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           03rd May, 2019 

 
 
A ‘homegrown’ solution? 
Former finance minister Dr Hafiz Pasha and former governor of the State Bank of Pakistan Shahid 
H. Kardar have shared a homegrown macroeconomic framework with Business Recorder readers 
premised on 46 policy equations enabling them to make projections of key macroeconomic 
indicators based on policy variables with a time lag. Impressive as this exercise, may be two factors 
need to be highlighted. First, as per informed sources this medium-term economic framework was 
shared by former finance minister Asad Umar with the International Monetary Fund (IMF) team last 
month while he was in Washington DC to attend the spring annual meeting of the World Bank/IMF. 
In other words, the Fund staff has already seen this document and sharing it with the public at a time 
when the two parties - the Pakistan team as well as the IMF team - are currently engaged in 
negotiations may not achieve the desired objective which, one would assume, is to influence the 
ongoing discussions. 
 
The Pakistan team is now led by Dr Hafeez Sheikh, who may have different proposals to those 
contained in the framework especially considering that he is a qualified economist in marked contrast 
to Asad Umar who clearly required assistance in developing a mathematically formulated 
framework. True, Hafeez Sheikh may not have had the time to develop such a framework given that 
he was inducted in the cabinet only a short while ago yet one would have hoped that if he required 
more preparation time he had taken the option to defer the IMF mission for a week or so. Be that as it 
may, one major lesson to be learned for Prime Minister Imran Khan is that irrespective of the 
qualifications or experience of his finance minister he must, like in other countries, develop a very 
strong economic team within the ministry - a dedicated team with the capacity to formulate macro-
econometric models rather than in merely plugging in figures based on raising the outgoing year's 
expenditure and identifying the revenue potential on overoptimistic projections of GDP growth. Thus 
the need is to appoint qualified economists in the Ministry of Finance rather than to appoint a team to 
advise and/or monitor the policies of the finance minister/ministry. 
 
It is unlikely that IMF team would respond to the report as it does not comment on suggestions given 
by those no longer associated with the government. Additionally, there are some aspects of the 
proposals that the IMF is institutionally opposed to and which include: (i) the amnesty scheme; 
irrespective of a commitment that this would be the last ever such scheme (a commitment made by 
previous administrations as well), the Fund is unlikely to endorse it for two reasons, namely, it 
regards such schemes as a disincentive to legitimate taxpayers and it fails to take account of 
Financial Action Task Force's concerns, with which the Fund closely works with; (ii) reducing 
current as opposed to development expenditure. This has long been proposed by independent 
economists however no administration has been able to achieve this salutary goal. And given that the 
incumbent government raised allocations for defence and running of civil administration during its 
short tenure, the two major recipients of current expenditure, this does not appear likely. That leaves 
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reducing development expenditure with obvious implications on GDP growth rate that, as correctly 
argued by Hafiz Pasha and Shahid Kardar, implies lower tax collections; (iii) current account deficit 
exceeded 6 percent of GDP but will come down to 4.5 percent of GDP this year. However, the 8.5 
billion dollar loans from friendly countries for one year are included in the projected decline in the 
current account deficit which may rise by this amount next year when these loans become due 
(unless they are rolled over); (iv) the IMF is reportedly insisting on much greater flexibility of the 
market determining the rupee value than is acceptable to those who formulated the 'homegrown' 
macroeconomic framework; the determination that a one percent depreciation in the value of the 
rupee leads to an increase of 0.6 percent in exports while it raises the price index by 0.4 percent 
maybe accurate, however, the suggestion to allow 15 percent rupee depreciation in the next two 
fiscal years may not be acceptable to the IMF; and (v) the IMF reportedly is insisting on 700 billion 
rupee additional revenue while the 'homegrown' framework has through appropriate measures 
proposed 650 billion rupee additional revenue. This must be fully supported; however one would 
hope that withholding taxes in the sales tax as opposed to the income tax mode be properly defined 
to get a better assessment of how much reliance is placed on indirect taxes whose incidence on the 
poor is greater than on the rich. 
 
There has been considerable support for the recommendation to equate the sales tax on goods and 
services as a means to raise revenue collections however given that the former is determined by the 
federal government and the latter by provinces it appears highly unlikely that provinces where the 
PTI is not in government would accept this suggestion, given the scale of attacks on its leadership. 
Similarly, the suggestion that the resources need to be distributed appropriately between the centre 
and the provinces is unlikely to convince the members of the National Finance Commission (NFC) 
to allow for any changes in the 2010 formula - given that NFC award is by consensus and not 
majority. The previous governments relied heavily on provincial surplus as a means to plug in the 
budget deficit, a surplus that was never realised and the 'homegrown' macroeconomic framework 
correctly maintains that this reliance must end. 
 
The IMF team is likely to insist on detailed information on the Prime Minister's poverty alleviation 
fund (Ehsaas programme/Sehat cards), for which total allocations are not available, and details of all 
loans and applicable rates (China Pakistan Economic Corridor as well as loans from friendly 
countries) before factoring them into their macro-econometric model containing specific time bound 
structural benchmarks. 
 
To conclude, a realistic budget 2019-20 is required where the projected revenue and expenditure 
items are attainable, and in the event that Pakistan goes on a Fund programme the assessment of 
what is realistic would be determined by the Fund. 
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