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Khan sahib two quick observations on your reconstructive budget: Atif Mian would not have
supported it as it violates basic economic principles; and, its corollary, even a freshman in college
would have cautioned finance minister Asad Umar on common sense regarded as nonsense in
economics and to desist in future from quoting his grandmother because spending as much as one
earns in the context of one household cannot be extrapolated to the entire economy.

What is entirely baffling is why subsequent administrations have failed to take advantage of
constructive policy announcements by their predecessors though they have little qualms about
supporting policies that require a revisit. In 2012, roughly a year before the end of the tenure of the
PPP-led government, the then finance minister Dr Hafeez Sheikh, took the courageous step to
withdraw exemptions granted to investors in the stock market and announced a phased rise in
capital gains tax – a grossly under taxed sector indicated by the fact that while in India the stock
market generates around 100 billion rupee in taxes the Pakistani stock market generates only
around 5 billion rupees. His successor Ishaq Dar argued that as the stock market had performed well
the government would provide an incentive by not adhering to the phased increase in taxes, an
incentive that stood Dar in good stead as whenever his flawed policies were criticized the stock
market would show a bullish trend – a fact he used to convince the then prime minister Nawaz Sharif
that his critics were partisan.

Asad Umar took the Dar route by doing away with perhaps the only positive component of the
Abbasi-led government’s April 2018-19 budget and disturbingly allowed non-filers, once again, to
purchase land in excess of 40 lakh rupees as well as cars. His inexplicable rationale: overseas
Pakistanis, legitimately non-filers in this country, had expressed reservations at this policy. Granted
that the PML-N government announced this much appreciated initiative at the end of its tenure, and
may have succumbed to pressure from the powerful land mafia as well as those engaged in the
lucrative car business (that includes Japanese interests who reportedly requested Prime Minister
Imran Khan to withdraw this condition) if the party had been re-elected; however, the public’s
expectations from the PTI in being able to resist pressure groups is high. Umer should have refined
the policy rather than doing away with it and exempted overseas Pakistanis who presented proof of
earning abroad, or proof of paying taxes abroad, or indeed proof of residence abroad.

Asad Umar also supported the previous administration’s withholding tax regimen accounting for
over 75 percent of total direct tax collections, without understanding that it is largely in the sales tax
mode, which is an indirect tax, whose incidence on the poor is greater than on the rich. Additionally,
withholding taxes are unfair on filers who have already had their income tax cut at source and who
are then required to pay additional tax on purchases of products/services they may acquire. Atif
Mian may have supported this as a short-term measure, given the needs of the economy at present,
but would then have added that this tax would be revisited as and when the government released
its tax reform measures. Instead, Asad Umar in true Dar style stated that he is on record as having
supported withholding taxes when the PTI was in opposition, particular reference to the differential
in rates between filers and non-filers, and that he continues to support these taxes.

Asad Umar claimed that the April budget 2018 overestimated revenue by 350 billion rupees and
underestimated expenditure by 250 billion rupees. Thus total revenue for 2018-19 is 4829 billion
rupees (5246.2 billion rupees minus 350 billion rupees) and total expenditure is 5496.2 billion rupees
(5426.2 billion rupees plus 250 billion rupees). Additional tax measures announced by Umar amount
to 183 billion rupees or total revenue envisaged is 5012 billion rupees while public sector
development programme (PSDP) would be reduced to 725 billion rupees (April budget envisaged
800 billion rupees for PSDP so essentially only a 75 billion rupee reduction in budgetary expenditure
was announced). The Abbasi-led administration had envisaged generating 250 billion rupees
through self-financing by corporations while Asad Umar envisages 150 billion rupees through what
he termed were innovative measures that he would clarify to those able to better understand
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financing with an arrogance that was reminiscent of Ishaq Dar.

Cosmetic decisions, defined as those focused on generating goodwill within PTI supporters, and
which Atif Mian may not have opposed because of the expected favourable political outcome, were
three. First, cabinet members would be taxed on their allowance and perks. However this would be
on the salary they receive from the public exchequer. One would have hoped that the cabinet
members had gone the Nawaz Sharif route and not accepted the state salary as few if any members
of the incumbent federal cabinet are poor. Second, the 8247 houses to be built would be allocated
4.5 billion rupees as a first step, an amount too small given the over 5 trillion rupee budget to
comment on. And finally farmers who the party leadership was at great pains to commiserate with in
terms of poor support by the PML-N administration would receive urea subsidy, that hopefully
unlike the time when Asad Umar headed Engro, would actually be passed on to the poor farmers.

Asad Umar announced extension of the Khyber Pakhtunkhwa health safety card to Islamabad and
FATA, with direction to Punjab to follow suit, the estimated cost of this scheme was not announced.
Benazir Income Support Programme (BISP), budgeted as development expenditure outside PSDP
was to receive 124.7 billion rupees in the April budget – a scheme that would have been the
appropriate venue to park the health safety card scheme. BISP has the waseela-i-sehat benefit
package (with a maximum benefit of 25,000 rupees per family per year that requires enhancement)
and includes transportation cost of admitted patients. Unfortunately, one may be compelled to
assume that PTI like the PML-N leadership considers BISP a partisan programme and there was no
mention of it during the presentation of the supplementary budget in the national assembly. When
asked BISP staff stated that they have yet to give a briefing to the Prime Minister on the
programme.

The Abbasi-led government’s April budget, Umar claimed, overestimated revenue by 350 billion
rupees and underestimated expenditure by 250 billion rupees to give a deficit of 1890 billion rupees
(4.9 percent of GDP). His reconstructive budget (not backed by supporting data in Umar’s budget
speech) would generate an additional 183 billion rupees in revenue while expenditure would be
reduced by 250 billion rupees giving a total deficit of 2775.8 billion rupees. In other words to
achieve the targeted deficit of 5.1 percent of GDP the Khan administration would require an
additional around 800 billion rupees in revenue and/or cut in expenditure.

Thus what is lacking in the supplementary budget is not only details of how much revenue would be
raised from each specific taxation measure and the precise item on which expenditure would be
reduced but also a reform agenda that contains a road map towards making our tax structure fair
and non-anomalous and reducing current expenditure rather than development expenditure. These
two missing ingredients reflect serious shortcomings in the supplementary budget. Pakistan current
its current state of our economy does not require a man who cares for the poor, as Umar was at
great pains to repeat during his budget speech, but someone with the capacity and willingness to
reform the tax structure and rationalize the current expenditure.

Sadly, the PTI leadership appears to be sanguine about Umar’s supplementary budget, almost
reminiscent of support extended to Ishaq Dar for his flawed policies during the previous
administration. However, unlike the previous administration, the Prime Minister is perhaps relying
heavily on his capacity to mobilize overseas Pakistanis to assist Pakistan financially, he has already
made a plea for donations for the construction of two dams. Khan’s target is 800 billion rupees
based on the deficit target of 5.1 percent which is around 7.75 billion dollars – an amount whose
generation is premised on the recent successful foreign policy initiatives taken jointly by the
country’s civilian (in Saudi Arabia and UAE) and military (in China) leadership.

To conclude, while gains are obviously being made in terms of the country’s foreign policy initiatives
yet they seem to be sorely lacking in terms of the economy. The supplementary budget shows that
the Finance Minister has the intent but perhaps not the capacity to undertake reforms and needs a
good back-up team – not of bureaucrats who have shown a penchant for toeing the line dictated by
any incumbent Minister, and not the existing economic advisory council (EAC) that can be overruled
by the Minister besides consisting mainly of those who were part of the government in the past. The
country needs qualified economists with backbone and one would hope that the Prime Minister
would revisit his decision to withdraw the name of one of the three highly respected economists
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engaged in extremely reputable organizations abroad on religious grounds – a withdrawal that led
to the other two also sending their regrets showing a backbone which was lacking in several of the
remaining EAC members who should have taken a similar principled stance.
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