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          20th December, 2018 

Welfare state: About-turn? 
This has been a week of sublime U-turns. Public Accounts Committee chairmanship, the turn made at an 
agonizingly slow speed, was not the only one. Telling the KPK Ministers that they were entirely dispensable 
was a delightful double-U. But the most tantalizing one was the masterfully disguised wealth-creation turn. 
 
To the discerning, it is a strategic shift from the focus on welfare state; not that one is less important than the 
other, but what comes first. For the moment wealth creation has pipped welfare to the post. Recall the 
emphasis on the 'trickle down' effect? 
 
Wealth creation is not evil, as the Chairman FBR put it. Production and growth of wealth is central to 
modern society, as Adam Smith, the grand-daddy of capitalism, told us. The only caveat is it should be 
honestly made and tax-paid, as the PM reminded us. 
 
Wealth creation is a necessary step to capital formation, which in turn feeds job creation through 
investments. This is what Mahathir must have said to the PM. This is what Ayub practiced all those years 
ago: industrialists with the first-mover advantage set up enterprise after enterprise. 
 
To get a fuller context let's go back to Adam Smith. 
 
In his 1759 treatise "Theory of Moral Sentiments" Smith thought self-interest by itself secured public 
interest: "it is not from the benevolence of the butcher, the brewer, or the baker, that we can expect our 
dinner, but from their regard to their own interest". 
 
18 years later (The Wealth of Nations) he realized entrepreneurial self-interest often hurt societal benefit. He 
thus made the case of for an institutional framework to check wealth creation from becoming exploitative. 
The undergirding of that framework, he suggested, is competition. 
 
That undergirding was lost on Ayub, leading to the charge of 'twenty two families'. Exaggerated or not, it 
stuck. 
 
Is wealth creation inherently antagonistic to 'the greatest good of the greatest number', the moral 
underpinning of good governance? The world thinks so, but is careful not to throw the baby out with the 
bathwater. It endures the indispensability of wealth creation but also 'disciplines' it. 
 
Generally speaking, two instruments are employed to moderate the perverse effects of wealth creation: 
competition and taxation. How effective are these instruments in our context? 
 
We tax wealth in an odd way. We are one of the few countries where corporate tax rates are higher than 
those of personal income tax. The corporates also face a variety of 'para taxes', and often burdened with such 
governmental responsibilities as social security and old age as well. 
 
Most countries give you a tax break for employment generation, especially in under-developed parts of the 
country. Not us, creating a distinct incentive for productivity-dampening sub-contracting. Exporters face a 
double whammy on account of buyers' diktat of 'social compliance'. 
 
The most pernicious threat of un-checked wealth creation is growth of inequality. No civilized society can 
afford to look the other way if inequality grows. There are two ways to redress inequality: redistribution and 
progressive taxation. 
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Redistribution (other than land reforms) is no longer considered the appropriate response strategy. Most 
prefer to round off the sharp edges of wealth creation through progressive taxation - you graduate into a 
higher tax bracket as your income progresses. 
 
In our case we have capped personal income tax rate at 25%, far below the maximum rates in the developed 
world. For a variety of reasons, including the ease of collecting them, we rely much more on taxing 
consumption. This hurts the poor more and further promotes inequality. 
 
Clearly, the cause of wealth creation will be better served if we get our tax policy right: lower corporate rate 
and progressively higher tax brackets for personal income. 
 
As the sage averred, without competition capitalism becomes ugly. Unfortunately, we have unduly shielded 
our investors from competition, both foreign and domestic. 
 
Domestic competition is constrained through high entry barriers and cartelization - collusive practices 
bordering on oligopolistic. A robust law to check unfair competition has been there since 2007 but its 
application has been weak-kneed. Government has been culpable; in the name of growth of course. 
 
In the name of warding off the threat of 'pre-mature de-industrialisation' we over-protect our manufacturing 
sector from foreign competition. We have now become one of the least open economies around the world. 
Egregious effective protection rates have taken a heavy toll on efficiency and productivity - and consumer 
interest. 
 
An unintended consequence of excessive protection has been the cost-spiraling effect that it has induced 
through the production chain: my (expensive) output is someone's input, who in turn multiplies the costs and 
passes them on to the end user. 
 
Finance Minister rightly keeps reiterating that investments have to be geared towards productivity 
enhancement and export orientation. Unfortunately, he stops at stating the obvious. We do not see steps 
being taken in the direction of change. 
 
What we have heard is of a stable (five years) tariff policy. What we do not see is a downward curve - tariffs 
gradually declining to their level of optimality. What we have not heard is measures being contemplated to 
reduce inefficiencies and enhance productivity, the costs of which are borne by society. 
 
We solidly stand behind the kaptaan as he leads the cheer for wealth. Capital formation will serve the social 
cause. It will lead to more jobs, and if the government gets the competition framework right it will promote 
and protect consumer interests. It may even do something for poverty alleviation if the government can 
make its tax policy work. 
 
The owners of wealth will serve their cause better if they make their pursuit less extractive and more 
inclusive; if they do not exact too high a price for wealth creation through rent seeking from a government 
that is desperate to restore business confidence. 
 
They should also realize there is no shame in accepting a penalty for not playing according to the rules (for 
instance the competition law). Bill Gates got fined more than once. He did not cry foul, and today he is 
respected no less. 
 
Leaders are audience driven. They say different things on different occasions. We hope wealth creation, 
predatory or not, hasn't relegated welfare to the back burner. That will be an unconscionable about-turn. 
 
PTI has to believe in, and act towards, what is in its name: insaaf. That captures it all, from wealth to 
welfare. 
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