
 
 
 

 
Are we really short of US dollars? 
Page NO.20 ColNo.03 
Last week this author wrote an article titled 'IMF: The lender of last resort'. On Saturday, the Supreme 
Court of Pakistan released its interim order in suo motu case 2 of 2018 with respect to foreign assets of 
Pakistani citizens. Is there any relationship between the two? The answer is in the affirmative. There is a 
perennial mismatch between imports and exports that forces us to approach the IMF with a begging bowl. 
It is also to be noted that our imports exceed our exports and home remittance receipts combined, every 
year. During the last 5 years this gap has been steadily increasing resulting in enhanced external 
borrowing year on year. This has led to a hefty increase in our foreign debt. At the same time, there is a 
serious observation by the Supreme Court that there had been an outflow of over USD 15 billion in 2016-
17 from the foreign currency accounts. Is it not a tragedy that we send dollars money to acquire 
properties in the US, Australia, the UK and the UAE and continuously borrow to balance our trade deficit? 
Is it by design? Is there a link between the two? Or, in simple words, if there would not have been this 
massive outflow from the foreign currency accounts, our reserves would have been in much better shape 
in 2018. It is our responsibility to understand and let our people know the dynamics of this foreign 
exchange outflows and our need to borrow dollars that arises every year. In an article published in this 
esteemed paper on December 30, 2017 under the title "Private Foreign Currency Accounts and Section 
111(4): A Revolving Circle" it was emphasised that this 'unholy knot' would have to be untied. It is very 
heartening to note that the Supreme Court of Pakistan has referred to all such measures in its interim 
order that amount to a directive to the government to make corrections for the remaining required but 
hitherto undone steps on this subject. 
 
The purposes of this article is to identify the issues in our fiscal and foreign exchange policies that have 
effectively stalled Pakistan's real growth potential for the last 35 years. We have been the victim of 
'consumerism', 'dollarization' and 'pre mature de-industrialization' apart from other problems. In this 
author's view these are directly related to our fiscal and foreign exchange policies. It is interesting to note 
that these matters are not taken into account seriously whilst discussing Pakistan's economy. We discuss 
the tertiary issues while ignoring the root cause of deindustrialization and unemployment. 
 
"The Supreme Court on paragraph 5 of the order stated: 
 
The Committee report has highlighted that during the financial year 2016-2017 a staggering amount US$ 
15.253 billion, was transferred abroad by individual account holders in Pakistan through normal banking 
channels. It is also suggested that during the said period a substantial amount of transfer took place from 
Pakistan under unauthorized 'Hundi' and 'Hawala' mechanism. Clearly both types of outflows have a huge 
impact on the stability of the foreign exchange reserves of the country and adversely affect the exchange 
rate of the Pakistani Rupee. Also as a result, national economy can become vulnerable to pressure due 
to foreign obligations of the State: can suffer undue and disruptive inflation and can drain the exchequer 
of substantial amounts of tax on account of escaped income and wealth" 
 
This is a statement of Supreme Court of Pakistan that cannot be ignored and taken lightly. The first 
question we all have to answer is why this issue in our economic and foreign exchange policy had not 
been identified earlier and why corrections were not made to rectify the position in the past. We look 
forward to foreign direct investment only in 'millions' of dollars and do not bother to see that over dollars 
15 billion is transferred out of the country through normal banking channels. Out of this 15 billion dollars 
over USD 12 billion relate to undesirable untaxed sources and the money is used to acquire properties 
and assets outside Pakistan, obtaining citizenship in Canada and Australia, financing under invoicing, etc. 



If we can save even half of this sum we would not need to borrow commercially or from the IMF. The next 
question is whether it was a mistake, oversight or a design. It was none of them. It was a 
misunderstanding about the manner people actually work in our country. Even the best provisions in law 
are abused for ulterior motives. In order to address them it is necessary to understand what we had been 
doing since 1992. This is the subject matter of this article. 
 
After 1992, Pakistan adopted two highly debatable fiscal and foreign exchange policies. Through the 
introduction of the Protection of Economic Reform Act, 1992 (PERA), we provided legal sanctity to a 'no 
questions asked' regime for individual foreign currency accounts. Political government was a party to this 
action however the military government after 2001 maintained the same policy that continued till 2018. So 
everybody in power after 1992 misunderstood or mishandled the system. What was provided in law was 
that a person in Pakistan with untaxed money or money acquired from corruption can convert the same in 
dollars and deposit it in the foreign currency account. The result was that it achieved the status of a 
sacred cow. That amount was ultimately and routinely transferred outside Pakistan to acquire and 
maintain assets. It is not the question of tax. It is the question of amassing funds out of Pakistan and 
putting pressure on Pakistan's reserves. In other words, the country was borrowing and individuals were 
accumulating dollars outside the country. This author is totally unable to find an answer to the question 
why this system of feeding rupee funds was allowed without any condition. As stated and observed by the 
Supreme Court almost dollars 15 billion were being transferred from Pakistan and our authorities were 
stopped from taking any action by legal protection provided in PERA. This is the most fundamental error, 
omission or action that has been made that has driven Pakistan's real economy to an undesirable 
position. It is very encouraging that after the Supreme Court's notice and rightful vision of people in power 
at the time of Finance Act, 2018, that the PERA has been appropriately amended to curb this abuse. This 
is the most significant correction that has been made in our foreign exchange regime in last 35 years. 
 
During the same period of early 1990 to date, Pakistan introduced the most absurd taxation system for 
direct taxes that was called 'presumptive taxation system'. Under this system there was no concept of 
'income' for tax purposes and value of import, supplies, gross receipts and all other such sums, which are 
not income were deemed to be 'income'. Taxpayer's direct tax liability in respect of those transactions 
was not based on income but on the value of such imports, supplies etc. In effect direct taxes were 
abolished. Whatever this system did with the taxation system is itself a story to reckon with, however, the 
result of this system divorced asset accumulation with any tax records. This is a crime against 
documentation which is the backbone of any taxation system. 
 
The question this author wants to place before the people is the loss that this undesirable marriage 
between these two absurd and totally undesirable policies caused to the country. These steps made 
Pakistan a country with effectively no direct taxation and documentation with full right of transfer of money 
abroad. It was apparently done deliberately as persons engaged in businesses which are non-
documented, overwhelmed the effective policy side of the economy. There was a design in this madness. 
However, the biggest tragedy is that very few academics and people not related to politics identified the 
errors that ruined the economy in a discrete manner. It is important to see the effect of these policies. The 
net result was increase in disparity between different classes of people and accumulation of undeclared 
assets outside Pakistan sent through legal means. When there is no direct taxation and whole burden of 
direct taxation is shifted to the common man by way of indirect taxes or deemed direct taxes, which are 
effectively indirect taxes then ultimate result will be accumulation of wealth in few hands. The additional 
benefit we provide was letting those untaxed people, being the persons paying taxes on presumptive 
basis, not related to income, or people evading taxes to place their wealth anywhere outside Pakistan 
without any sort of questioning or approval. It was virtually a 'free for all'. It is heartening to note that there 
is a realization of both these vital mistakes and presumptive taxes are being gradually removed. 
Presumptive taxes on imports have been corrected. Some action has been taken for presumptive taxes 
capital gain on immovable property. in a nutshell, it can be said that Pakistan is not short in dollar 
receipts. We had in the past encouraged people by our deliberate tax and foreign exchange policies to 
convert their untaxed rupees in dollars and stash them outside Pakistan. Notwithstanding everything else 
it is the author's view that Pakistan is the safest place for its citizens keep assets as the environment is 
getting difficult outside Pakistan. All these actions would have to be strengthened by the government that 
will come in power after 2018 election. It is hoped that the civil society will not let any government play 



with the fate of the national economy or people by pursuing such wrong policies. 
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