macroeconomic stability is vital
for promoting growth and poverty reduction.

Accordingly, the government pursued tight fiscal and monetary
policies to reduce aggregate demand, and reduce imports and thus reduce
the current-account deficit. The government was pursuing these policies
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when the rest of the world was doing the opposite-expansionary fiscal
and easy monetary policies. The government was, in fact, criticised for
pursuing tight fiscal and monetary policies at the cost of slowing
economic activity. The critiques were wrong. Pakistan pursued tight
policies as it was facing problems of excess demand while rest of the
world was facing lack of demand. The policies pursued by the
government paid handsome dividends, with budget and current-account
deficits being sharply reduced and inflation starting to ease.

But it is too early to declare victory. Though macroeconomic
imbalances have been reduced to some extent, both budget and current-
account deficits remain at unsustainable levels and inflation is double-
digit. Meanwhile, world oil prices are on the rise, touching over $ 72 per
barrel and projected to reach $ 85 by the end of December.

Since the government believes that macroeconomic stabilisation has
done its job well and it is the time to go for promotion of growth, it has
prepared Budget 2009-10 in such a perspective. The new budget has been
presented with a view to promoting growth with equity. An overly
expansionary fiscal policy will be pursued in 2009-10 and adequate
resources have also been allocated to promote equity to give a human face
to them.

The government has lost patience. Total consolidated expenditure
(including that in the provinces) is estimated at Rs 2,897 billion and total
revenue is targeted at Rs 2,175 billion, thus leaving a budget deficit of Rs
722 billion, or 4.9 percent of the projected GDP. Total current
expenditure is amounted at Rs 2,104 billion and development expenditure
adjusted for net lending amounted to Rs 793 billion. In development
expenditure, the much celebrated Public Sector Development Programme
(PSDP) - the "symbol" of growth and development - has been targeted at
Rs626 billion - an increase of almost 50 percent over last year. Perhaps in
the government's view this is going to ignite growth in 2009-10, as if
there is a relationship between the PSDP and economic growth. No one
should be against the PSDP if its size is consistent with a stable
macroeconomic framework. I am afraid that the present size of the PSDP
may become the root cause of enhancing macroeconomic imbalance in
2009-10.

It is not clear why the Benazir Income Support Programme (BISP)
and the allocation for the internally displaced people (IDPs) have been
put under the development programme. Development spending is
spending which creates assets like schools, colleges, hospitals, roads,
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highways and dams. What assets are these two allocations going to create?
These are for social protection and intended to provide relief to deserving
people. By definition, these two allocations should have been part of
current expenditure. It has unnecessarily raised the size of development
expenditure to Rs 793 billion. One reason that I can think of is that the
allocations for the BISP and the IDPs have been shifted from current to
development expenditure is to meet one element of the Fiscal
Responsibility and Debt Limitation Act 2005. The Act had required that
revenue deficit should be zero by June 2008, and the government should
have maintained a surplus thereafter. This element of the Act was
violated in the last two years as the revenue deficit remained in the
negative zone. The government accordingly decided to change the
definition of development expenditure by shifting the BISP and IDPs
relief in it and as such recorded a surplus to the tune of Rs 71 billion in
revenue balance in 2009-10. The government could have achieved this
target in 2010-11.

The financing plan of the Rs 722 billion fiscal deficit is interesting.
Financing from external sources amounts to Rs 312 billion and Rs 391
billion is targeted to be financed from domestic sources. Within domestic
sources, Rs 145 billion will be financed from banks and the remaining Rs
246 billion from non-bank sources. Privatisation proceeds of Rs 19.0
billion will also be used for financing fiscal deficit. The heavy reliance on
external sources (43 percent) to finance the fiscal deficit has become a
source of anxiety and a major risk to the new budget. The advisor to the
prime minister on finance, Shaukat Tarin, clearly stated in his post-
budget press conference that he is confident that Rs 228 billion in
external assistance will be coming in 2009-10 to finance the budget deficit
(Rs 178 billion from FODP and Rs 50 billion for the IDPs). And if, God
forbid, these resources are not forthcoming, then the government will
seek further assistance from the IMF to meet the budgetary gap. Why
have we undertaken such a massive spending based on either uncertain
sources or further borrowing from the IMF? It is strange that the IMF has
allowed its resources to be used for budgetary purposes. The IMF is
meant to provide balance of payments support to member-countries. This
is a major departure from the past as the IMF appears to have changed its
religion. We may see inflation becoming a fiscal phenomenon rather than
a monetary one, the balance of payments becoming a fiscal rather than a
monetary phenomenon from the IMF perspective. In my view, the
government should have announced clearly in Budget 2009-10 that its
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fiscal deficit target is 3.4 percent of GDP (or Rs 504 billion), additional
spending on physical and human infrastructure would be undertaken as
such and when the resources from the FODP and grants for the IDPs be
available. The government could have kept the projects ready and as the
money started flowing in, and activities on the new projects could have
started. In other words, additional spending could have been made
conditional on receiving money from external sources. In doing so, the
government could have maintained financial discipline in its second
budget as well.

Nevertheless, the new budget has several positive elements, such as:
The allocation of Rs 70 billion to the BISP, Rs 50 billion for the relief and
rehabilitation of the IDPs, doubling of the salaries of army personal
fighting on the western borders; extending the same benefits to the entire
armed forces from January 1, 2010; launching health insurance for the
poor and vulnerable; promising to train and employ one person from
each poor household, launching of small public works programmes to
provide employment; enhancing the allocation for the People's Work
Programme; social security protection for haris; widening the scope of
the workers' welfare programme; and increasing the outreach of the
borrowers for microfinance. These programmes will indeed help in
alleviating the sufferings of the poor and vulnerable sections of society. In
the real sector, the agriculture and water sectors have received much
greater attention, for which the government should be commended. But
at the same time, the livestock and dairy sector, which accounts for 50
percent of agriculture, have been ignored.

Budget makers make efforts to create a balance between limited
resources and unlimited demand. This work demands patience on the
part of the budget makers. Have the budget makers lost their patience?
Have they succeeded in creating a balance between limited resourced and
unlimited demand and expectations? I leave it to the readers to decide.

Dr Ashfaque H Khan, The News International (Rawalpindi),16 June 2009.

ANNUAL JUGGLERY

Every year the government presents budgets claiming that the new
budget is people-friendly and will raise the living standard of the poor.
The finance minister raises taxes on some items and reduces them on
some others. The net outcome of this annual jugglery is that things
remain the same and there is hardly any visible change in the life of the
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common man. Revenue collection in Pakistan is not as bad as it is made
to look. Pakistan was 65th in the last fiscal year in revenue collection,
which is quite impressive in the list of 192 countries. We have been facing
deficit budgets not because of supposedly meager revenue collection. In
fact, it is government expenditure that every year produces the huge
deficit. In other words, a budget deficit occurs when a country spends
more money then it takes in. The country that is chronically addicted to
overspending in non-developmental sectors had to borrow from the IMF
to offset the annual deficit. However, the debt continues to grow because
governments are seldom inclined to adopt austerity measures or tight
financial controls. In fact, the debt is essentially an accumulation of a
country's recurring deficits. Pakistan now owes nearly $ 50 billion to
world financial institutions and will be paying Rs 660 billion in debt-
servicing this fiscal year. It has happened more than once that we had to
go back to the lender to borrow more from him to pay off loans taken
from him.

Budgets are not made entirely on economic basis; they have a
political basis as well. Unlike pure economic budgets, they are not
entirely designed to allocate resources for best economic use.
Consequently, different interests push and pull in an attempt to obtain
benefits. That is the reason why our privatisation programme has come
to a standstill. The employees of industrial and service units lined up for
privatisation are aggressively opposed to the sale of public-sector assets
because they fear their jobs would be lost. The result: the government is
stuck with units which are operating at great loss. People have to pay Rs
200 billion every year to keep themselves alive. There are many units
which have been shut but cannot be dismantled or sold because of
political pressure. It is a wrong notion that the tax base here is too
narrow. Maybe we lag behind in direct taxes. Well, one cannot expect
high collection of income tax when one-third of Pakistanis are living
under the poverty line. But in the imposition and collection of indirect
taxes we are tops. Here even newborns are taxpayers: they drink taxed
milk. The aged continue to pay indirect taxes until death frees them from
tax net. It is an unjust tax system where a high proportion of taxes are
paid by lower-income groups, or by the poor who hardly have any
income. At least, there is exemption in income tax for those who earn less
than a certain limit, but there is no such exemption in indirect taxation.
The citizen, whether a millionaire or a pauper, pays the indirect tax at the
same rate. There is no exemption for the pauper.
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It is difficult to keep track of the nomenclature of indirect taxes.
The layman has no way of knowing why a tax is given the name of GST
and another is named FED. Let us attempt to find out the number of
indirect taxes people are paying: 1) General Sales Tax (GST). 2) Federal
Excise Duty (FED). 3) Value Added Tax (VAT). 4) Carbon Tax. 5) PTV
Fee. The most unjustified and comical tax belongs to PTV. This tax -
Rs25 per month - is collected by the local power company through its
electricity bills. It is unjustified because cable operators are also charging
for providing PTV channels. It is comical because one has to pay the PTV
Fee even if he does not wish to watch PTV.

The budget is bound to be rewritten if the Friends of Democratic
Pakistan and our Muslim brother countries do not help Pakistan in the
rehabilitation of the nearly three million IDPs. If grants are not
forthcoming soon, then the government would have to slap more taxes.

Mir Jamilur Rehman, The News International (Rawalpindi),16 June 2009.

RESOURCE GAP DASHES HOPES FOR RELIEF

The government unveiled a consolidated budget of Rs 2.897 trillion for
2009-10 on Saturday with a drastic cut in subsidy on electricity and focus
on short-term relief for inflation- and conflict-hit people. With a deficit of
4.9 per cent, the budget was unveiled in the National Assembly by
Minister of State for Finance Hina Rabbani Khar the deficit, 1.5 per cent
is planned to be met from external resources, mainly ‘Friends of Pakistan’
and money coming for internally displaced persons, which economists
think will be unreliable, while the rest will be met from additional
taxation and internal sources. Economic experts say it is a highly risky
budget as no one is 100 per cent sure that the money would actually come
from the countries who have pledged it. At the time of earthquake,
friendly countries had pledged $4 billion, which did not fully materialise.

They say in case of making budget on uncertain resources, the
government will have to borrow money from domestic sources which
will put pressure on interest rates. The SBP would not be able to reduce
discount rate. Therefore, a high-interest environment will continue
having adverse impact on investment and growth. It is believed the
budget is neither growth-oriented nor people-friendly. As a commitment
with the IMF, drastic cuts have been made in subsidies for power sector,
which will result in increase in the electricity tariff.
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The inflation is not going to come down, but it may go further up
as the budget document reveals. The replacement of petroleum
development levy with carbon tax will increase the price of oil for end-
consumers. The massive cut in power subsidies will hit the small
provinces harder. Focusing on rural areas, particularly the agriculture
sector, the budget ignored to a great extent the revival of the industrial
sector because no relief has been announced for the textile sector which
has 55 per cent share in export proceeds.

The government announced an ad hoc relief allowance of 15 pc of
pay of government servants from July 1. An increase equal to one
month’s initial basic pay in the allowance of armed forces deployed on
the western front was also announced with effect from July. Retired
government servants and armed forces personnel will also get 15 per cent
increase in their net pension from July 1.Excise duty on petroleum
products will be levied in the shape of a carbon surcharge, which would
eliminate the existing petroleum development levy.

The total budgetary outlay of Rs 2.897 trillion is almost 27 per cent
more than the current year’s estimate. Budget deficit at Rs 722.5 billion is
estimated to be about 24 per cent higher than the current year’s estimate
of Rs 582 billion. As ratio of GDP, the budget deficit will slightly go up
to 4.9 per cent against 4.3 per cent during the current year. The 0.6 per
cent increase will be met through external financing of Rs 264.9 billion
and domestic financing of Rs 457.6 billion. Pakistan is likely to receive
external resources equivalent to 1.2pc of its GDP (Rs 178 billion) from
pledges made at the Donors’ Conference in Tokyo.“We further expect
resources equivalent to 0.3pc of the GDP (Rs 48 billion) for expenditure
on internally displaced persons. In essence the real deficit will be 3.4pc of
the GDP,” the state minister said.

The budget estimates net revenues of Rs 1,377.5 billion with a
current expenditure of Rs 1,699.19 billion. The development expenditure
(including provinces) is estimated at Rs 783.1 billion against the revised
current year’s estimates of Rs 421.9 billion, showing an increase of 85 pc.
The Public Sector Development Programme has been doubled to Rs 626
billion against the revised estimates of Rs 359 billion for 2008-09.

The current expenditure has been slashed to 68pc as compared to
revised estimates of 79pc of the current year. The expenditure on general
public services (including debt servicing, transfer of payments and
superannuation allowances) is estimated at Rs 1,189 billion -- 70 per cent
of the current expenditure. The target for FBR tax revenue has been set at
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Rs 1.372 trillion, almost 16 per cent higher than this year’s revised
estimates of Rs 1.179 trillion. An allocation of Rs 343 billion has been
made for defence spending against Rs 311 billion of the current year,
showing an increase of about 10.2 per cent.

Of the total tax revenue, direct taxes are estimated at Rs 565 billion
and indirect taxes at Rs 815 billion. The budget has projected to transfer a
total of about Rs 735.130 billion to the provinces as their share of net
proceeds of the federal divisible pool and grants, including subventions.
The education sector, including higher education, will get Rs 31 billion,
which is about 54 per cent higher than current year’s Rs 20.1 billion. A
record Rs 23.2 billion has been earmarked for health sector, up by 66 pc
from Rs 13.99 billion of the current fiscal year. It is proposed to increase
the allocation of BISP to Rs 70 billion from Rs 34 billion. At a later stage
a health insurance of Rs 25,000 per family per year will be provided.

Social Security

The government will enact a legislation in the next fiscal year for creating
social security protection programme for the haris. The ministry of social
welfare will be replaced by the ministry of social protection and
development. An allocation of Rs 35 billion is proposed in the people’s
works programme to create sizable employment opportunities to increase
the income of the less-privileged.

Rs 10.8 billion has been allocated for different workers welfare
development schemes in the housing, health, education and technical
education sectors. The marriage grant has been increased from Rs 50,000
to Rs 70,000 per daughter. Construction of 9,469 housing units and flats
for industrial workers is also proposed. It has been decided to give 12pc
shares to employees in the state-owned enterprises to revamp the
privatisation process. The outreach of microfinance services will be
increased to three million from two million borrowers.

The government announced a string of measures for boosting
agriculture growth and marketing to increase the supply of food items.
The allocation for agriculture sector has been enhanced to Rs 18 billion
from Rs 14.4 billion in 2008-09. An amount of Rs 2.5 billion will ensure
food security and productivity enhancement of farmers. BT cotton
hybrids varieties will be offered to farmers. Livestock, agriculture and
fisheries will be treated as industry.
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Water Sector

Rs 60 billion has been allocated for water sector. As many as 32 small and
medium dams, eight in each province will be financed. Rs 12 billion has
been allocated for the raising of Mangla Dam, including resettlement of
displaced people; Rs 10 billion for improvement of water courses and Rs
15 billion for canal improvement and rehabilitation of irrigation system,
Rs 500 million for integrated agriculture marketing and storage
infrastructure, and Rs 4 billion for the Benazir tractor scheme.

A phased ‘special programme for food security and productivity
enhancement of small farmers’ covering 13,000 villages will be
implemented by 2015 starting with 1,012 villages in four provinces, Azad
Jammu & Kashmir, Fata and Northern Areas during the first phase at a
cost of Rs 8.013 billion .An amount of Rs 300 million has been allocated
for capacity enhancement of dairy products, Rs 400 million for poverty
reduction through small holders livestock and dairy development.

Export Investment

A Rs 40 billion export investment support fund has been proposed. The
government will contribute Rs 10 billion towards this fund; another Rs
10 billion will be contributed by the Export Development Fund; and the
balance of Rs 20 billion will be contributed by governmental agencies
through mopping up of surpluses in commercial banks. A Rs 10 billion
fund for credit guarantees will be established to support the SME sector.
The fund will be financed by the government and the private sector in
the ratio of 50:50 over the next two years. A Rs 10 billion venture capital
fund will be established for which Rs 2.5 billion has been earmarked. A
new DFI is being created for industrial financing. Industrial clusters will
be involved for skill development to ensure ownership,
monitoring/oversight and relevance of programmes. The allocation for
power sector has been doubled to Rs 22.8 billion from Rs 11.4 billion in
2008-09.

Currently, 15 independent private power houses with a total
capacity of 2,921 megawatts are in different stages of development. Out of
these, nine projects for 1,861 MW will be commissioned in 2009; four
projects for 776 MW will be completed in 2010; while two projects for
284 MW are due for completion in 2011.To eliminate load shedding by
the end of 2009, agreements have been reached with five rental power
projects for 800 MW. Work on 16 hydropower projects in the private
sector with a total capacity of 4,160 MW has been initiated.
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Two new combined cycle power projects of 500 MW each in the
public sector to supplement the total capacity are planned at Chichoki
Mallian and Nandipur. The government has also made an elaborate plan
for electrification of all villages where electricity can be provided from
grid supply. This was achieved in 6,419 new villages last year.

The induction of Khan Khwar and Jinnah Hydro projects with a
total capacity of 168 MW; setting up call centers in all distribution
companies to improve customer services and infrastructure development
to reduce energy losses will also be initiated. The PSDP allocation of Rs4
billion has been made for the 4,500 MW Diamer-Bhasha Dam project.
Construction of more than 30 small and medium dams in different
provinces will also been funded.

A comprehensive renewable energy policy is being formulated. A
50 MW solar thermal power project will be established in southern
Punjab; development of wind farms in areas in addition to Gharo-Keti
Bandar, identifying new corridors of available wind potential in Punjab,
Balochistan and the NWEFP; solar water heaters programme; production
of solar cells and modules up to an annual capacity of 80 Kilowatts;
depreciation allowance for renewable energy being enhanced by 100 per
cent; allowance of duty-free import of equipment under nine categories of
alternative energy are being considered.

Approximately 30,000 postgraduates will be offered internships
under the National Internship Programme for which the government has
allocated Rs 3.6 billion. Zero rating duty on exports sector will continue
as well. The FBR will pay interest on refunds delayed beyond 90 days.
The limit of credit on donations in case of companies enhanced from 15
pc to 20 pc. It is proposed to enhance the rate of withholding tax on
imports of commercial nature from two per cent to four per cent. The
measure would result in estimated revenue of Rs 23 billion.

Dawn (Islamabad),16 June 2009.

REFLECTING THE OVERINDULGED MINDSET

The budget revealed the continuing disconnect between the rulers and the
ruled despite the advent of civilian rule and apparent democracy. Why
else would the government have put even more burden on the poor
through growing indirect taxation and actions that will make the basics of
survival ever more expensive? The carbon surcharge is going to make
Pakistanis pay more than any other citizen in the world for POL and
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CNG - despite the temporary freeze on POL prices imposed later! But
then, Shaukat Tarin is clearly living in his own world with no connect to
the reality that is Pakistan.

Why else would he have suggested, Marie Antoinette style, that
"the masses (he did not say we Pakistanis) should use the fuel efficiently
and rationally," including travelling on buses? What a cruel joke, since if
there had been a proper public transport system everyone would be using
it! But, then, Mr. Tarin, in his tinted-glass, official gas-guzzling vehicle
and its escort, would hardly know that there is no proper public
transport system; so people are compelled to risk their lives by carrying
the whole family on motor bikes, by riding atop overloaded buses, and so
on. Tarin's statement only reflected the overindulged decaying mindset of
the rulers. After all, why raise the pays of MINAs, MPAs and the cabinet?
Even more questionable is the need to have a huge cabinet that really
gives little inputs into decision-making at a time of economic crisis.
Again, why raise travel allowances of our leaders when they achieve little
on their foreign trips that they cannot do through their diplomats or
through inviting the foreign leaders to this country? In any case, why not
cut the travel allowances and compel the leaders to stay in cheaper
accommodation when abroad? Even the hosts are often scandalised by the
display of opulence by our leaders in foreign lands.

The assumption that this is an agriculture-friendly budget is
laughable, since agriculturalists are being deprived of water and basic
electricity for 10 to 12 hours a day, so tube wells cannot be used at all.
Moreover, water from the canals is still not being distributed fairly and
southern Punjab continues to find itself deprived of its share of this
water. So, with no water, how will agriculture survive? Would it not have
been more rational to divide the power cuts more equitably between the
rural and urban areas? As for the increase in the BISP, it will be countered
by the increase in cost of living, especially of basic foodstuf, as a result of
the indirect taxes and the carbon surcharge - despite a temporary retreat
on that count two days later. So what "relief" the government is
supposedly giving to the poor with one hand, it is taking away with the
other.

All in all, the budget has no "human face" to redeem it - although it
has shown the human face of our politicians and their ingrained localism
when Ms Khar went on to rubbish the very same economic policies she
had supported while a minister in the Shaukat Aziz government! What
was truly offensive was Mr. Tarin's arrogant conduct at his press
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conference. But to understand Mr. Tarin, one needs to look closer into
where he is coming from. It appears that there is an interesting linkage
between our present ruler and Citibank bankers Tarin and Salim Raza,
now governor of the State Bank of Pakistan. The linkage is described in
detail in "The US Senate's Minority Staff Report for Permanent
Subcommittee on Investigations Hearing on Private Banking and Money
Laundering: A Case Study of Opportunities and Vulnerabilities," Nov 9,
1999. Amongst other things, the Report makes an interesting reading of
the way multinational banks work in developing states. On checking up,
it seems that Shaukat Tarin was the Dubai banker not mentioned by
name in the Report while Salim Raza is mentioned by name. Now, a man
like Mr. Tarin cannot be expected to have a genuine interest in the poor
people of Pakistan when he is occupying the position he is in purely as a
reward for services rendered earlier.

Why blame Tarin, though, when our civilian leadership continues
on its merry way, bloated cabinet and all? Bullet-proof cars continue to
find space in the budget as do the over-stuffed bureaucracies. Ministers
battle each other and their bureaucrats, many of whom are accused of
working for "foreign friends" - as was revealed by the prime minister's
adviser on petroleum and natural resources in connection with the Iran
pipeline issue. Fifth columnists loyal to the US and some of our Arab
friends are desperately seeking to destroy this strategic agreement, but
who will take them to task? No wonder there seems to be no governance
at all visible to the person on the street.

Nowhere is this more apparent than in relation to the ongoing
military operation in Swat, which has now expanded to the FATA area -
timed with the impending US military surge in Afghanistan. With no
political strategy visible, the military is effectively being left on its own to
clear and hold areas as well as hunt out the militants, while the civil order
continues to abdicate its responsibility. While the military leadership goes
to the front to sustain the morale of the soldiers, the political leadership
seeks continuing jaunts abroad - giving legitimate nightmares to the
professional diplomats of our whimsical leader straying off the script. As
for the provincial leadership, it is also barely visible in the troubled areas
- or in "cleared" areas.

So the military operations continue with no timelines in the offing,
the indiscriminate strategy of heavy bombardment and aerial attacks is
also revealing the growing civilian destruction and, despite a self-imposed
media censorship, some accounts are filtering through, such as the woeful
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lament of Shahryar Khan of Lakki Marwat. Such accounts will increase
over a period of time, especially when one sees no effort by the civil
authorities to immediately move in with a well-planned strategy
immediately after an area has been "cleared" by the military, so that a
conducive environment is created for the displaced Pakistanis to return to
their homes - at least what is left of them.

Now that the state has declared its intent of taking out the TTP
leadership, specifically Baitullah Mehsud, a more discriminatory and
targeted strategy for FATA relying on more effective human intelligence
and local tribal support would not only be more effective in the long run
but would have more sustainability and less negative fallout in terms of
civilian casualties and material destruction - all of which have their own
long-term debilitating impact. Already we are seeing the spread of
terrorism across the country with an increasing intensity as well.

We also need to ensure that the growing number of displaced
Pakistanis should not become a tinderbox of ethnic conflicts for the
future. After all, it serves no purpose to rid ourselves of one group of
brutal militants and their leaders only to find a new breed arising from
the disaffected and angered amongst the populace. According to a report
doing the rounds on the Internet, more than 130 Pakhtoon students of
Sindh University in Jamshoro have had to leave because of violence,
abuse and life threats by Sindhi ethnic parties, some of which stormed the
Allama Igbal Hostel where the Pakhtoon students were staying. May 28
was the deadline given to these students to leave. The majority of students
who were forced to leave the university were from Swat, Dir and Buner.

Meanwhile, as to the puzzling question of why Baitullah Mehsud
has survived for as long as he has, could it be old US links, especially
through his spokesman Muslim Khan, who spent eight years in the US
and still has relatives there? And is there now a deliberate attempt to fan
sectarian violence and intra-Muslim hatred within Pakistan through
brutal acts of terrorism and threats to Shia imambargahs across the
country at the behest of Baitullah Mehsud and his followers - similar to
what the US did in Iraq? There are strange linkages between our
militants, criminal elements and our external detractors who seek to
spread instability across the country - which is what is happening if we
see the situation even in Karachi where the nature of the threat is political
fascism rather than religious extremism. We are confronting a multiple-
headed monster of terrorism which requires a subtle, multi-faceted
strategy, not simply indiscriminate military action being conducted in a
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political void. For the short term, the terrorised population will go along,
but in the long run such a strategy, functioning in a political vacuum,
cannot be sustained without a growing backlash. With a dysfunctional
government, a mindless economic tsar cosseted from the ravages of
terrorism and budgetary hardships, the people of Pakistan face a long hot
summer filled with mirages of public transport.

Shireen M Mazari , The News International (Rawalpindi), 17 June, 2009.

DEFENCE SPENDING ENHANCED

Desperate times call for desperate measures! Pakistan is at the moment
engaged in a major war against insurgency; its army and air force are
combating an invisible enemy, which lurks in the shadows, has intricate
knowledge of the precipitous terrain, strikes with impunity and melts
away in the crowd, pretending to be an innocent civilian. To make
matters worse, the insurgents are being supported by external forces,
which are not only providing logistics but state-of-the-art weaponry,
communication equipment and above all intelligence inputs, besides
training them in guerrilla warfare. The enemy is retaliating to the action
by Pakistan's security forces by assaulting high value targets in the
civilian area through suicide and car bombs, causing high casualties,
creating harassment, trepidation and fear. To fight this many headed
hydra, which according to Greek mythology, when one of its heads was
cut off, two new heads appeared - one suicide bomber strikes and many
more take its place - all of Pakistan's resources have to be employed by its
defence planners to engage in what is being called the "war of its
survival."

Under these circumstances, Pakistan has had to jack up its defence
expenditures from the Rs 296 billion allocated in 2008-09 and the actual
spending of Rs 311 billion to Rs 343 billion, which is an increase only by
12 percent over last year. In real terms it is miniscule. According to
Minister of State for Finance Hina Rabbani Khar, Pakistan had incurred
an economic cost of $35 billion in the war against terror, whereas, US
had compensated for the expense by an amount of $10 billion. For the
2008-09 fiscal year, Pakistan had increased defence spending by nearly 7
percent to 296.07 billion rupees ($4.4 billion). In the preceding year
Pakistan spent 277.26 billion rupees on defence. Pakistan's defence
spending, which was opened for public debate and scrutiny for the first
time last year, is not actually India-specific any longer because of the
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enhanced threat from the insurgents. On the other hand, India's defence
expenditure for 2009-10 has been hiked to Rs.1.41 trillion as announced
by its acting Finance Minister Pranab Mukherjee on February 16, this
year. This increase of over 34 percent in India's defence budget is one of
the highest in its history of defence spending (the last time the Indian
defence budget was increased by over 30 percent was in 1987-88 when
allocation was increased by 43.4 percent to Rs 12,512 cores).

According to Jane's Intelligence Review, India is likely to spend
over $50 billion (about Rs 250,000 crore) on defence acquisitions over the
next five years. Among the weapons systems and equipment to be
acquired, the big ticket items will include the aircraft carrier INS
Vikramaditya (the Admiral Gorshkov), 126 multi-mission, medium-range
combat aircraft, six C-130] Hercules transport aircraft for the Special
Forces, eight maritime patrol, surveillance and reconnaissance aircraft -
possibly the Boeing 737 P-8I, six Scorpion submarines, and a large
number of main battle tanks, 155 mm towed and self-propelled artillery
howitzers, plus equipment for counter-insurgency operations. This does
not include the AWACS (airborne warning and control systems and the
air-to-air refueling system, which are already in the pipeline. Most of
these are meant to augment its "Cold Start Strategy", which is Pakistan
specific. Yet Indian media had a heyday looking at Pakistan's defence
outlay critically. Zee News, for example ran the headlines: Pak increases
defence spending by 15.3 percent; commenting: "Declassifying its defence
allocation for the first time in 44 years, Pakistan on Saturday hiked its
military spending by a whopping 15.3 percent....Despite a serious
financial crunch being faced by Pakistan and increased expenses on anti-
militancy operations, top military officials recently ruled out any cuts in
India-specific defence spending." Colonel Rahul K Bhonsle's Op-Ed
Pakistan's Defence Budget: Misplaced Priorities is dated yet speaks with
venom when he claims: "It is popularly believed that while most states
have an army, Pakistan Army has a state." He adds: "Pakistan is spending
4.5 percent of the GDP on defence. For a developing country defence
spending over and above 3 percent is considered to impinge on
development." Come on Colonel Bhonsle, unless we secure our country
from threats to our very existence, we cannot talk of development.

In Dollar terms, the total defence bill for the 2009-10 financial year
beginning will be 4.24 billion dollars, 0.47 billion more than the revised
budget of 3.77 billion dollars for the outgoing fiscal. The original defence
budget for the previous year was 3.65 billion, which was increased to 3.77
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billion due to increased spending by the armed forces. The increase came
as the ongoing war on terrorism took a heavy toll on Pakistan's economy
in 2008-09, creating a serious imbalance of payments in November and
forcing the government to approach the International Monetary Fund for
a 7.6-billion-dollar loan. Pakistan's growth rate grew by only 1.9 percent
during this fiscal year as compared to 4.1 percent last year, the worst in
the last 30 years. In the first 10 months of the fiscal year, the inflation rate
was 22.3 percent, against 10.3 percent in the same period last year,
according to the annual economic survey released last week. Foreign
investment declined to 2.2 billion dollars as compared to 3.9 billion
dollars last year. Pakistan has suffered massive losses both in terms of
stagnation of economic growth and increases in defence spending to fight
insurgents.

In addition to the rise in the defence budget, the government
allocated 600 million in the budget for the relief and rehabilitation of
some 2.5 million people uprooted by ongoing fighting with the
insurgents. Under these circumstances, we should be prepared to tighten
our belt to invest in our security rather than cringe and crib because our
luxuries are being slashed. As stated in the opening paragraph, desperate
times call for desperate measures!

S.M. Hali, The Nation (Islamabad), 17 June 2009.

MISPLACED PRIORITIES

The federal consolidated budget of Rs 2.897 trillion for FY2009-10 was
announced by the minister of state for finance on June 13. The economic
growth has been projected at 3.4 percent with fiscal deficit as 4.9 percent
of GDP. To meet the budget deficit the government has relied on aid
from the 'Friends of Pakistan' consortium and in case of failure either the
development expenditures will be slashed or the borrowing from SBP
will be the final resort that will give a boost to the soaring inflation. The
expectations of the people that the democratically elected government
will take effective steps to ease the economic burden on their lives remain
unfulfilled. It transpires from the budget that it will add to the woes of
the poor and exacerbate their sufferings on the one hand while income
inequality gap in society will widen on the other.

To begin with, no effort has been made to alter regressive taxation
policy by reforming it on modern lines. The ration of direct to indirect
taxes has not been changed. In this way the tax-to-GDP ratio, stagnant
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during the previous years, is unlikely to increase. The hike in sales tax
with no exemption for essential commodities like food, medicine etc will
squeeze the fixed income groups already ground down under intense
inflationary pressures. Overdependence on indirect taxes vis-a-vis
reluctance to widen the tax gap leads to erosion of the purchasing power
of the low-income groups who have to pay proportionately higher
incidence of tax.

Agriculture is a dominant sector of our economy as it accounts for
the 22 percent share of GDP. But it contributes only 1 percent in the
country's revenues and this dismal scenario has been perpetrated in the
present budget. Not only the big landlords benefit from subsidised
agricultural inputs and easy credit loan schemes but the cultivation
intensity has been found inversely proportional to farm size in the
absence of tax on agricultural income. The property mafia, stock brokers
and big agriculturists retain immunity from taxation as they are able to
wield their political clout to influence formulation of tax policy. In view
of such circumstances, the revenue targets set by the government seem
unrealistic as the situation will be compounded if the sluggish economic
growth is not turned around. The lax tax policy benefits the elite class
and results into over-exploitation of the existing tax bases without
extending tax net to untaxed classes.

The ailing industrial sector has been largely ignored and the
cosmetic measures to improve its performance will not bear fruit. During
last year, the large-scale manufacturing sector has shown negative growth
and there are no prospects of change in near future in presence of
continuous power outages.

The education and health sectors have once again failed to receive
their due share and in the present budget. An amount of Rs 36.6 bn has
been allocated to both sectors registering an increase of 60 percent as
compared to the previous year which pales into insignificance if
population growth and inflation hovering around 20 percent are adjusted.
Of total amount of Rs 31 bn, a paltry sum earmarked for education, only
25 percent goes to the basic education indicating the authorities' myopic
vision of reforming education from above overlooking the significance of
a large dropout rate at early stages. It is a pity that education at the
primary level remains the most neglected area in the educational system.

In respect of agricultural policy, the government has aimed at
ensuring food security and enhancing farm profitability but no
substantive measure has been announced to achieve these objectives. It is
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no surprise that despite the agrarian base of our economy, we have
received more than fair share of food crises at various times. The high
prices of agricultural inputs and the absence of modern equipment have
resulted into low agricultural production. The present budget has not
delineated an agricultural policy framework that seeks to revitalise
agricultural sector realising its full potential. The poor farmers have been
left rubbing hands as the increase in prices of electricity will increase the
cost of production of agricultural outputs. The government must have
announced the writing-off of loans of small farmers and taken steps to
ensure them fair return of their products.

On the whole, the budget is far from 'poor-friendly' and presents
claims completely divorced from reality. The myth of macro-stabilisation
and its consequent trickle-down affects has shattered and the lot of the
poor has not changed. The misplaced priorities coupled with shotgun
approach to allocations have worsened the economic crisis confronting
the country in recent years.

Nauman Asghar, The Nation (Islamabad), 18 June 2009.

TAX HOLIDAY FOR FEUDAL LORDS

The brave talk of taxing the big landlords who have turned agriculture
into industry and are rolling in sugar has turned out to be no more than
smoke and mirrors. The government has deprived itself of considerable
revenue at times of extreme monetary crunch by continuing to exclude
from the taxation net a section of the super rich. It has instead decided to
depend on uncertain external financial inflows failing which it says it
would knock at the door of the IMF. This could lead the country to
accept more crippling conditionalities.

The big landlords are a politically powerful group that has
withstood demands for genuine and thoroughgoing land reforms and
farm tax for the last sixty-two years. It has once again succeeded because
of its dominating position in the Assemblies and the Establishment.

All major parliamentary parties like the PPP, PML-N, Q League
and ANP depend on support from big landowners. As feudal families
have been represented in all governments, elected or led by military
dictators, they have succeeded in ensuring that no government harms
their interests. The tactics they have evolved have really worked. While
one family member joins the government, the others support the parties
opposing the government. Similarly, as one faction of a party stands by a
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dictator, the other sits in the opposition. It is thus ensured that
irrespective of who is in power the interest of the class are preserved.
Thus in spite of the two land reforms, one under Ayub and the other
under Bhutto, the landlords have managed to keep their hold on land and
their grip on politics.

Agricultural income could not be taxed under the military rulers
who being not accountable to anyone are in a position to take unpopular
decisions needed for the good of the country. But military rulers cannot
afford to ignore their own peculiar constituency. The army holding over
100,000 acres of agricultural land constitutes a major interest group
opposed to farm tax. What is more, over the decades military officers
who have been awarded agricultural land have turned into a part of the
landlord class, further adding to its political clout. According to Ayesha
Siddiqa, agricultural land owned by individual members of the armed
forces is approximately 6.8 million acres. This explains why while Zia
and Musharraf played with the idea of introducing land reforms both
subsequently dropped it on account of the opposition they met from
within the military Shaukat Tarin's views about the agricultural tax
which he expressed soon after his induction into the administration sent
alarming bells ringing among the farmers' lobby. The opposition to the
idea started from Punjab where in November last year, the assembly
passed a near unanimous resolution against the agricultural tax tabled by
a PML-N MPA. Law Minister Rana Aftab and PPP's Raja Riaz infact
vied with each other in the resolution's support. Losing self-control,
PPP's Nazim Hussain Shah said he was willing to go to jail or face
gallows while opposing farm tax.

Later in May 2009, the Chamber of Agriculture and Sindh Abadgar
Board rejected the tax and termed it illegal and unconstitutional. The
leaders of the two major representative organisations of Sindh growers
said that the farmer was already heavily taxed.

Similarly the resolution passed by the Punjab Assembly claimed
that farmers paid a number of direct and indirect taxes and it was
therefore injustice to levy farm tax on them. The facts however tell a
different story.

The current share of agriculture in GDP stands at 20.9 percent but
its share in taxes is only 1.2 percent. Compared to it the share of the
manufacturing sector in GDP is 18.9 percent while its contribution to
taxes is 50.8 percent. The share of agriculture in taxes is derived not from
farm income but from land tax levied by the provinces. Even this meager
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contribution is on continuous decline. In 2000-01 tax collection from
Sindh Agricultural sector was Rs 444.77 million. In 2001-02 it fell to Rs
397million and in 2002-03 to Rs 251million. Sindh landowners had paid
only Rs 7 million till November 2008 while the government target was
Rs 336 million.

With the big landlords enjoying a tax holiday, and the government
unwilling to cut down its expenses, the common man is being fed on
empty promises, the emptiest of them being the development budget
described as the highest ever. We are told that a part of it would come
from the commitments made by the foreign donors. This is risky as the
pledges made are rarely fully met, as the example of the commitments
made to the earthquake victims would bear out.

While the big landlords earn extra billions on account of the rise in
wheat procurement prices, the common man is to be the main suffer. The
looming massive cut in power subsidy would hit him hard. So would the
replacement of petroleum development levy with carbon tax which
would increase the price of oil for end consumers. Inflation that hits the
poor hardest may further go up. The budget safeguards the interests of
rapacious ruling elite while it provides little succour to the poor.

Aziz-ud-din Ahmad, The Nation (Islamabad), 18 June 2009.

GOVERNMENT ANNOUNCES RELIEF MEASURES

The government on Monday announced a major relief to exporters by
declaring income tax collected on export proceeds as final discharge of
liability, reduced withholding tax from four to three percent for
industrial importers, abolished 'Carbon Surcharge' on CNG, replaced 16
percent sales tax on import of newsprint with five percent customs duty
and abolished 20 paisa Federal Excise Duty (FED) on SMS with increase
in FED from 19 to 19.5 percent on services provided by cellular
companies.

Winding up the debate on the federal budget in the House, Minister
of State for Finance Hina Rabbani Khar said the government has decided
to revise the ad-hoc relief allowance for civil employees in BPS 1-16 from
15 percent to 20 percent. This revision would also be applicable to
personnel of the Armed Forces in BPS 1-16 and equivalent who were
earlier allowed only a 15 percent increase. Moreover, the ad-hoc relief
allowance announced for old pensioners who retired ten years ago or
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earlier is being revised and they would now enjoy the benefit of 20
percent increase in net pensions.

Announcing other relief measures for business community through
amended Finance Bill (2009-2010), she said that requirement of NTN or
CNIC for sales to unregistered purchasers is being withdrawn; similarly,
presenting of NTN for opening of bank account is being made voluntary
or as per requirement of the bank concerned. Through another
amendment in Finance Bill, the difference in the charge of additional tax
on delayed payments and compensation on refund is being reduced to
three percent from present about 12 percent.

The concept of third party audit by established and certified
Chartered Accountant companies is being introduced. However, it is
being ensured in the concept that it does not result in unnecessary
harassment of business concerns. The procedures relating to resolution of
tax disputes is being further streamlined and simplified and all such
proposals that were considered to be unnecessarily harsh and punitive
like conducting raids on business premises without approval of FBR, are
being withdrawn.

Sharing details of the tax-related amendments in the Finance Bill,
she said that it was being proposed to lower the withholding tax from
four percent to three percent for industrial imports to provide relief to
manufacturers. This involves a relief of over RS five billion to the
manufacturing sector and would reduce their cost of production. Income
tax collected on export proceeds is being made final discharge of liability
of the exporters to facilitate export oriented activities and to enable
exporters to compete more effectively in the international market.

On the demand of youth and children, additional Federal Excise
Duty at the rate of paisa 20 per SMS is being withdrawn. The revenue
loss would be compensated by increasing the additional FED on cellular
services form 19 percent to 19.5 percent. She also announced that since
the government expects to wind up the National Accountability Bureau
within the next three months, the budget for NAB is proposed to be
reduced to Rs 183 million to cover 3 month's expenditure. The excess
amount would be surrendered.

The government also announced reconstitution of Seventh
National Finance Commission (NFC). The first meeting of the NFC
would be convened in July 2009. The NFC deliberations would be
completed at the earliest and hopefully within three months of the
convening of the first meeting, she added.
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About the budget sessions, she said that the consultative process
with the Standing Committees on Finance & Revenues of the National
Assembly and the Senate would, in future, begin two months prior to
budget presentation. In the next financial year and beyond, the
government shall ensure that the budget is presented to the Parliament on
or before May 30 to allow larger Parliamentary scrutiny. The
government has decided to present the financial and fiscal performance of
the government to the Senate Standing Committee on Finance and
Revenue and the Standing Committee of the National Assembly on
Finance and Revenue for a quarterly review, he informed.

The government would ensure that supplementary appropriations
are kept to a minimum to cater for unforeseen emergent expenditures.
Approval of the National Assembly would be obtained on a quarterly
basis in respect of such supplementary appropriations, she added. The
Minister said that allocations for health and education would be increased
to four percent of the gross domestic production (GDP) next year and
some of the recommendations of the pay and pension commission would
also be implemented within the next financial year.

She said the government was committed to raise allocations for
social sector including education and health to six percent of the GDP in
three years. The global economic recession and worsening law and order
situation have affected our economy but the government due to its
tireless efforts overcome these pressures and gain sustainability in the
economy and put it on the right track, she added.

The Minister said according to IMF report released in April this
year 1.3 percent decline to the GDP of the world economy witnessed and
its impact was reflected in our economy. The Minister also spoke about
the nine-point reform agenda of the government to bring about economic
stability in the country by ensuing security to the vulnerable, increase in
productivity in agriculture and industrial sectors.

Keeping in view the backwardness of Balochistan, She said that the
government has increased its development allocations from Rs 42 to Rs
50 billion this year. She said a special grant of Rs nine billion has been
allocated by the Prime Minister to the province for their developmental
activities.

The Minister said the allocations for Fata have been increased from
Rs 8.7 billion to Rs 12.9 billion and for Northern Areas from Rs 5.6 to Rs

8.4 billion which would help improve their infrastructure and social



The State of the Economy of Pakistan 83

sector. She said the Prime Minister has announced Rs 6 billion for the
NWEFP to meet its security needs.

She said the difficult decisions taken by the government helped
reduced the budget deficit to three percent of the GDP. She said the
foreign exchange reserves in October 2008 were only for month exports
have risen to four months exports and stood at eleven point four billion
dollars in May this year.

She said the government has risen the PSDP eighty-five percent to
the previous year's development programme, which is a record and
would help improve the physical infrastructure and basic amenities of
life. She said the government has been able to return back Rs 200 billion
to the State Bank.

She said the inflation rate in October 2008 stood at 25 percent has
now been reduced to 14.4 percent in May this year while food inflation
stood at over 32 percent in October 2008 has also been reduced
significantly.

She said the government has initiated Benazir Income Support
Programme to check the poverty and allocations of this programme has
been doubled and stood at Rs 70 billion. Referring to Minorities, the
Minister said five percent quota for minorities in federal services has been

fixed.

Business Recorder (Islamabad), 23 June 2009.

PAKISTAN’S FRAGILE ECONOMY AND ITS PARADOXES

All the major macro and micro level indicators of Pakistan’s economy for
the fiscal year 2008-09 lead to one principal conclusion, that Pakistan has
a fragile economy and it suffers from numerous built-in paradoxes. The
current year’s developments have shown that the economic fundamentals
remain weak, and only serious and well-coordinated efforts can help
restore its health and sustainability.

The real GDP (gross domestic product) of Pakistan has registered a
growth rate of 2.0 per cent in the current year, whereas other countries
like India has grown by 7.5 per cent and China has achieved a growth rate
of 9.0 per cent. The ‘Hindu growth rate’ of 2 to 3 per cent, which was the
hallmark of the Indian economy for the earlier decade have been replaced
by a robust growth rate of 7 to 8 per cent in the last two decades and half.
In China the economy had continuously grown by 12 to 13 per cent per
annum for many years in the nineties, and the later period. However,
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China’s economic planners had to devise special measures and strategies
to lower the growth rate of the economy, which started getting ‘over-
heated’.

Paradoxically, the dismal performance of Pakistan in the current
year calls for a rethinking of the development strategies pursued so far
and evolving an approach to economic management which can fully meet
the contemporary challenges which are multiple in nature and deep-
rooted at the same time.

A clear sign of fragility of Pakistan’s economy is provided by the
negative growth of industries (-3.6 per cent) emerging from large-scale
manufacturing (LSM) sector growth (-7.7 per cent), construction (-10.8
per cent) and electricity and gas distribution (-3.7 per cent). Within the
LSM, important industries have suffered deceleration in the current year.
These industries are petroleum industries, cotton yarn, cotton cloth,
sugar, billets/ingots, automobile and electrical industries, such as in the
production of electric transformers and refrigerators.

An analysis of data on growth rates in GDP along with the growth
rates of major sectors such as agriculture, major crops, LSM and services
within the 17 years of 1992-93 to 2008-09 exposes the fragile aspects of
Pakistan’s economic fabric. The growth rate indicates that the real GDP
of Pakistan grew by 4.5 per cent only on an average annual basis during
the last 17 years including the current fiscal year. The average annual
growth of agriculture comes to be 3.4 per cent, major crop 2.3 per cent,
LSM 5.6 per cent and services sector 5.0 per cent only.

These growth rates when compared with the growth rates of
competitor countries such as India and China are too low and establish
clearly that Pakistan is caught in a vicious circle of underdevelopment and
poverty. If a growth rate of less than 3.5 per cent is identified as low, a
growth rate of 3.5 to 5 per cent as medium (M) and a growth rate of
above 5.0 per cent as high (H), then Pakistan has had a high growth rate
only in six years out of total seventeen.

Out of those 17 years, only in one year, which was 2004-05,
Pakistan registered a robust ‘Chinese-type’ growth rate of 9 per cent
supported with the growth rate in the agricultural sector of 6.5 per cent,
major crops 17.7 per cent, LSM growth of 19.9 per cent and in the
services sector 8.5 per cent. When taking poverty into consideration, to
eliminate it, it is imperative that the economy of Pakistan should
maintain a ‘robust’ growth rate of 8.0 per cent to 9 per cent for a couple
of decades so that there is a visible and substantive rise in the per capita
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income of the country, leading to reduction in unemployment and
poverty.

Data in the table establishes one critical characteristic of fragility of
Pakistan’s economy, which stems from the deterministic role of major
crops and agriculture sector in the growth rate of real GDP. For eleven
years out of seventeen, the growth rates of major crops, agriculture and
the real GDP have behaved in a symbiotic manner, For four specific
years out of seventeen, when the major crops registered a low or negative
() growth rate, both agriculture and GDP growth rates remained
depressed. For seven years when the major crops had a high and positive
(+) growth rates, the growth rates of agriculture and real GDP were
jacked up. However, for six years, this correlation between major crops,
agriculture and GDP growth rates did not hold as indicated by the
symbol (N) in the table.

The performance of Pakistan’s economy for the year 2008-09, again
points out its fragile nature and weak foundations. In this particular year,
major crops grew by 7.7 per cent generating a growth rate of 4.7 per cent
in the agriculture sector but GDP growth rate was only 2.0 per cent
primarily due to 7.7 per cent decline in the large scale manufacturing
(LSM) value-added. The growth momentum provided by major crops and
agriculture was lost due to extremely poor performance of large-scale
manufacturing sector.

For quite a few decades, it is the output of cotton, which has
‘cradled’ the real GDP growth rate so much so that Pakistan’s economy
has been identified as ‘cotton economy’ or a ‘monocrop economy’. This
leads to an important result, i.e. if Pakistan has to shed the fragility of its
economy, it must be diversified and industrialised on a massive scale. This
is what has been spelled out in Planning Commission’s Pakistan’s Vision
2030. Both the public sector and the private sector have to take initiatives
towards this end, as it is a critical prerequisite for entering the “take-off”
stage which has eluded Pakistan for the last six decades while India
entered this stage as early as the sixties.
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Pakistan: Growth Rates of GDP and Major Sectors

Year Agri- Major LSM Services Type Correlations
GDP | culture | crops Live- Growth of
(Fo) stock GDP

1992-93 5.3 -15.6 6.0 4.1 4.6 L -
1

1993-94 5.2 1.2 6.0 43 4.2 M +
A

1994-95 6.6 8.7 55 1.5 4.8 H +
1

1995-96 11.7 6.0 26.4 3.1 5.0 H +
.6

1996-97 0.1 4.3 4.2 2.1 3.6 L -
7

1997-98 4.5 8.3 0.8 7.6 1.6 M +
5

1998-99 1.9 0.0 3.2 3.6 5.0 M N
2

1999-00 6.1 15.4 1.9 0.0 4.8 M N
9

2000-01 2.2 9.9 3.8 11.0 3.1 L -
.0

2001-02 0.1 2.5 3.7 3.5 4.8 L -
1

2002-03 4.1 6.8 2.6 7.2 5.2 M +
7

2003-04 2.4 1.7 29 18.1 5.8 H N
5

2004-05 6.5 17.7 2.7 19.9 8.5 H +
.0

2005-06 6.3 3.9 15.8 8.3 6.5 H N
8

2006-07 4.1 7.7 2.8 8.7 7.0 H +
.8

2007-08 1.1 -6.4 4.2 4.0 6.6 M N
1

2008-09 4.7 7.7 3.7 7.7 3.6 L N
.0

Avg. 17 3.4 2.3 5.6 5.6 5.0
5

Notes:

(L)Low (below 3.5 percent), (M)Medium (3.5 to 5 percent) and (H)High (above 5.0
percent),(-)Negative growth of major crops bringing down agriculture and GDP
growth rates,(+)Positive growth of major crops associated with higher agriculture
and GDP growth rates,(N)No correlations between major crops, agriculture and
GDP growth rates.

Dr. Aqdas Ali Kazmi, The News International (Rawalpindi), 22 June 2009.
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BUDGET: A NON-EVENT FOR INDUSTRY

The industry is unhappy with the government for failing to reduce the
cost of doing business, seen as the key to industrial revival and for
reinstating minimum income tax in the federal budget 2009-10.

“The budget contains nothing substantial for the industry. Things
must get worse before they improve,” notes Almas Haider, a leading
manufacturer based in Lahore.

He forecasts more industrial closures and job losses over the next
one year. “The heavily indebted units incurring losses must close down.
The government would spring into action only when things get out of its
control,” he says. The federal government is looking for moderate
economic recovery during the next financial year.

It projects gross domestic (GDP) to grow to 3.3 from the current
year’s two per cent. Agricultural growth will slow down to 3.8 from 4.7
per cent. Industry is projected to grow by 1.8 from -3.3 per cent besides
some improvement in the services sector. Analysts feel that the GDP
growth projection is quite ‘realistic in view of structural rigidities’ in the
economy like energy crunch.“The economic growth revival largely
hinges on the performance of the manufacturing sector and security
environment,” Mohammad Imran Khan, a Karachi-based analyst says.

The government has announced setting up of a Rs40 billion Export
Investment Support Fund (EISF) to rev up industrial production. But it
has yet to formulate its modalities.“The EISF money is likely to go into
long-term projects like the establishment of warehousing facilities,
colleges, etc. Allocation of Rs 32 billion for the textile sector in the EISF
is not enough. The industry needs immediate, direct support to reduce its
cost of doing business,” All Pakistan Textile Mills Association (Aptma)
chairman Tariq Mahmood argues.

Though the budget carries a few steps to slash the cost of car
makers and cement producers, it has little to offer to the textile industry,
which earns nearly 60 per cent of export revenue and contributes nine
per cent to GDP and is the largest single employer of non-farm labour.
The value-added, downstream textile producers were expecting cash
subsidy in the form of research & development (R&D) allowance. But no
allocation is made for that in the budget. Besides, the amount allocated
for three per cent subsidy on interest rates for spinning has been cut to Rs
500 million from Rs 810 million. The budget abolishes federal excise duty
(FED) on imported viscose staple fibre but it is going to leave negligible
impact on the industry. The key issue of 4.5 per cent duty on the import
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of polyester staple fibre to protect local manufacturers continues to
plague the spinning industry.

The soaring power and gas tariffs are likely to put additional
burden on the industry and squeeze the gross margins of the industry,
says Imran. He is of the view that structural imbalances including power
crunch will continue to hamper efforts for industrial revival. Analysts
expect the textile industry to remain under pressure on account of higher
cost of business as well as contraction in domestic and global demand.

“Not only that the government hasn’t given the industry, it has re-
imposed minimum (turnover) tax (0.5 per cent on local sales and one per
cent on exports) on all producers no matter whether they are incurring
losses or making profit. I will have to pay around Rs 5 to Rs6 million tax
although I am accumulating losses and also face harassment at the hands
of the tax collectors,” says a spinner. The government had removed the
condition to pay minimum tax in the outgoing year’s budget. It has
ostensibly been brought back with a view to shore up tax revenue to 9.6
per cent from nine per cent this year.

“The return of minimum tax amounts to penalising exports,” Tariq
says. “We don’t yet know if the government intends to actually help the
industry and exporters in the present transition from loss to stabilisation
and profitability.”He, however, is glad that the government has taken
important step to stall smuggling of textiles from China. Ijaz Khokhar, a
readymade garments exporter from Sialkot, is critical of the government
for failing to stop the rot in the manufacturing. “Instead of picking
FATA’s unpaid electricity bills of Rs80 billion, the government should
have pumped this money into the industry and exports for quicker
economic revival,” he argues.

He does not see industrial revival in the short-term and predicts the
conditions to worsen in the months to come. “There is little likelihood of
any increase in exports even next year,” says [jaz. Almas is of the view
that interest rates must be reduced to spur industrial growth and
overcome the economic woes. “You can also control inflation by
improving supply side chain,” he says. But the industrial revival is not a
priority with the government, he complains. Imran says the government
would not be able to bring down credit cost substantially because of
International Monetary Fund conditions.

Leading Lahore-based builder Akber Sheikh does not see the
reduction of federal excise on cement by Rs200 per ton to Rs700 to spur
construction. “Cement producers had already raised their price by Rs15
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per bag in anticipation of this reduction. So what impact will it create
even if now they reduce the price by Rs10 per bag?,” he asks. But the
analysts say the public sector spending on infrastructure development -
construction of dam, power projects, buildings, etc, and rehabilitation of
internally displaced persons (IDPs) would help spur construction activity
and boost industrial growth.

Car industry is glad on the fiscal incentives for it. “I hope the
reduction in car prices will go a long way in stimulating sales. But the
government should also have forced assemblers to increase localisation of
parts to support the auto vendor,” notes Nabeel Hashmi, an auto vendor.
Imran says overall the budget has been a non-event for the industry,
which requires government help, removal of bottlenecks related to
infrastructure, and a long-term policy to make it competitive if it must
revive.

Nasir Jamal, Dawn (Islamabad), 22 June 2009.

REGRESSIVE TAXATION

The Finance Bill seems to have been designed to tax the poor and protect
the wealthy. The poor will bear an increased burden of taxes, whereas
progressive taxes have not been levied on the rich.

It is almost tragic that the elected government also placed its
reliance on bureaucrats who are responsible for our existing pathetic
politico-economic situation. Tax policy shows no concern whatsoever for
redistributive social justice. For achieving the revenue target of Rs 1.5
trillion for fiscal year 2009-10, a resort has been made to regressive
taxation: increasing the indirect taxes and making presumptive taxes
under the income tax laws more stringent.

The lack of political will to tax the rich absentee landlords exposes
the tall claims of the so-called pro-people budget, which is the most
lamentable aspect of the Finance Bill. PPP should have prepared a sound
tax policy through its own party committees after taking a direct input
from all the stake-holders. Rather it has just relied on bureaucrats and
elitist experts (sic) who stand completely isolated from the masses and
who take guidance from foreign donors. They are least concerned about
the welfare of common people.

There has also been no fundamental tax restructuring. The
government has failed to use tax policy as a tool for rapid industrial
growth. No effort has been made for achieving judicious balance between
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direct and indirect taxes and diverting the money from unproductive to
productive sectors by imposing heavy taxation on idle money and passive
investment.

Revenues, in addition to finance public funding, are meant for
distributive justice, which is an important function of tax policy.
Economic justice relates largely to distribution of tax burden and benefits
of public expenditure. It is a component of the broader concept of social
justice and the tax policy is a democratic way to influence the distribution
of income and wealth on desired lines. The main ingredients of this
policy can be (a) progressive direct taxation of income, wealth, and
property transactions, (b) taxation of commodities (customs duty, excise
levy, and sales tax) purchased largely by high-income groups, and (c)
subsidies (negative taxation) on goods purchased by low-income groups.

We are moving from progressive to regressive taxation which is
bound to create a wide gap between the have and have-nots. A successful
tax system reduces inequalities through a policy of redistribution of
income and wealth. Higher rates of income taxes, capital transfer taxes
and wealth taxes are some means adopted for achieving these ends.

There has been a gradual shift from equitable to highly inequitable
taxes and the shift to presumptive and easily collectable taxes has
destroyed the entire philosophy of taxes. Regressive taxation has pushed
more and more people towards poverty line. In the absence of industrial
growth, neither the tax-to-GDP ratio can be improved nor economic
stability ensured. Now widows, pensioners and senior citizens are asked
to pay tax 10 per cent on income earned from National Saving Schemes,
whereas the rich property developers are allowed to pass on the burden
of presumptive tax to the purchaser.

The tax proposals of the present regime are no different from its
predecessors in protecting those having monopoly over economic
resources. There seems no concern for expanding the tax base on an
individual’s ability-to-pay, in the form of higher income tax rates for
higher income earners, estate duty, and property tax. Rich industrialists
and businessmen pay meagre personal taxes but the poor people are
compelled to pay 16 per cent sales tax. It is as low as 3-5 per cent in Japan
and Singapore which are affluent societies..

The priority of all governments—civilian or military alike—has
been fixing of ambitious tax targets in utter disregard to their impact on
lives of common people, productivity and economic growth. The
government itself can hardly provide any meaningful tax relief package to
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the common people or to trade and industry [due to huge fiscal deficit].
Nor can it achieve a satisfactory level of economic growth [due to
retrogressive tax measures]. This is a vicious circle in which our
policymakers find themselves trapped. They will have to find ways and
means to come out of this tangle.

Huzaima Bukhari & Dr Ikramul Haq, Dawn(Islamabad), 22 June 2009.

BUDGET 2010: TREADING THE SAME PATH

The most specious defence of budget 2009-10 so far - ironically by a
leading economist - has been that it was a war-time budget and it was not
possible to make any significant change in the economic management
within the confines of an annual budget.

On the contrary, it is in such times that governments can undertake
policy paths not treaded before.

The Great Recession that the world economy is facing today
requires all countries to re-examine the patterns of Pavlovian behaviour at
all levels - personal, community, corporate and state - that they have
become conditioned to change them in keeping with the new and
emerging realities. Unfortunately, such a change is hardly evident in the
new budget.

There was no dearth of rhetoric and pious intentions in the long
speech delivered by Ms Khar, perhaps the youngest minister to present
the budget in parliament. The most stirring of which was the quotation at
the end of her speech from Zulfigar Ali Bhutto, “our founder leader”,
delivered before she was born, exhorting politicians to adopt “A new
look amid a new style” as “the old ways will no longer appeal to the
people”, even though she had not long ago served in a cabinet post under
President Musharraf.

However, her speech contained very little that was new and
different from the policies of his earlier patrons. Indeed, it was full of
excuses why the government was unable to fulfill the promises it made.

The reasons- “No, we can’t” - implicit in the speech are several,
including policies of the past governments, the need for stabilisation
policies, IMF loan conditionalities and, above all, the present rise in
military spending and our financial needs for dealing with the problems
of the IDPs, most of whom did not need assistance for “roti, kapra,
makan” before. For one component of the PPP slogan, housing, Ms
Khar’s speech did provide a sop.
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“Affordable housing under a phased programme for the low-income
population through community participation and squatter- settlement
regulation; and for facilitation of working journalists, the ministry of
information and broadcasting managed to reserve a good number of
residential plots in Islamabad for them”. With due respect to the
journalist community, the latter provision does not redound much to its
credit.

This year’s budget is focused on two major problems, not entirely
unconnected. The first is the cost of fighting a war against militancy as a
part of the tripartite alliance with the US and Afghanistan. The second is
the need for foreign aid to finance fiscal and balance of payments deficits,
development programme and relief and rehabilitation of the refugees
dislocated from the NWFP and FATA. Surprisingly, there is no mention
of the equally damaging effects of the insurgency in Balochistan.

There has been a considerable debate on the causes and costs of
insurgency, as well as the ownership and cost sharing of the war on terror
which we got dragged into after the 9/11 attacks. Official estimates put
the cost at $ 35 billion or about $ 5 billion per year, whereas the US has
paid us less than a quarter of that cost in military aid during the seven
year period. Thus we have not been paid on the full-cost basis and the
implication is that part of the cost has to be shared if we own the war, at
least partly. There is a well-known principle in chinaware shops: if you
break it, you own it. Thus the issue of cost-sharing is essentially a
political one.

There is a broader question about the role foreign aid has played in
promoting or inhibiting development in the last six decades and what it
should play in the future. Perhaps, at no time in the past, it has formed
such a large proportion of total resources, especially the budget, as it is
doing now. If a label has to be given to this year’s budget, it would have
to be a foreign aid budget, rather than a poor man’s or a businessman’s or
a farmer’s budget. Foreign aid has become the tail that wags the dog of
the economy. While Pakistan has had a chequered history of foreign aid
inflows, it has been among the largest recipients of aid to developing
countries.

However, the proper treatment of the aid received from the US for
the war on terror also needs much more information than is currently
available, even to US analysts.

A testimony to a US Senate subcommittee in December 2007 gives
the following estimated break-down of the amounts received by Pakistan
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as support for its participation in the war on terror. “60 per cent of the
US aid has gone toward Coalition Support Funds (CSF) as a repayment
rather than assistance; 15 per cent, or close to $ 1.6 billion, has been spent
on security assistance, mainly to purchase major weapons systems, such
as F-16s.

Another 15 per cent has gone toward budget support or direct cash
transfers to the government of Pakistan. This money is supposed to
provide macroeconomic stability and to free up funds for social spending.
The remaining 10 per cent has been used specifically for development and
humanitarian assistance.

In order to give the parliament the opportunity to debate the
proper use of these funds and to exercise its oversight, it seems desirable
to integrate them into a unified defence budget, which should provide
greater detail than in the summary manner it was presented last year. The
funds received in connection with the IDPs relief and rehabilitation,
which are the result of the collateral damage of the war, should also be
included. Indeed, the parliament may wish to call a separate session to
consider the economic and humanitarian consequences of the war, along
with the discussion on the defence budget.

In this context, it seems odd that the expenditure on IDPs, along
with that on Benazir Income Support Programme is being included as
part of the development budget. It is indeed stretching the meaning of
development a bit far to include what are essentially doles to the poor but
the inclusion of IDPS’ expenditure has no justification at all and should
be included in the defence budget. The main reason for this strange
categorization, as pointed out by Dr Ashfaque Khan, the former
Economic Adviser, is to circumvent the provisions of the Fiscal
Responsibility Act which prohibits the government from running a fiscal
deficit on current government expenditures.

The budget’s other proposals, especially on social protection,
additional avenues for taxation and governance issues, although well-
meaning, have not been fleshed out in detail and have been eclipsed by
the severe resource constraints being faced as a result of the continuing
war on terror and its humanitarian fall-out.

It is unlikely that the government will have the time and resources
to tackle them with the vigour and urgency that they deserve until a
paradigm shift away from the elitist and foreign aid-dependent policies is

seriously attempted.
S. M. Naseem, Dawn (Islamabad), 22 June 2009.
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BUDGET IN TOUGH TIMES

These are extremely difficult times for Pakistan. It is not only the
challenge thrown at the state by Islamic extremists that has caused so
much anxiety inside and outside the country.

Many people that have influence in shaping world politics have
called this challenge an “existential threat” for the country, with high-
ranking US officials issuing the warning that unless Islamabad realises the
enormity of the threat extremism poses to the very existence of the
country, Pakistan could simply unravel.

There is certainly some exaggeration in this assessment; it was
made, most probably, to draw the attention of policymakers in
Islamabad. It seems to have served that purpose. Last month the military
was ordered into Swat and it seems to have taken the area back from the
extremists. The armed forces have now been told to go after the
leadership of the Taliban.

There is a reason why I have begun this article on the budget with a
reference to the ongoing struggle between the state and non-state actors
and why I said that extremism is not the only problem the country faces.
There is also the problem of an economy that has suffered perhaps the
most severe shock in the country’s history.

The budget is supposed to address that situation and bring the
economy back to health-or at least set the stage for its recovery. In an
earlier article in this space a few weeks ago I had suggested that the gross
domestic product is not likely to grow by more than 2.5 per cent in 2008-
09, half the rate that was then predicted by the government. Now the
government’s own estimate is that the rate of GDP growth will be only
two per cent. I am recalling this in order to underscore an important way
in which downturns grip economies. When a decline occurs it usually
takes the economy down fast. This is precisely what has happened in
Pakistan. When the final numbers for 2008-09 are posted, I will not be
surprised if the GDP growth is even lower than the one indicated in the
Pakistan Economic Survey 2008-09, released a few days before Hina
Rabbani Khar made the budget speech in the National Assembly. In fact,
the economy may not show any increase at all.

Reviving the economy, therefore, is an urgent task for the
government. If it succeeds, this will aid its efforts against extremism. If it
fails it will only drive more young people towards extremist causes. This
is one reason why the two struggles — against extremism and economic
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stagnation — are tied so closely together. Failure of one will lead to the
failure of the other.

Although Ms Khar in her speech tried to draw some cheer from an
otherwise cheerless situation, it was a sombre message she communicated
to her audience. What she thought should bring comfort to those who
were desperate to see Pakistan modernise rather than be shoved back into
the Middle Ages was the fact that she was the first woman in the
country’s history to present the budget in an Assembly presided over by
the first-ever woman to serve as speaker. “These are important milestones
in our quest for women empowerment and gender equality,” she told the
Assembly.

Does the budget reveal a strategy aimed at economic revival? I
believe given the grim situation the country is confronted with, the
government has done a credible job of focusing on the right areas. I can
identify six of them, two of which I will discuss today and the others
later.

First, the government has pointed out to the people the enormous
cost to the economy of continuing terrorism. This should certainly help
in building support for the action by the army. According to Ms Khar,
the cost to the economy is of the order of $§ 35bn since 2001-02, an
average of $6bn a year. And it is increasing. “We have to meet the
maintenance and rehabilitation costs of almost 2.5 million brothers,
sisters and children displaced as a result of the insurgency,” she said. The
government has allocated $ 6.25bn for “relief, rehabilitation,
reconstruction and security” as part of its relief effort. This is equivalent
to 3.4 per cent of GDP. Adding that to the cost of terrorism means that
the fight against extremism is costing the country 6.7 per cent of GDP.
Commitments from its own resources notwithstanding, the government
is banking on receiving a fairly generous amount of assistance from the
international community. The message from Islamabad, in other words,
is clear. The war against terrorism is not just Pakistan’s war. It is a war
being fought on Pakistani territory on behalf of the world. The country
is prepared to sacrifice but it is incumbent upon its many friends to be
generous in providing financial assistance. The country did not need
foreign soldiers but foreign aid.

This indeed was the second message of the speech. Pakistan
recognised that it had not done enough to raise domestic resources for
investment and growth. “In the outgoing year we were only able to attain
tax revenues equivalent to nine per cent of our GDP,” said Ms Khar. A
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number of actions were indicated that would be taken to remedy the
situation but that would take time. Read any speech by a Pakistani
finance minister over the last two to three decades and one can find many
references to the need to increase the tax base and reform the tax
collection system. Many development agencies have written reports on
how the tax-to-GDP ratio could be improved.

None of this has worked. The trend continues to be downward
which means that growth in the economy depends upon the ability to
raise resources from outside the country. This is what has produced a
roller-coaster ride for the economy. The economy does reasonably well
when large amounts of external flows are available. The growth plunges
when external savings decline. The fact that this time around the rate of
increase in GDP has declined significantly despite the flow of large
amounts of foreign money is even more worrying. Some simple
arithmetic would illustrate Pakistan’s dependence on foreign flows. If the
war against terrorism is costing the country 6.7 per cent of GDP and if
the expenditure on one of the programmes aimed at caring for the poor -
the Benazir Income Support Programme — is to cost 0.6 per cent of
GDP, then not much is left with the government — only 2.3 per cent of
GDP - even if it raises the tax-to-GDP ratio to 9.6 per cent. The situation,
in other words, is grim from the perspective of government finance.

Shahid Javed Burki, Dawn (Islamabad), 23 June 2009.

BuDGET 2009-10: B+

Budgets are not high drama; they are an accounting exercise. At best they
tinker at the margins to ensure that the economy stays on course. That
course is determined by a larger discourse by citizens and their
representatives on what kind of society they want in the medium term

Given the enormity of the development and security challenges
facing us, it is natural to be impatient with the FY2009-10 budget for
making few dramatic departures from the past.

To be precise, budgets are not high drama; they are an accounting
exercise. At best they tinker at the margins to ensure that the economy
stays on course. That course is determined by a larger discourse by
citizens and their representatives on what kind of society they want in
the medium term.

In the absence of such a discourse and the clarity that flows from it,
columnists have oscillated between assessing the budget from the narrow
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perspective of self-serving lobbies and the pessimistic dismissal of a grand
strategist sitting on a pedestal. Neither perspective is useful in analysing
the budget.

There are two fundamental questions to ask about a budget: what is
the overall development strategy that the budget is trying to implement;
and will this budget keep us on track for achieving the priorities or derail
us?

The answers to these questions are to be found in two documents.
One is the interim report of the panel of economists set up by the prime
minister titled “Economic Stabilisation with a Human Face”. That report,
while focusing on short-term macro-economic stabilisation also sets out
the agenda for recovery of growth. The same panel of economists is
extending that work to prepare a medium-term programme for
development. This programme, in combination with the 9-point agenda
of the Economic Advisory Council, constitutes the medium-term
development strategy. A quick read of the documents provides some
benchmarks for assessing the budget.

The first benchmark is embedded in economic stabilisation.
Readers will remember the difficult days back in October last year when
inflation was galloping, reserves were falling sharply and the Rupee was
in a nosedive against other currencies. This had forced us to cut back
public expenditure and tighten the money supply.

That severe belt-tightening paid off six months later in terms of
considerably lower inflation, a more stable Rupee, and improvement in
international reserves. The revenue and expenditure measures contained
in the 2009-10 budget continue to build on the macro-economic recovery
thus laying the foundation for robust growth in the next 12 months.

Especially noteworthy is the 55 percent reduction in subsidies:
WAPDA subsidy is down to Rs 62 billion from Rs 92 billion and KESC
is down to Rs 4 billion from Rs 19 billion. By passing through
international prices to consumers, these measures will contribute to
increasing supply of energy.

A second benchmark for assessing the budget is recovery of the
public investment programme to support quick growth after macro-
economic stability has been achieved. On this score also the budget has
done well. The economic team successfully negotiated a higher fiscal
ceiling with the International Monetary Fund and the public-sector
development programme (vital in these days of security-conscious private
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investors) that had been pared down by Rs 130 billion in the last budget
is up Rs 230 billion to Rs 646 billion.

A third benchmark is the building up of cost-effective social
protection with wide coverage, a glaring omission in our strategic
thinking in the last sixty years. Not only has the budget allocated
substantial addition resources for social protection programmes (Rs 35
billion), it has also announced the setting up of a full-fledged ministry of
social protection to integrate the interventions and thus avoid double
dipping and waste.

The fourth benchmark is the miserably low tax-to-GDP ratio of 9
percent. For a country that needs to do so much to improve health and
education services and upgrade its infrastructure while fighting a full-
blown insurgency in the border areas that threatens to burst into urban
centers, this rate of tax collection is a recipe for failure. It creates
dependency on foreign handouts and the consequent loss of sovereignty.

But increasing the tax revenue requires a national consensus on how
to bring the untaxed into the net. We have to decide whether it is
acceptable for a few citizens to carry the entire tax burden while others
(those in agriculture, the services and those who have massed huge wealth
in the stock market and the urban property sector) get a free ride; and
that the top leadership of all major political parties pays little or no tax.

In the absence of the debate to forge a consensus on taxes, which
must be conducted in drawing rooms, newspapers, on TV screens, at the
ballot box and in parliament, budgets made by the ministry of finance
technocrats will only tinker at the margins of this vital issue of national
survival. As we are now witnessing, even these small measures are
withdrawn under pressure.(The carbon tax announced in the budget
would clearly have benefited from more debate. Such taxes are meant for
restoring the carbon balance, i.e. tax unavoidable release of carbon and
spend the resources to reduce the emission of carbon elsewhere; the
balance to be achieved is measured in carbon particles rather than in
balanced budgets.)

The fifth benchmark comprises measures that strengthen the
private sector to make it internationally competitive. Three critical
interventions here are: improve the energy situation by investing in
additional generation capacity; upgrade the national transport corridor;
and ensure stable prices. The budget has allocated substantial additional
funds for the first two while continued vigilance of the macro-economic
balances will ensure price stability.
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I would add a sixth benchmark which is implicit in the
development strategy documents mentioned above; that the government
use its considerable regulatory power to systematically remove, via the
budget, the policy bias against investment in manufactured exports.

Currently, the consensus reflected in policy documents prefers
consumption over investment. Witness the higher prices charged to
industry for power and gas compared to households, the much higher
incidence of tax on industry compared to retail trade, the poorer quality
of infrastructure for freight compared to passenger traffic, the easier
availability of credit to consumers compared to investors. Combine these
biases with a chronically over-valued exchange rate and one can see why
we have become a bloated society of imported consumption goods a la
the Middle East rather than the lean and efficient economy of export-
oriented East Asia. Although several small measures in the budget appear
to be correcting the policy bias against investment, they do not yet
constitute a strategic shift.

Overall, I would give the budget a B+; with more discussion and
wider ownership this would have been an A.

Tjaz Nabi, Daily Times (Lahore), 25 June 2009.

BUDGETING EDUCATION PRIORITIES

The National Education Policy review process was initiated in January
2006 and it is now June 2009, which means that four budgets have been
approved during this period but the process has yet to conclude with the
announcement of the new education policy

The federal and provincial budgets for 2009-2010 have been
presented and we are nowhere close to spending that minimum of 4
percent of GDP on education, recommended by UNESCO all those
years ago. Actually, given the state of our education system, we would
probably need to spend a whole lot more than that. The federal education
budget for 2009-10 at Rs 56 billion, with a large chunk going to the
Higher Education Commission (HEC), shows a 36 percent increase over
the revised estimates of Rs 41 billion for 2008-09.

Budgetary analysis carried out by the Institute of Social and Policy
Sciences (ISAPS) and the Campaign for Quality education (CQE) suggests
a number of anomalies.

Consider, for instance, the expenditure on the Academy for

Educational Planning and Management (AEPAM), the premier planning
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and research institution for education at the federal level. Overall
allocations for AEPAM have gone up by 21 percent. But, when we
disaggregate the amount, it turns out that the salary budget has gone up
by 35 percent while non-salary costs have decreased by 6 percent. Only
Rs 0.5 million have been allocated for ‘research, survey and exploratory’
purposes. In terms of the latter, then, donor funding will remain central
to the enterprise.

Much the same kind of pattern can be seen in the allocation for
National Education Management Information System (NEMIS). The
salary costs have increased by 20 percent while non-salary costs have
actually decreased by 25 percent. Further, as in the last budget, allocations
have been made for setting up new cadet colleges, six in number, to the
tune of Rs. 130 million. Perhaps some of these funds could have gone to
our colleges of general education that suffer from considerable neglect,
also by virtue of the fact that they lie outside the ambit of the HEC.

While we are ostensibly operating within the framework of the
National Education Policy (NEP), there has been consensus over the need
to review it for some time now. However, the review process was
initiated in January 2006 and it is now June 2009, which means that four
budgets have been approved during this period but the process has yet to
conclude with the announcement of the new education policy.

Meanwhile the data from the National Education Assessment
Survey (NEAS) as well the Punjab Examination Commission (PEC)
suggests that student achievement levels remain low. Other studies
indicate that rote learning is rife in both public as well as private sector
schools and that in both cases student learning is well below grade level.
And that teacher training, notwithstanding the large sums of money
being spent on the exercise, appears to make little difference to student
outcomes on a sustained basis.

Incidentally, in the provincial budget the allocation for colleges in
Punjab is lower at Rs 6 billion compared to Rs 9 billion last year. Perhaps
better teacher education (in improved colleges) rather than just training
will make more of a difference to student outcomes. In any case, it would
be useful by way of balancing and prioritising inputs within a policy
framework in Punjab if the PEC student outcomes data could be merged
with the schools input data of the Programme Management and
Implementation Unit (PMIU).

Regardless, it is not only a matter of resources being deployed,
scarce as they are, but also the nature of solutions we are seeking. In the
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Punjab education budget of Rs 44 billion for 2009-2010, showing
decreased expenditure for school as well as higher education compared to
2008-2009, two allocations in particular are interesting in terms of what
they suggest as policy preferences: Rs 4 billion for the Punjab Education
Foundation (PEF) and Rs 3 billion for setting up Danish schools.

The PEF is an autonomous body that funds low-fee charging
private schools which demonstrate a minimum level of quality, relieving
parents of the burden of paying fees and at the same time seeking to
enhance existing quality levels in the chosen schools. The issue to be
considered here is whether public funds should be used to support private
education delivery rather than improve public sector education, which is
in a state of acute crisis. Though, as mentioned earlier, additional funding
is a necessary but by no means sufficient condition for such
improvement.

As for public sector education, a key initiative of the provincial
government is the plan for setting up ‘Aitcheson’s for the poor’, housed
in elaborate buildings on very large campuses, in the rural and peri-urban
areas for the most disadvantaged sections of society. Rs 3 billion have
been allocated in the budget to this end and the process of establishing an
autonomous “Danish School System and Centers of Excellence
Authority” is in place.

Reportedly, the department was asked to locate state-owned land
covering 100-200 acres for such boarding, comprehensively supported,
schools in all districts. A number of sites have been identified and the
government it seems has already given approval for 47 such schools.

At first glance this could appear to be major step forward towards
the very laudable objective of equity and educational justice, and for some
an appropriate response to the pull of the madrasa system for the poor.
But again, one must ask: is this the right way to go about it? For instance,
is there any calculation of the recurrent expenditure and its impact, on a
continuing basis, on the resources available for the public sector schools
in general?

This is not at all to argue that there should not be centres of
excellence, especially for the poor who are often excluded by the system
regardless of merit and ability. But surely there are in every district at
least a couple of public sector high schools that have the potential,
particularly with respect to the key element of a capable and well-led
teaching staff, to develop into such a centre. At least a survey seeking to
identify such schools could be undertaken at no great cost. One way or
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another, we have gone the brick and mortar route many times before.
And this initiative seems particularly heavy on that score.

Abbas Rashid, Daily Times (Lahore), 27 June 2009.

FEDERAL BUDGET 2009-10

As per Pakistan Economic Survey, the economy of Pakistan has
witnessed over 200 per cent increase in the price of palm oil; and an
increase of 150 per cent in wheat prices, while over 100 per cent increase
in the price of oil in the international market. Latest assessments point
towards a strong likelihood of a sharp increase in the poverty incidence in
Pakistan as a result of unprecedented food inflation and transmission of
international energy prices to domestic consumers.

The Report of a UN Inter Agency Assessment Mission fielded
during June-July 2008 found that food security in Pakistan in 2007-08 had
significantly worsened as a result of food price hike. The total number of
households falling into this category was estimated to be seven million
households or about 45 million people in 2008. The report shows an
increase in the share of severely food insecure population, from 23 per
cent in 2005-06 to 28 per cent in 2008. The planning commission's
constituted panel of economists, in its interim report based on 2004-05
poverty head count suggested an increase of around 6 percentage points in
poverty incidence for the year 2008-09.

War on terror and increasing the level of corruption in the country
is only adding to the hardship of the poor as huge resources are being
diverted to unwarranted head of expenditures. According to a study
conducted by the Institute of Public Policy of Beacon House National
University, economic cost of war on terror has been estimated since 2004-
05 to be $ 31.4 billion, far in excess of what Pakistan is getting from the
friendly countries. Huge expenditure on war on terror and rehabilitation
of IDPs severely curtail the capacity of the government to address
poverty related issues, thus only increasing the number of poor and the
deprived. Indirect costs of war on terror includes, drop in investment,
inability to proceed with development work, loss of production time,
increase in joblessness and logistic costs etc. According to a report of
"Transparency International" covering the period up to 17th June 2009,
corruption in Pakistan has increased by 400 per cent during the last 3
years. According to its assessment Rs 45 billion went into corruption in
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2006, this amount increased to Rs 195 billion in 2009, only acceleration
poverty, hardship and deprivation among a growing number of people.

To address the growing poverty level in Pakistan government has
assigned due empbhasis to the social sector development programme and
by promoting the scope of the various safety net programmes. As
compared to deep and growing poverty and deprivation levels in Pakistan
provisions kept in 2009-10 budgets may not be enough. However, a total
of Rs 176 billion are directly related to safety net and poverty related
activities  including: BISP, IDPs, People's Work Programme,
Microfinance, SMEs and Livestock and dairy development are good
enough if properly and timely utilised to benefit the poor and the
deprived. Moreover, entire PSDP allocation of Rs626 billion is also
indirectly related to the employment and poverty related activities.

During FY2008-09, Rs 22 billion was distributed to 1.8 million
beneficiaries under BISP. During FY2009-10, it is proposed to increase the
allocation of BISP to Rs 70 billion to benefit five million families. The
government plans to bring in legislation during the next financial year for
creating a social security protection programme for the haris. The
government also plans to revamp the ministry of social welfare by
replacing it by a Ministry of social protection and development in order
to provide a common platform for safety nets and enhanced institutional
capacity for social service delivery. An allocation of Rs 35 billion is
proposed for Peoples' Works Programme in the FY 2009-10 for this
purpose. This well creates sizable employment opportunities and,
therefore, will increase the incomes of the less privileged. For the FY
2009-10, an amount of Rs 10.8 billion has been allocated for different
worker welfare development schemes in the housing, health, education
and technical education sectors.

The government has set the target to increase of the microfinance
services from 2 million to 3 million borrowers in fiscal 2009-10.
Increasing productivity and value addition in agriculture will receive high
priority. There is a move towards creating self-reliance in commodities,
food security through improved productivity of crops as well as
development of livestock and dairy. Overall PSDP allocation for
agriculture will be increased by 25 per cent from Rs14.4 billion in FY
2008-09 to Rs 18 billion during FY 2009-10. An amount of Rs 2.5 billion
is proposed for FY 2009-10 to ensure food security and productivity
enhancement of farmers. Poverty reduction through small holders live
stock and dairy development worth Rs 3,539 million, from which an
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amount of Rs 400 million will be allocated in FY 2009-10. More model
dairy community, biogas and breeding farms; cooling tanks, rural services
providers and pasteurization plants are planned. In order to support the
SME sector by providing access to credit, a fund worth Rs 10 billion for
credit guarantees is going to be established.

In addition to increasing the volume and outreach of existing safety
net and poverty related programmes, agricultural and industrial
productivity should be increased along with overall efficiency in
governance and financial management. In order to expand the out-reach
of services; the government can involve non-state providers of services
also. Infrastructure development and sustainable macroeconomic growth
and effective targeting of welfare service become more important and
challenging today than it has ever been in the past. The government will
have to develop a new set of institutional norms and regulatory
frameworks and change the way they have been doing business in the
past in order to achieve this important goal. Islam also provide the basic
framework of a comprehensive programme of safety net consisting of
Pity, Charity and Sadaqat (both compulsory and voluntary), the same
need to be promoted wholeheartedly in Pakistan. If all out efforts are
made by the government and the private philanthropists the country may
ultimately create a fund of up-to one per cent of our current GDP, which
will be equivalent to Rs135 billion, out of Charity and Zakats etc

M. Osman Ghani, Dawn (Islamabad), 29 June 2009.

BETRAYING THE PEASANT

Effective, quality and universal public education along with better
governance is the least we can give to the peasant, in return what he has
done to improve the quality of our lives and the national economy.
While many of us sit in air-conditioned offices during the hottest period
of the summer, my thoughts go out to the peasants, literally millions of
them, working in the fields, sowing and tending crops under the blazing
sun with their barely covered sun burnt bodies. Never does their routine
of work change with the changing cycles of seasons — cool, hot, good or
bad. They have to do what they have to do for a living; unending work
without much compensation from their lords. The peasantry of Pakistan,
from the Northern Areas down to the coastal zones of Sindh, grow
everything we have on our dining tables, and feed our textile and many
other industries round the year. They contribute a substantial amount of



