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Economic Priorities for the
Incoming Government




~ ©"!THREE DEFICITS PLAGUING THE ECONOMY

EXTERNAL ACCOUN
DEFICIT

Imports exceed exports
and external debt
needs to be serviced or
reprofiled

TRUST DEFICIT

In & between politicians,
establishment, judiciary,
bureaucracy, “the elite”,
IMF/lenders and Pakistan

FISCAL DEFICI
Expenditure, debt

servicing, SOE
losses, energy deficit
& payments to
provinces, far exceed
tax/other revenues
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Pakistan
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IMMEDIATE ECONOMIC PRIORITIES

Secure the last tranche of IMF’s SBA.

Longer, larger, more reform-centric (less front-loaded), 24t IMF Programme.

Tighter fiscal discipline to reduce inflation, leading to cuts in the policy rate.

Rebalance resources and responsibilities in the NFA. Provinces to tax agriculture & urban
property.

Restructure FBR, address talent & technology gaps to equitably distribute the tax burden.
Competitive energy tariff for industry; move to market-based pricing

Privatize PIA & DISCOs as a priority. Alternatively, outsource DISCOs.

Strengthen lender confidence by creating capacity to service debt through fiscal discipline

Maintain realistic exchange rates.



PBC’S IMMEDIATE ECONOMIC REFORMS SCORECARD

March 22, 2024

PRIORITY ACTION GOVERNMENT LIKELY
RESOLVE OUTCOME

Secure last tranche of SBA

Longer, larger, more reform centric
24 IMF Prog

Maintain solvency

See “Cut Expenditure”

Strengthen lender confidence
below

Maintain realistic exchange rates

Cut expenditure and reduce .
. Unclear Uncertain
borrowing

Restructure FBR to broaden the tax

base

Privatize SOEs PPP support? Uncertain
Reduce inflation and policy rate, stem leakages, revert to N ]

Rebalance NFA Political consensus? Uncertain

competitive energy tariffs for the productive sector,
especially exports

Privatization/
Outsourcing of
DISCOs aside, need to Uncertain
re-engage IMF on
tariffs for industry

Structural reforms of the energy
sector to reduce tariffs
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Energy « IMF’s tariff-led prescriptions address symptoms, not fundamental flaws
* High cost impacts jobs, exports, import substitution & tax revenue
« Scope to marginally price industrial tariff to max capacity use, remove cross subsidies
* Privatize or outsource DISCOs
* Restructure tenor and cost of IPP debt
« Expedite south-to-north transmission to max use of renewable energy
« Convertimported coal projects to Thar coal to save cost and FX outflow
 Market dynamics to determine the cost of power to industry, esp. exporters
* Revise domestic gas tariff to incentivize shift of cooking/heating to electricity
 Encourage energy efficient buildings, appliances (fans), lighting
« Consolidate elect. & gas regulators for holistic regulatory environment
* Transition captives to the grid where technically feasible

Taxation « Separate fiscal policy from collection; restructure FBR, infuse talent & technology
« Tax the untaxed - adopt “revenue-from-new-tax-payers” as primary target
 Encourage investment/wealth creation to grow the taxable pie
* Reduce disproportionate burden on the few
» Positively discriminate in favour of the corporate sector, esp. listed companies
 Encourage scale & listing; remove double-tax on divis & impediments to group relief
« Withdraw super tax which discourages scale, encourages fragmentation
« Stem under-invoicing, smuggling, misuse of FATA/PATA & Afghan transit trade
« Simplify taxation processes to reduce harassment. Remove jurisdiction ambiguity.
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Import
substitution

EXPORTS AND IMPORT SUBSTITUTION

Exports, the only sustainable solution to balance the external account

Need long term export charter, “whole-of-government” approach, PM oversight
Realign incentives to broaden the export basket and widen the geographical reach
Provide energy & other inputs, incl. credit on regionally competitive terms
Realistic exchange rates

Wash exports clean of all taxes & levies in the supply chain to the final exporter
Limited time incentives for first time exporters and those widening their reach
Build Pakistani brands abroad by permitting adequate FX investment

Activate EXIM Bank. Deploy EDF to cover risk for export to Africa/Central Asia
Export incentives for services similar to those for goods

Revise terms for acquisition of foreign companies by IT exporters

Market access, without compromising domestic industry

Limited time protection without hurting local and export customers
Cascading tariffs for RM & intermediates not available in Pakistan

Reliable energy at competitive cost

Realistic exchange rates

Incentivize investments in plant & mach. via long term capital through DFls
Crackdown on under-invoicing, smuggling, misuse of Afghan transit trade
Walk the talk on SEZs

Promote standards & protect intellectual property

Incentivize indigenization of presently imported inputs

Effective anti-dumbina measures
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Privatization

Agriculture

PRIVATIZATION & AGRICULTURE

98% of assets & 100% of the losses come from 85 commercial SOEs

State Control in 7 sectors provides unfair competition to private sector:
Power; Oil & Gas; Infrastructure, Transport and Communication; Manufacturing,
Mining and Engineering; Finance; Industrial Estate Development and Management;
and Wholesale, Retail and Marketing

Privatize. Don’t waste time and resources on trying to restructure
Prioritize local investors when privatizing SOEs
For DISCOs consider performance imp. concessions as alternative

Vital for food & environment security, affordability, BOT & rural prosperity
Allow regional trade to buffer inflation caused by shortage of food

Review costs/benefits of a Rs 1.2 trillion support. Use direct transfers
Infuse tech. & scale through corp. & contract farming; promote equip. rental
Optimize water usage - right price it

Quality seeds; faster approval; intellectual property protection

Adequate and appropriate financing across the value chain

Sharpen export focus on horticulture, dairy, meat and sea-food

Indigenize edible oil sources
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DEREGULATION AND CIVIL SERVICE REFORMS

Deregulation
& Civil
Service
Reforms

Colonial mindset; duplicating, paper-based regs; >600K below grade 17,
hence slow. Federal headcount not rationalised post 18t Amendment
Business (specially big!) treated with suspicion

Domain knowledge not factored in selection/placement

Generalists from provinces given specialist roles in federal service
Annual increments without objective appraisal

No early retirement process for non-performing civil servants

Difficult to hire experts in Grade 22 on terms similar to private sector
Numerous perks, need to consolidate salary; benchmark with market
Merge ministries (eg. Commerce, Industry & Investment into Min of
Economy)

Local government not fully empowered or resources

Need to switch pensions to defined contribution basis

NAB law reforms to restrict “cause” to unaccounted wealth, not outcomes
Fast forward PRMI (World Bank’s Regulatory Guillotine) to:

e Reduce duplication, use risks/consequences as basis of NOCs/approvals
e Digitize and automate, set time limits for decisions and create one-windows

e.g Pakistan Single Window
8



::'.:::::::The

siassss:: Pakistan
re388ss Business
N Council

OOOOOOOOOOOOOOOOOOOOOOOO

~ LONG TERM PLANS, CLIMATE CHANGE & NFC AWARD

Sanctity of
long-term
planning

Climate
Change

Review the
NFC Award

Avoid short-term, knee-jerk decisions, restore sanctity of LT plans
Rebalance roles of the Ministries of Finance and Planning

Avoid revenue seeking measures that jeopardize long term health
Improve the long term planning process (Pakistan was once a model)

Recognize as existential risk and adopt “Whole-of-Country”approach to
mobilize mitigation and adaptation;

Prioritize vulnerable groups: agriculture, SMEs, heavy emitters;
Hand-hold farmers for climate-smart practices (water, seeds)

De-risk and enable lending/investment into adaptation and mitigation
Provide private sector incentives for build resilience

Equitable distribution of revenue and responsibilities to manage the
federal fiscal account
Incentivize provinces to tax agri. & property and empower local bodies
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Future
Proof
Pakistan

FUTURE PROOF PAKISTAN

Cheap labour not a sustainable competitive advantage

Strengthen technology foundation via STEM; higher ed. via the IIT model
Nationwide, affordable high-speed internet for e-commerce, digital
banking, e-schooling, IT

Reduce tax on connectivity. Remove impediments to investment in telecoms
Establish IT parks to cluster talent, develop specialization streams
Innovate esp. in medical devices and agriculture to address healthcare &
food security

Build bridges between Defence & Civilian & business & academia
Public/private VC fund focused on funding digital innovation

Develop manpower for an ageing world: healthcare, care of the elderly,
hospitality, IT

Digitize the government to accelerate adoption of technology

Deploy digitization to formalize the economy and reduce use of cash
Rapidly grow Raast P2M to emulate success of UPI in India
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THREE DEFICITS

EXTERNAL | FISCAL TRUST
DEFICIT DEFICIT DEFICIT
Become competitive without subsidies, indefinite
protection or other state concessions

Develop risk appetite & capacity to diversify:

- from domestic market to export/import substitution

- from bricks and mortar to agri & knowledge sectors

- from lending to govt. to credit for SMEs & Agriculture

Eliminate cash transactions, stop dealing with the
informal sector

Pay living wages, encourage business partners to do
the same

Extend ESG/ethics into the value chain (suppliers,
customers and consumers)

Family owned businesses to professionalize, improve
governance & widen their shareholding
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