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Background 
An annual budget is perhaps the most important policy statement that a government issues in a 

given year. The budget, through its allocations, not only reveals the relative priorities of the 

government, but also indicates the path the government intends to take during the course of that 

year to achieve its sectoral, social and macroeconomic targets. In order to evaluate a budget, one 

has to determine what goals the government wants to achieve with this budget and the means by 

which these goals are to be achieved. To assess the 2016-17 federal budget, therefore, we will 

look at the short to medium-term goals of the government — as mentioned in the Budget Strategy 

Paper (BSP) and the Budget Speech of the Finance Minister — and evaluate the consistency of 

budget allocations and taxation proposals with the budget priorities and overall goals of the 

government.1 
 

However, before analyzing the federal budget, it is important to reflect on some broad policy and 

technical issues which impact the making and implementation of the budget. 

 

I. Fiscal Policy in Pakistan: Goals and Objectives  

 

Over its history, Pakistan’s fiscal policy has undergone many changes with varied goals and 

objectives. It has supported policies that range from economic growth to a focus on equity; crisis 

management to furthering political populism. For the greater part of the last two decades, fiscal 

policy has been in crisis management mode. Multiple crises were created by imprudent policies of 

the government and its myopic response to international and domestic shocks. The most 

persuasive example of the latter is the inertia shown by the government in response to the 

international commodity market prices in fiscal year (FY) 2007-08. With prices of oil (and other 

commodities) increasing four to five times in international markets, Pakistan opted to increase 

domestic prices only by a fraction of the change in international prices and absorb the remaining 

part of the increase into the federal budget by granting large-scale subsidies on oil, food and 

electricity.   

 

As a result, Pakistan has experienced very high fiscal deficits since FY2008-09. These deficits have 

                                                           
1 This analysis was conducted by Hanid Mukhtar, former World Bank Senior Economist, and Anjum Nasim, Senior Research 
Fellow at IDEAS.  
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been the root cause of fiscal and macroeconomic instability in the country, as they were largely 

financed through borrowing that sharply increased the debt burden of the government. The high 

interest cost of this burgeoning debt fed back into the fiscal deficit, creating an increasingly 

explosive vicious cycle. Moreover, most of the government borrowing used to finance these fiscal 

deficits was from the banking system, i.e. from the State Bank of Pakistan (SBP) and commercial 

banks. In practical terms, the government can borrow from the SBP at very low effective interest.2 

However, through the monetization of public debt, this borrowing stoked high inflation and made 

the economy less stable.3 Borrowing from commercial banks not only carries a large interest cost, 

but also crowds out private sector investment. 

 

 With assistance from the International Monetary Fund (IMF) and other International Finance 

Institutions (IFIs), successive governments in Pakistan have tried to stabilize the economy, mainly 

by attempting to reduce the fiscal deficit. It is worth noting that the fiscal deficit in itself is not 

necessarily an economic problem, and its reduction to some pre-determined level may not 

indicate a sound fiscal policy. However, its causes and means of financing could be problematic. 

The availability of inexpensive and non-inflationary financing gives the government more leverage 

to run a higher fiscal deficit in the short run without creating too many problems for the economy.  

 

Nonetheless, if these high fiscal deficits are a result of the government’s unwillingness (or 

inability) to tax richer segments of the population, or by running high, unproductive expenditures, 

then higher fiscal deficits can have adverse consequences for economic equity and growth. But if 

this fiscal deficit reflects a government response to some short-term economic shock, it could be 

seen as a desirable policy option. Adjusting fully to the shock can entail steep cuts in government 

expenditures and/or it may require high levels of taxation. In countries like Pakistan, the 

government may only have very little room for cutting its non-development expenditures (e.g. 

interest expenditure on debt, defense expenditure and expenditure on pensions and salaries may 

be highly inflexible), and curtailing development expenditure may have adverse implications for 

future economic growth and development in the country. 

 

The fact that Pakistan lags behind most comparator countries in terms of the quality of its 

infrastructure calls for greater development spending. At the same time, the resources available 

for such expenditure are seriously constrained. Reducing the share of current expenditure to 

                                                           
2 Almost all of government borrowing from SBP is through issuance of marketable T-Bills, which are bought by SBP by creating 
more money.  Although the government continues to pay market determined interest rates on these T-Bills, a large part of 
these payments is returned to the government in the form of SBP profits. For this reason, there is significant support in 
Ministry of Finance (MoF) for this mode of financing fiscal deficit. 
3 High inflation adversely impacted national savings, changed the flow of resources from more to less productive sectors (e.g. 
channeled investment away from economic sectors and into real estate); brought exchange rate under pressure, creating 
uncertainties in the foreign trade sector.  Nonetheless, the biggest impact of inflation was on income distribution, as it 
redistributes income from fixed to variable income groups.  
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increase the share of development expenditure is not a real option at the given level of revenue 

receipts. The interest payment on debt, expenditure on defense services and civil and military 

pensions claim over 70% of the current expenditure, and other expenditures are also largely 

inflexible. New infrastructure projects are committed each year when resources are insufficient 

for the upkeep and maintenance of physical infrastructure and to complete ongoing projects in 

time. A World Bank study reports that it takes on average twice the originally projected time and 

almost twice the originally estimated cost to complete a development project in Pakistan. Without 

a greater effort to collect taxes and raise revenue, Pakistan will not be able to bridge the 

infrastructure gap that continues to vitiate its economic growth.4 

 

II. Budget Credibility Issue 
 
In Pakistan, there is an additional dimension that needs to be brought into a budget analysis.  The 

credibility of the budget (i.e. the extent to which budget is likely to be implemented as approved by 

the National Assembly), has been quite low. This has been a major problem for at least a decade as 

outcomes of successive budgets came out to be very different from the budgets approved by the 

Parliament at the beginning of the year. Revenue shortfall and the channeling of fiscal resources in 

excess of those budgeted into activities that the government considered more important to 

finance for political reasons, e.g., high levels of electricity subsidies, deprived key ministries and 

sectors of resources, exacerbated fiscal uncertainties and compromised development planning. 

 

More importantly, the consolidated (federal 

and provincial) fiscal deficit generally came 

out to be much higher than what was 

projected in the budget (see Figure 1). This 

happened even under the “watchful” eyes of 

the IMF.  Pakistan has been under one or the 

other IMF program since 1988, and the 

achievement of the annual fiscal deficit 

target had always been a critical 

performance indicator in each of these 

programs. With quarterly monitoring of the 

fiscal situation, the IMF had been 

responsible for enforcing radical mid-course 

budget revisions to meet the fiscal deficit targets. Despite all these adjustments and additional 

revenue measures and expenditure cutbacks, during the last nine years, it was only in three fiscal 

                                                           
4 For reference and discussion of these issues, see Pakistan’s Public Expenditure: Insights and Reflections: 
http://www.raftaar.pk/includes/assets/img/Public-Expenditure.pdf. 
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years (FY2006-07, FY2008-09 and FY2013-14) that the government was able to reduce the fiscal 

deficit to below or equal to the set target.5 In each of the remaining six years, the fiscal deficit was 

higher than the budget target (by an average of 1.3 % of GDP per annum). Nonetheless, it goes to 

the credit of the credit of PML-N government (and of course the IMF) that the gap between the 

actual and budgeted deficit has narrowed down considerably. Although government’s job was 

made a lot easier by a sharp decline in oil prices in international markets, which dampened 

inflation and eased pressure on certain expenditure heads (e.g. electricity subsidy). 

 

III. The Provincial Fiscal Estimates 
 
One additional element that creates a sizable wedge between the budget and actual fiscal 

outcome is the estimates of provincial finances. As mentioned above, the critical indicator of fiscal 

stability is the consolidated fiscal deficit.  For the last four to five years, the federal budget 

documents included an estimate of this consolidated deficit. This is done by working out the fiscal 

deficit of the federal government and then adding to it an estimate of provincial surplus (or 

deficit). The federal government’s estimate of the aggregate provincial surplus is based on some 

“known” and some “unknown” factors.6 The biggest “known” factor is the federal revenue 

transfers to provinces, which are based on projected revenue collection by the federal 

government during the year and the revenue-sharing formula defined by the National Finance 

Commission (NFC) award at that time. Also “known” are the federal government and foreign loans 

and grants that the provinces are expected to receive during the year. The “unknown” elements 

include the tax and non-tax revenue that provinces are expected to collect that year and the 

recurrent and development expenditures of provincial governments. Although the federal Public 

Sector Development Programme (PSDP) includes an estimate of overall provincial development 

outlays, this estimate invariably differs from estimates of provincial development spending given 

in provincial budgets.7  

 

                                                           
5 The 2015-16 fiscal deficit is based on federal government assessment of the fiscal outcome. There are strong reasons to 
believe that this assessment understates the deficit and in the end analysis the fiscal deficit may turn out to be significantly 
higher (see next footnote).  
6 It may be pointed out that what is referred here are budget estimates.  Hence, the “known” factors are those for which 
projections are made by the federal government; whereas “unknown” factors are those for which projections are made by 
provincial governments without any involvement of the federal government. 
7 This source of this difference is rooted in the Pakistan’s planning and development history. Until 1997, development programs 
of provincial governments were financed entirely by loans and grants from the federal government and donors. Even the donor 
assistance flows to the provinces through the federal government. The federal government therefore has not only an a-priori 
knowledge of, but was also able to control, the size of each provincial Annual Development Program (ADP). In Pakistan, 
development programs of the federal government (the PSDP) and of each provincial government (the ADP) is approved by the 
National Economic Council (NEC). Because of the federal control of provincial ADPs, the NEC approved provincial programs 
would stand as the agreed size of each ADP. However, with successive NFC Awards improving provincial financial position (and 
autonomy), the provinces successfully argued and convinced NEC that each province be allowed to increase the size of its ADP 
beyond the NEC set ceiling, if this increase is financed entirely through province’s own resources. Hence, while the federal 
government continues to reflect the NEC determined volume of provincial development program in the PSDP every year, the 
provinces present a different (significantly higher) level of aggregate ADP. 
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As such, provincial budgets present a 

significantly different estimate of 

their surpluses than estimated by 

the federal government. Figure 2 

shows that between FY2006-07 and 

FY2014-15, the federal budgets 

estimated provincial fiscal surplus at 

an average of Rs 126 billion per year. 

During the same period, the 

provinces estimated their fiscal 

balance as an annual deficit of Rs 35 

billion, implying an average 

difference of Rs 161 billion (or 1 % of GDP) per year between the federal and provincial estimates 

of provincial surplus. Prior to FY2013-14, provincial surpluses did not earn any interest, but in 

recent years the provinces have been incentivized to generate surpluses by allowing them to earn 

interest on their surpluses.8  

 

Why didn’t the IMF and other IFIs attempt to fix this obvious anomaly in budget-making? One part 

of the answer may be that although the IMF had the technical competence to analyze provincial 

budgets, no such analysis was undertaken. The IMF rarely interacted with the provinces to fully 

understand the finer points of provincial budgets, and was therefore in no position to verify the 

authenticity of provincial budget estimates. This could be because the IMF has very little leverage 

with the provinces. All its programs were agreed with the federal government, and the view within 

the IMF throughout was that the federal government had to deliver on its commitments, including 

the payment of provincial surpluses, by any means possible.9 At its end, the federal government 

had been conveying to the IMF (and other donor organizations) that they have plenty of handles 

to deliver on the budget estimates, even on their estimate of provincial surpluses. The most potent 

of these stated tools was to delay the transfer of provincial shares in federal revenue (especially in 

the last quarter) until the provinces were in no position to spend out of this last tranche (these 

were usually delayed to June 30th). A review of the federal government’s release to provinces of 

their rightful shares in revenue indicates that this strategy was in fact followed. Surprisingly, the 

IMF has bought into this argument, which is not only specious, it is also against good practices of 

budget-management and undermines provincial financial autonomy.  

                                                           
8 In some sense, provincial surplus is tantamount to borrowing by the federal government from provinces, rather than from 
other domestic sources, to lower the consolidated fiscal deficit.  Hence, the federal government offers the average T-Bill rate to 
provinces on their surpluses. 
9 Making federal government to commit and deliver on some volume of provincial fiscal surplus was not the most prudent way 
of conducting a fiscal adjustment program. Under the Constitution of Pakistan, provinces are financially autonomous entities, 
and are therefore not expected to take diktat from, or even accept persuasion of, the federal government on financial matters. 
Making federal government to deliver on a certain level of provincial surplus without their consent can be seen as a blatant 
infringement of provincial autonomy.  
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This speciousness can be understood if one understands that this scheme can work only in the first 

year. Thanks to the unspent amount carried over from the first year, provinces would have enough 

cash with them at the start of the second year to “overspend”, even with the federal government 

repeating the process of delaying transfers of some revenue to the end of the year. Also, provinces 

have now internalized these delays in federal revenue transfers and they do “overspend” during 

the year by delaying payments to the contractors/suppliers till they receive the last tranche from 

the federal government. The large volume of bills cleared for payments by provincial finance 

departments at the very end of a fiscal year (usually on June 30th) is clear evidence of that.   

 

Figure 2 also shows that the end-year outcome of provincial surplus averaged at only Rs 19 billion 

per year – quite different from the federal or even provincial budget estimates, but in relative 

terms still closer to the provincial forecasts than the federal projection. This difference of Rs 107 

billion (0.6 % of GDP) per year between the federal government budget estimates and the actual 

outcome on provincial surplus is reflected in higher levels of consolidated fiscal deficits than those 

projected in the federal budget, despite the federal government’s efforts to absorb some of this 

discrepancy in its own budget. 

 

Notwithstanding the associated political and administrative issues, the federal government’s 

demand for a sizeable fiscal surplus from provincial governments, and provincial governments’ 

compliance to this demand, clearly indicates that the Seventh NFC Award has some major 

weaknesses. After all, the large-scale increase in the provincial share of federal revenue under the 

NFC award was to meet their expenditure and development needs, and not to show higher 

surpluses. The award also failed to anticipate the financial distress of the federal government in 

the event of revenue shortfall and expenditure shock as reflected in the large fiscal deficit of the 

federal government in the aftermath of the award.  

 

IV. The Revenue Challenge 
 
Revenue mobilization has long been Pakistan’s Achilles’ heel in its quest for fiscal and economic 

stability. Notwithstanding the lack of genuine political will to tax the rich and powerful, repeated 

governments made attempts to increase revenue by revamping tax policy and undertaking tax 

administration reforms. However, there has been very little progress. Pakistan continues to 

remain one of the least taxed countries in the world (see Figure 3, below). The economists and 

media commentators have identified politics as the main factor behind the lack of progress on 

revenue collection. They also indicate that if the government can somehow get in a position where 

it can bear, or ignore, the political cost of tax reforms, the situation can improve quickly. Improved 

revenue collection in Pakistan may be considerably more difficult to achieve than indicated by 

these commentators. While the political will of the government to undertake meaningful tax 

reforms remains the necessary condition for improved tax collection, it is definitely not a sufficient 
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condition. The reason being that politicians, the government and the tax bureaucracy have 

colluded to distort the tax system to the extent that it will take more than political will to make tax 

reform effective.  
 

The present revenue problem of Pakistan is multi-faceted – from constitutional to legislative, from 

political to legal, from policy induced to administrative and from structural to motivational. Major 

changes are needed in all these areas to establish a taxation system that can improve revenue 

collection and tax equity in the country.   

 

The Constitution of Pakistan has made some unwarranted bifurcations in income and sales taxes, 

with a portion of each of these taxes to be collected at the federal levels, while the other portion is 

assigned to the provinces. This division of tax authority based on the source of income or type of 

economic activity is by no mean innocuous, as it thwarts establishing an integrated tax system for 

the two most important taxes (income and sales). 

 

At the legislative level, the tax laws allow large exemptions from payment of all major taxes, which 

cause substantial erosion of tax bases. Large tax expenditure or large scale exemptions for income 

and sales tax and excise and custom duties, impair equity of the tax system.  Moreover, these laws 

are dated and exclude a number of sectors and economic activities. There are so many loopholes 

and lacunae that no one has ever been imprisoned   for tax evasion or tax fraud, despite common 

knowledge that these vices are highly prevalent. In the same tune, tax policy has been used more 

as a tool of government patronage for vested interest groups than to enhance productivity or 

efficiency of the taxation system. The tax administration is inefficient, poorly trained and 

organized and is self-serving and reputed to be corrupt. There is a strong disconnect between 

FBR’s headquarters and its field formation, which dilutes or completely stifles certain reform 

measures initiated by the headquarters. and custom duties, impair equity of the tax system.  

 

The structure of Pakistan’s economy has resulted in low tax buoyancy. Most of the taxes collected 

in Pakistan are from the manufacturing sector, which has shown sluggish growth over the last 

decade. GDP growth during this period has come primarily from the services sector which is very 

lightly taxed. Hence, additional revenue measures are taken each year just to keep the tax-to-GDP 

ratio from falling. Finally, changes in the fiscal federalism paradigm have badly eroded incentives 

for greater revenue collection efforts at both the federal and provincial levels. The Seventh NFC 

Award sharply increased the share of provinces in federally collected taxes. As such, from every 

additional revenue effort of Rs 10 by the federal government, it gets to retain only Rs 4.25, the 

remaining Rs 5.75 are transferred to the provinces. This badly distorts the political cost to revenue 

benefit for the federal government, leaving it with little incentive for collecting more revenue. At 

the other end, with the provinces getting the “windfall” in terms of higher revenue transfers from 
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the federal government, there is hardly any appetite for the provinces to be more aggressive on 

the revenue front.  

 

Tackling these problems requires a strong political will, but along with strong political will it 

requires a consensus across political divide to make necessary amendments in the Constitution, 

change tax laws and other policies, and alter the structure of bureaucracy to make fundamental 

improvements in the tax system. Most importantly, this will require perseverance and patience as 

such reforms and changes will take time, much more time than the tenure of any government in 

power. 

 

Poor revenue mobilization is a perennial problem for Pakistan. Figures 3-6 summarize the 

country’s tax history by highlighting the stylized facts surrounding the taxation effort in the 

country during the last ten to fifteen years. 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: World Development Indicators, 2015 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Pakistan
Sri Lanka

Nepal India

0

10

20

30

40

50

6 7 8 9 10 11

%
 o

f 
G

D
P

Log of per capita GDP

Figure 3: Tax to GDP Ratio

8.00%

9.00%

10.00%

11.00%

12.00%

13.00%

14.00%

15.00%

FY02 FY03 FY04 FY05 FY06 FY07 FY08 FY09 FY10 FY11 FY12 FY13 FY14 FY15

%
 G

D
P

Figure 4: Pakistan - Trends in Federal Revenue Collection

Total revenue Tax revenue

Source: Ministry of Finance, Govt. of Pakistan 



 
 
 

 

 
9 

 

 

 

 
 

 

 

 

 

 

 

 

Source:  Ministry of Finance, Govt. of Pakistan  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source:  Ministry of Finance, Govt. of Pakistan  

 

The key features highlighted by Figures 3-6 are:  

 

(a) Federal tax revenue (as percentage of GDP), which was 10.6% in 2007, started to decline with 

the international commodity market crisis. The decline was not uniform but had reached 8.9% by 

2013. Non-tax revenues, by and large, moderated the decline in overall tax revenue (as percentage 

of GDP). Overall tax revenues, as share of GDP, have been on an upward trend since 2012. 

 

(b) Tax targets have been missed consistently during this period, indicating the weakness of the 

federal government’s revenue system; and forcing the federal government to make adjustments on 

the expenditure (or financing) side of the budget.  

 

(c) Notwithstanding the poor tax assignment to the provinces under the Constitution, the 

provinces have shied away, perhaps even more than the federal government, from utilizing the 

more productive and buoyant tax bases assigned to them (property tax being one). 
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Government Tax Reform Strategy: The Federal Board of Revenue (FBR) has prepared a tax 

reform strategy aimed at significantly increasing tax collection. The strategy, titled “A Real 

Relevant and Owned Strategy for FBR”, is consistent with the target of achieving a fiscal 

deficit of 4 % of GDP by FY2016-17, agreed under the IMF program, where over half of 

such adjustment should come from revenue mobilization.  FBR tax strategy relies on three 

pillars: (i) aligning tax policy with needs and ground realities, (ii) expanding the tax base to 

enhance the revenue and equity of the tax system and (iii) improving tax administration. 

 

In the initial phase, FBR focused on: (i) reducing tax exemptions, (ii) increasing the number of 

registered taxpayers and (iii) instituting an effective system of tax audit. 

 

Reducing exemptions: One of the key factors behind Pakistan’s low tax-to-GDP ratio is that the 

bases of all major taxes are badly perforated by a large number of tax exemptions and tax 

concessions granted to various 

sectors, sub-sectors and economic 

activities.10 While a number of 

exemptions relate to bilateral and 

multilateral agreements (e.g. 

Independent Power Producers, 

Free Trade Agreements, etc.) 

signed by the government, a 

sizeable number of exemptions 

and concessions are outcomes of 

ad hoc policy decisions of the 

government to protect and/or to 

provide incentives for accelerated 

industrialization, attract foreign investment or to ensure security of preferred groups in the 

population. These exemptions and concessions not only imply a substantial revenue loss to the 

government (see Figure 7), but also adversely impact the functioning of the economy and growth 

prospects by creating distortions in the economy and inequities in the tax system.  

 

An IMF study shows that overall tax expenditure increased from 0.9% of GDP in FY2010-11 to 

1.9% in FY2013-14, as exemptions from the payment of GST shot up due to exempting some 

major sectors from tax payments. Nonetheless, as a result of government efforts, the cost of tax 

exemptions declined to 1.3 % of GDP by FY2015-16.11 While the FBR has made significant 

progress in identifying and removing some of the major distortionary tax exemptions, quite a few 

exemptions have remained, making the equity of the tax system still questionable. Also, tax 

                                                           
10 In addition, a number of activities have remained outside the tax net on account of the lack of information available on them.  
11 IMF “Unlocking Pakistan’s Revenue Potential”, Working Paper WP/16/182; August 2016. 
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exemptions eliminated so far are those which are identified as exemptions under the present tax 

laws. A large number of sectors and economic activities are effectively exempt because for one 

reason or the other, tax authorities are unable to tax them. Little, and usually ineffective, attempts 

are made to ensure these sectors and activities comply with tax laws. 

 

Increasing the number of registered taxpayers:  Another fundamental shortcoming of Pakistan’s 

tax system is its limited outreach. This results in an extremely small proportion of the population 

being registered as taxpayers and an even smaller proportion filing tax returns (see Figure 8). This 

allows a large number of businesses and individuals to remain outside the tax net even when many 

of them should be contributing towards government revenue.  

 

 

 

 

 

 

 

 

 

 

 

 

 

  
         Source: World Development Indicators, 2015 

 

This weakness of the tax system encourages informality in the economy and distorts economic 

decision-making. The reasons for this woefully small number of registered taxpayers are many, 

but lack of taxpayer information available to the tax authorities is the most important. To 

overcome this shortcoming, the FBR embarked upon the Broaden the Tax Base (BTB) scheme, 

which uses third-party data to identify potential taxpayers (who presently are not registered with 

the FBR). BTB is definitely a step in the right direction. However, the progress so far indicates the 

stiff challenges that the taxation system is faced with. First, about half a million tax notices were 

issued in a period of three years. Even if all of these potential taxpayers are brought into the tax 

net, the ratio of taxpayer to total population would improve only marginally (to 2.2%). Although 

the FBR has identified about Rs 38 billion of potential revenue which could be collected from 

these additional taxpayers, only Rs 3 billion has so far been collected. This is mainly because of 

weak tax enforcement, which suffers from a number of challenges ranging from collusion between 

tax collectors and tax payers to the weaknesses of tax laws and a “soft corner” within Pakistani 

courts for taxpayers rather than for tax collectors. 
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Instituting an effective tax audit system: Tax enforcement has remained one of the weakest 

areas of Pakistan’s tax administration system. While the FBR has made significant progress in 

terms of streamlining its organizational structures, automation of tax records, processing 

information, reengineering its processes, and facilitating the taxpayers, especially large and 

medium-sized taxpayers, the enforcement of tax laws and rules has remained inadequate. 

Although most of the federal taxes encourage self-assessment by taxpayers, the number and 

quality of tax audits conducted by the authorities remained insufficient to encourage correct 

assessment by a large number of taxpayers. This weakness in tax enforcement encourages tax 

avoidance. In an attempt to overcome this deficiency, the FBR developed a system in FY2011-12 

which adopted universally accepted parameters for identifying the riskiest (in terms of improper 

assessment of tax liability) taxpayers for the purpose of tax audits. However, the risk-based audit 

system ran into some legal difficulties.12 The authorities have amended the tax laws to avoid 

future court rulings against the system, yet the application of risk-based audits have not yet been 

restarted. Moreover, tax demand generated from this process and additional tax collected from 

revamped audits remained woefully small. 

 

V. The Expenditure Impasse 
 

Revenue shortfalls create an unwelcome dilemma for economic managers – to run a higher fiscal 

deficit and suffer through another period of increased fiscal instability, or compress expenditure 

to meet fiscal deficit targets (or a combination of both). Recurrent expenditure of federal 

government is extremely rigid and there is hardly any room there for any meaningful reduction. 

Figure 8 demonstrates the problem faced by the federal government. The government cannot cut 

wages and pensions of its employees nor interest payments, at least not in the short-run. Similarly, 

federal grants to provinces and state owned enterprises cannot be reduced without adversely 

impacting the financial health of the latter. More than 90% of federal subsidies are for the power 

sector and although there is room for reducing those, political considerations prohibit the federal 

government from doing that. Efficiency requires an increase, rather than a cutback, in expenditure 

on running the government. 

 

Thus, the only flexible item in federal budgetary outlays is the development expenditure. The 

burden of adjustment for revenue shortfall therefore has been falling disproportionately on the 

development expenditure. Over the last ten years, development expenditure fell consistently 

short of the budget (Figure 9).13 Over this 10-year period, the cumulative expenditure on  

                                                           
12 The superior courts ruled against the risk-based audit system as it was considered to be discriminatory against some types of 

taxpayers.  
13 The sharp increase in development spending in 2012-13 is artificial as this was caused by a surge in “net lending” as 
government used loans rather than grants to settle the circular debt. 
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development fell short of the budget by 4.2 % of GDP, indicating that compared to what was 

planned, Pakistan lost one year of federally financed development over this period. 
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The 2016-17 Federal Budget 
At least on paper, the 2016-17 budget attempts to cover most, if not all bases: macroeconomic 

stability, economic recovery, fiscal prudence and of course political mileage. However, in an 

attempt to present a “four-quadrant” budget, the government has succeeded in formulating a 

budget that is unlikely to deliver fully on any of government’s objectives. The 2016-17 budget, the 

last federal budget to be presented under the IMF program, continues to have strong donor finger 

prints. As such, the budget continues to focus on fiscal stability, which admittedly is required. 

However, the inherent weaknesses of the budgetary system indicate that actual fiscal adjustment 

could be significantly less than that indicated in the budget. Yet like all previous budgets of the 

PML-N (and indeed the previous PPP government), the government continues to misunderstand 
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the multi-directional relationship between public finances and economic growth and therefore 

fails to strike a right balance between economic stability and recovery. Rather than improving the 

overall investment and business climate, including increasing its “crowding-in” investments, the 

government continues to rely on its strategy of “picking winners” and granting them large fiscal 

concessions to spur growth in these sectors. So far, implementation of this strategy has not 

yielded any significant results, but has further exacerbated tax inequities and distortions in the 

economy. Despite this unsuccessful strategy, the 2016-17 budget provides a number of 

concessions to the agriculture, energy and export sectors. 

 

I. The 2015-16 Fiscal Outcome 
 

The 2015-16 federal budget focused on the dual goals of accelerating economic growth and 

reducing inflation in the country. Overall development expenditure of the government was to 

increase from 4.2% to 5.7% of GDP, which was expected to increase the public sector fixed 

investment to 4% of GDP. The government hoped that even this small increase in public 

investment, especially if made in the right areas, will crowd-in more private sector investment 

(which was projected to increase from 9.8% of GDP in FY2014-15 to 12.2% of GDP in FY2015-

16). This was projected to push the economy to a higher growth rate of 5.5% (Table 1). 

 

Table 1: Macroeconomic Targets and Achievements 

  FY2014-15 FY2015-16 FY2016-17 

  Actual Target P. Actual Target 

  Annual % Change 

GDP  4.0 5.5 4.7 5.7 

  Agriculture 2.5 3.9 -0.2 3.5 

  Industry 4.8 6.4 6.8 7.7 

  Services 4.3 5.7 5.7 5.7 

          

Inflation 4.5 6.0 2.9 6.0 

  % of GDP 

Fixed Investment 13.6 16.1 13.6 16.1 

  Private 9.8 12.2 9.8 12.2 

  Public 3.9 4.0 3.8 3.9 

National Savings 13.9 16.8 14.6 16.2 
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Total Revenue 14.4 15.1 15.0 16 

  Tax Revenue 11.0 12.0 12.4 12.9 

  Non-Tax Revenue 3.3 3.1 2.7 3.1 

Total Expenditure 19.7 19.4 19.6 19.8 

  Current 16.2 13.8 15.3 14.9 

  Development 4.2 5.7 4.3 4.7 

Fiscal Deficit -5.3 -4.3 -4.6 -3.8 

Source: Ministry of Finance, and Planning Commission, Govt. of Pakistan 

 

At the other end, the government’s revenue mobilization efforts were expected to increase tax 

revenue by 1% of GDP (from 11% of GDP in FY2014-15 to 12 % in FY2015-16). Non-tax revenue 

has been on a declining trend and was projected to fall by 0.2% of GDP in FY2015-16. 

Notwithstanding this small decline in non-tax revenue, the fiscal deficit was to be brought down 

by a full percentage point of GDP (from 5.3 % of GDP FY2014-15 to 4.3% in FY2015-16). This was 

to be achieved by lowering government expenditure, despite an increase in development 

spending. Recurrent expenditure was to be compressed to 13.8% of GDP (from 16.2% in FY2014-

15) mainly by cutting back on federal subsidies and containing expenditure on civil bureaucracy. 

Despite the reduction in fiscal deficit, lowering of government subsidies, higher level of indirect 

taxation and acceleration in economic activity were seen to have an inflationary impact on 

domestic prices. Inflation was projected to increase from 4.5% per year in FY2014-15 to 6% per 

year in FY2015-16.  

There were concerns from the very beginning that a fiscal adjustment of 1% of GDP shown by the 

budget was too ambitious to be realized, especially in the light of the revenue challenges 

highlighted above. Moreover, going by the government’s track record, reducing recurrent 

expenditure by halving power sector subsides (from 0.7 % of GDP in FY2014-15 to 0.3 % in 

FY2015-16) in one year would be very difficult to achieve. In addition, as the budget shows the 

federal government’s fiscal deficit (after netting out intergovernmental fiscal flows) is 5% of GDP, 

the consolidated (federal and provincial) fiscal adjustment of 4.3% of GDP was predicated on the 

assumption that provinces will generate a fiscal surplus of 0.7% of GDP. As mentioned above, 

history has shown that the federal assumption about provincial surplus had always been overly 

optimistic and there was no reason to expect anything different in 2015-16. In short, the 

consolidated (federal and provincial) fiscal deficit target of 4.3% of GDP was considered optimistic 

and lacking credibility. 

 

The revised estimates of FY2015-16 fiscal operations show that most of the macroeconomic 

targets were missed by significant margins. Economic growth accelerated but only to 4.7%, falling 

well short of the target of 5.5% set for the year. Despite some improvement in law and order and 

continuous decline in the interest rate, investment remained sluggish. Public investment fell 
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marginally below the target and private fixed investment remained unchanged. With a lackluster 

export performance, this indicates that the bulk of acceleration in economic growth was 

consumption driven. Due to lower than targeted growth in aggregate demand, assumption about 

an uptick in inflation were proven wrong and inflation is shown to have fallen significantly below 

last year’s level. 

 

On the fiscal side, the revised budgetary estimates for FY2015-16, as provided in the 2016-17 

federal budget, show that the fiscal deficit target was in fact met14. This was considered a major 

victory by the government in its efforts for fiscal stability, and also made it easier for the 

government to secure the release of the last tranche of the IMF Program supported under the 

Extended Fund Facility (EFF).   

 

Table 2: Pakistan – Summary of Fiscal Accounts, FY2014-15 to FY2016-17 

  FY2014-15 FY2015-16 FY2016-17 

  P. Actual Budget Revised P. Actual Budget Proj. 

Total Revenues 14.4  15.1  15.7  15.0  15.8  15.2  

Tax Revenues 11.0  12.0  12.4  12.4  12.7  12.7  

Federally Collected 10.3  11.1  11.6  11.4  11.8  11.7  

  of which:  FBR 9.5  10.1  10.5  10.5  10.8  10.8  

Provincially Collected 0.8  0.8  0.9  1.0  0.9  1.0  

Non-Tax Revenues 3.3  3.1  3.3  2.7  3.1  2.5  

Federal 3.1  2.9  3.1  2.3  2.8  2.1  

Provincial  0.3  0.3  0.3  0.3  0.3  0.3  

              

Total Expenditures 19.7  19.4  20.0  19.6  19.6  19.5  

Current Expenditures 16.2  13.8  14.9  15.9  14.0  15.2  

Federal 11.1  10.0  10.8  10.6  9.9  9.9  

Provincial  5.1  3.7  4.1  5.2  4.2  5.3  

                                                           
14 Actually, in rupee term the revised estimates showed a lower fiscal deficit than the budget target. However, due to lower 
economic growth and inflation, the nominal GDP was smaller than projected in the budget, reining the fiscal deficit to GDP 
ratio to 4.3%. 
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Development 

Expenditures & 

Lending 4.2  5.7  5.1  4.4  5.6  4.7  

              

Budget Deficit -5.3  -4.3  -4.3  -4.6  -3.8  -4.4  

Source:  Ministry of Finance, and Planning Commission, Govt. of Pakistan 
Note:  For the provisional actuals and the 2016-17 projections, current and development expenditures do not add up to 

the total expenditure.  This is on account of ‘statistical discrepancy in the expenditure figures, which is added in the total 

expenditure but not in current or development expenditures. 

 

Despite less than targeted economic growth, the revised estimates of tax revenue exceeded the 

budget target by 0.4% of GDP (Table 2).  Moreover, belying all concerns about reimbursements 

from the Coalition Support Fund (CSF), federal non-tax revenue was also shown to have exceeded 

the target. The overall revenue exceeded the budget target by 0.6% of GDP. However, the revised 

estimates also show an overrun in expenditure of the same magnitude (0.6% of GDP), as recurrent 

expenditure of the federal government exceeded the budget by 0.8% of GDP, mainly due to higher 

expenditure on electricity subsidy. Aggregate development expenditure of the federal 

government was estimated to be marginally below the budget, as both the federal PSDP and non-

PSDP expenditures slipped below their respective targets. 
 

The euphoria about meeting the fiscal deficit target was proven short-lived as the end-year 

provisional fiscal accounts released by the Controller General of Accounts (CGA) showed that the 

overall fiscal deficit was 4.6 % of GDP, somewhat higher than shown by the revised estimates. 

These estimates (Provisional Actual) show that while energy related taxes (primarily Gas 

Infrastructure Development Surcharge) fell short of the target by 16% (or by 0.1% of GDP), higher 

than budgeted collection of FBR taxes caused overall federal tax collection to exceed the budget 

target by 0.3% of GDP. Nonetheless, non-tax revenue fell significantly short of the target, as 

defense-related revenue fell short of the target by 37%, due mainly to the decline in 

reimbursements from CSF. In addition, the financial position of the state-owned enterprises 

(SOEs) remained unsatisfactory, prohibiting them to make interest payments that they owed to 

the federal government. Overall, non-tax revenue of the federal government fell short of the 

target by 0.6% of GDP, causing overall consolidated revenue to fall marginally (0.1% of GDP) short 

of budget estimates.  

On the other hand, there was a significant overrun in recurrent expenditure of the federal 

government (due to higher than budgeted expenditure on subsidies and non-provincial grants), 

which was higher than the budget by 0.6% of GDP. This prompted the federal government to 

cutback development spending to reduce its fiscal deficit. Compared to the budget target of 5.7% 

of GDP, consolidated development expenditure of the federal government was only 4.4% of GDP. 

In short, the federal government yet again compromised economic and social development to pay 

for the electricity subsidy and provide financial support to the bankrupt SOEs.  
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II. The 2016-17 Federal Budget 
 

The FY2016-17 budget of the federal government was presented to the National Assembly on 

June 3, 2016.  In his budget speech, the Finance Minister recounted the performance of the 

government and the economy in the outgoing year. This was followed by a statement on the 

government’s budget strategy for FY2016-17, which focused on the dual objectives of economic 

stability and growth. For the former, the strategy aims to continue the reduction of the fiscal 

deficit by raising more revenue through the broadening of tax bases and taking additional revenue 

measures. Acceleration in economic growth, along with expansion of public safety nets (including 

higher allocation for Benazir Income Support Program (BISP)) is expected to contribute positively 

towards reducing unemployment and poverty in the country.  

The next section of the speech outlines the macroeconomic framework for the medium term 

(FY16-19) within which the budget is set. This framework includes GDP growth going up to 5.7%, 

single digit inflation, an investment ratio of 21%, a fiscal deficit of 3.8%, a tax-to-GDP ratio of 

13.9% and foreign exchange reserves of $30 billion. The speech then lays out the development 

plan and the key areas in which the development expenditure would be focused. These include 

water, power, highways, railways, human development, rehabilitating temporarily displaced 

people, the China-Pakistan Economic Corridor (CPEC) and the development of Gwadar.  

The next part of the budget speech is about special initiatives for FY2016-17. These initiatives are 

measures to promote exports and particularly the textile sector, revival of the agriculture sector, 

concessions for investment in the industrial sector, measures to save energy and promote 

alternative sources of energy, measures to strengthen the financial sector and the continuation of 

the Prime Minister Special Schemes.15 The last section of this part of the speech provides 

estimates of revenue and expenditure for the next financial year. 

With a target of lowering fiscal deficit to 3.8% of GDP, the 2016-17 federal budget aims at further 

fiscal consolidation. This reduction of 0.5% of GDP in fiscal deficit (compared with the 2015-16 

budget) is to be attained mainly through a stronger revenue effort. The overall revenue of the 

government is projected to increase from 15.1% of GDP in the 2015-16 budget to 15.8% in 2016-

17. This increase of 0.7% of GDP is to come entirely from FBR, which, based on above par revenue 

performance in 2015-16, has increased its target from 10.1% of GDP in 2015-16 to 10.8% in 

2016-17 budget. Government expenditure is projected to increase from 19.4% of GDP in FY2015-

16 to 19.6% in 2016-17. All of this increase will be in current expenditure, as development 

expenditure during this year is projected to show a marginal decline from 5.7% of GDP to 5.6%.  

 

However, the 2016-17 budget contains all the problems and anomalies of the previous budgets 

                                                           
15 These include schemes for student loans, youth training and skill development. There is then a mention of government’s 
commitment to developing and implementing policies for socio economic empowerment of women and initiating gender 
responsive budgeting. 
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and therefore has relatively low credibility. The most important anomaly is that the estimated 

consolidated fiscal deficit of 3.8% of GDP is based on provinces yet again generating a sizeable 

fiscal surplus. The estimates of the federal government’s fiscal operations show a fiscal deficit of 

5% of GDP. As such, provinces have to generate a fiscal surplus of 1.2% of GDP to meet the overall 

fiscal deficit target. As has been the case in almost all of the previous years, this is a gross over-

estimation by the federal government. Hence, during the course of the year, as it will become 

increasingly evident to the federal government that the volume of provincial surplus would be 

much lower than it estimated in the budget, it would have three options: raise more taxes, squeeze 

its expenditure further or run a higher fiscal deficit.  

This point could be further elaborated by noticing that the 2016-17 budget estimates are based 

on the revised estimates for FY2015-16. As shown above, the provisional actuals data on fiscal 

transactions issued by CGA showed that many of the revised estimates were incorrect. This casts 

a shadow of doubt over the 2016-17 budget estimates. In order to explain this point, an attempt 

was made to project FY2016-17 fiscal accounts on the basis of 2015-16 provisional actuals. We 

took the growth rates of the government’s 2016-17 budget over the FY2015-16 revised estimates 

and applied them to the FY2015-16 provisional actuals.16  

The results are given as the last column of Table 217, which show that while the projections for tax 

revenue are more or less the same as the budget estimates, federal non-tax revenue is projected 

at a much lower level (by 0.6% of GDP) than the budget. The budget estimate of non-tax revenue is 

based on high levels of disbursements from CSF, which could be more wishful thinking on the part 

of federal government.  Similarly, although the stock of marketable T-Bills held by the SBP is rising, 

it carries a much lower interest rate than before. Although this helps the government to keep in 

check its interest payment bill, it also implies lower SBP profits. Hence, budgetary assumption of 

continued higher levels of SBP profits also appears overly sanguine. Finally, higher estimates of 

interest receipts are made on the ground of SOEs paying not only interest due on them for 

FY2016-17 but also the accumulated arrears from FY2015-16 and before. This however is 

possible only in an unlikely scenario of a drastic improvement in the financial health of these SOEs. 

Overall expenditure of the government is projected to be marginally below the budget estimate, 

and the fiscal deficit comes out to be at least 0.6% of GDP higher than shown in the budget, 

implying much smaller (0.2% of GDP) fiscal adjustment than given in the budget (0.8%).  It may be 

mentioned that due to the presence of “fiscal discrepancy” in the expenditure projections, 

projected recurrent and development expenditure cannot strictly be compared with the budget 

estimates. Nonetheless, it is evident that the projected level of development expenditures would 

be significantly lower than the budget (which implies that current expenditure would be higher). 

 

                                                           
16 Except for items like interest payments, for which the projections of expenditure are not based on revised estimates of 
previous year but on the term structure of interest rates and the accumulated public debt. For these items government’s 
projection for 2016-17 were taken as the correct estimates. 
17 Details of these projections are available in Tables A1 to A6 in the Statistical Annex. 
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Key Budgetary Measures 

 

The Structural Measures 

(i) The number of custom tariff slabs have been reduced from 5 to 4 by merging the slabs of 

2% and 5% tariffs into a new slab having a tariff rate of 3%. To recoup some of the revenue 

loss from the merger of the two lowest slabs, the rate on 10% and 15% slabs have been 

increased by 1% each i.e. to 11% and 16%, respectively. 

This measure is simply an implementation of the tariff reform announced two years back. 

Moreover, the manner in which this reform is implemented is somewhat misleading. The new slabs 

mentioned are 3%, 11%, 16% and 20%. Several tariff lines with tariffs rates of 2% and 5% are 

merged within a new slab of 3%, reducing the cost of about 2,000 items for industrial imports. 

However, the 5% slab is retained by shifting some of the tariff lines to the fifth schedule of the 

Customs Act, which allows tariff rates outside the standard slabs. Thus the 5% tariff slab is de 

facto retained, albeit indirectly. We also note that the top slab of 20% mentioned in the budget 

speech is not an upper bound on tariffs. The fifth schedule of the Customs Act includes tariff lines 

with customs duties of 35%. In addition the government can impose regulatory duties of up to 

100% of the value of the goods on top of the tariff rates specified in the First Schedule of the 

Customs Act (which the new finance bill restricts to four slabs), and which the government uses 

quite liberally.18 

(ii) The Federal Government made an attempt to formalize fiscal discipline in the country by 

proposing an amendment in the Fiscal Responsibility and Debt Limitation Act (FRDLA) to 

put a ceiling on the fiscal deficit and public debt. The amendment would put a ceiling of 4% 

of GDP on the fiscal deficit from FY2017-18 to FY2019-20. From FY2020-21 onwards, the 

ceiling will be lowered to 3.5% of GDP. Public debt is to be lowered to 60% of GDP by 

FY2017-18. From FY2018-19 and FY2022-23, public debt is to decline by 0.5% of GDP 

every year; and from FY2023-24 to FY2032-33, debt would decline by 0.75% per annum. 

From then on, debt would be maintained at 50% of GDP or less. 

 

The proposed amendment, if implemented, would be a step in the right direction, especially in 

view of the forthcoming general elections in FY2017-18. As is evident from past fiscal history, 

fiscal discipline is at its lowest in an election year. Hence having a more binding fiscal responsibility 

law before the election year may be very important. However, there are several areas of 

ambiguity in the present FRDLA, which has created a lot of uncertainties about how the Act will be 

implemented. Most critically, the Act does not specify if the fiscal operations (e.g. fiscal deficit) it 

refers to are federal or consolidated federal and provincial. In the case of the latter, the Act does 

not assign a specific role to each involved government in meeting the stated targets. Another 

                                                           
18 See Manzoor Ahmad, “How regulatory duties are hampering Pakistan's GDP growth and exports”, available at:  
http://www.brecorder.com/articles-a-letters/187:articles/6886:how-rds-hampering-gdp-growth-exports?date=2016-01-17. 

http://www.brecorder.com/articles-a-letters/187:articles/6886:how-rds-hampering-gdp-growth-exports?date=2016-01-17
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important shortcoming of FRDLA is that it lacks an enforcement mechanism. A simple explanation 

to Parliament by the Finance Secretary on why the government was unable to meet a particular 

year’s target is not enough to restrain any government from breaching the fiscal discipline, 

especially when it sees bigger political advantages from that breach.  

 
The “Relief Measures”  
 

(i) As a last-minute measure, the Federal Cabinet opted to increase salaries and 

pensions of government employees by 10% to 20%.  Notwithstanding the mode or 

merit of this measure,19 it is unclear whether its fiscal impact was built into the 

expenditure estimates of the budget or is an additional expenditure measure. In 

the case of the latter, the fiscal deficit target becomes questionable. Although the 

impact on federal budget may not be large and could even be accommodated by 

making adjustments in other areas of the budget, the impact on provincial 

expenditure would be quite large and in all probability will negatively impact the 

provincial surplus. In addition, an across the board increase will always lead to 

further compression of salary structure, a major factor cited for the decline in 

quality and effectiveness of Pakistan’s bureaucracy.20 Finally, salary increases 

should be used as a lever to “buy” some important civil service reforms (e.g. merit 

based appointments and promotions), which the budget refrained from doing. 

(ii) Custom duty on imports of the dairy, livestock, poultry and fish farming sectors has 

been lowered from 5% to 2%, while the duty on fish and shrimp has been 

eliminated. Similarly, the duty on machinery imports for the agricultural cool chain 

has been lowered.  

(iii) Pesticides have been exempted from sales tax payments. 

(iv) Machinery and equipment used in the development of grain handling and storage 

facilities have been exempted from sales tax payments. 

(v) To avoid double taxation, federal government has withdrawn Federal Excise 

Duties (FED) on services upon which provinces have levied a services General 

Sales Tax (GST). 

(vi) Exemption of imports by renewable energy technologies have been expanded, and 

relief on imports of solar panels has been extended till June, 2017. 

(vii) The Concession Holder of Gwadar Port Authority is exempted from payment of 

GST and FED.  

(viii) Businesses established in Gwadar Free Zone have been granted exemption from 

                                                           
19 Generally, the mode of salary increase is very important as an increase in base salary will have a different impact on the 
immediate and future income of the employees than an increase made through changes in allowances.  
20 While an across the board increase in overall pay would leave the extent of wage compression unchanged; the increase in 
salary is applied either to the base salary or some specific allowance.  Officers in higher pay-scales have a greater proportion of 
allowances in their overall salary as compared to staff in lower scales. Generally, most of these allowances are not impacted by 
pay increase, which causes compression in overall pay structure. 
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payment of GST and FED for next 23 years if the sales and supplies are made within 

the zone. However, sales/supplies of these businesses outside the free zone and 

into the territory of Pakistan will be subjected to both FED and GST at standard 

rates. 

 

Most of the income tax relief measures are extensions or adjustments of measures announced in 

previous years or continuation of longer term reliefs/reforms. One of these relief measures is a 

reduction of the corporate tax rate to 31% in tax year (TY)2017, which is part of the target to 

reduce corporate tax rate from 35% prior to TY2013-14 to 30% by TY2017-18.  

Moreover, this relief is largely offset by the super tax which was announced in last year’s budget 

as a one-time tax at the rate of 4% of income exceeding Rs 500 million of banking companies, and 

3% of all other incomes (including incomes of companies, individuals and associations of persons 

(AOP)). The stated purpose of levying the tax was to meet the needs of rehabilitating people who 

were temporarily displaced as a result of the Zarb-e-Azab counter-terrorism operation. 

Levying a super tax on affluent individuals can be justified on equity grounds, but a 3% tax on 

individuals is not the same as a 3% tax on AOP or companies. An income of Rs 500 million of an 

AOP may be spread over several individuals, and for a company the same income may be spread 

over thousands of shareholders. There is no horizontal equity in the super tax scheme. This 

criticism applies not just to the super tax but more generally to the income tax on companies as 

applied in Pakistan. Companies are an easy and assured target for tax collection. In TY2013-2014, 

about 70% of the total income tax was collected from companies, and 1% of all companies 

accounted for 79% of the total company tax.21 The loss in tax revenue from the reduced income 

tax rate on companies needed to be recouped, and the super tax was a way of doing so, couched in 

terms of rehabilitation of internally displaced persons (IDPs). 

Another relief measure announced in the budget is to treat property income as a separate block 

rather than club it with other incomes for taxpayers categorized as ‘individuals’ or as ‘association 

of persons’. This separation reverts to the taxation of property income before TY2013. The 

clubbing of incomes from different sources was a correct step in treating all incomes equally for 

tax purposes, but the new measure regresses to taxing incomes by source of income and taxing 

them differentially. 

Revenue Measures 

 

(i) Zero-rating for milk and fat-filled milk has been abolished. 

(ii) The mode of levying FED on cement has been changed from ad valorem (levied at 5% on 

price) to specific (levied at one rupee per kilogram). 

                                                           
21 Based on data on ‘Directory of all Taxpayers for Tax Year 2014’ available at FBR website: 
http://download1.fbr.gov.pk/Docs/20154101641715153TaxDirectoryofallTaxpayersforTaxYear2014.pdf. 

http://download1.fbr.gov.pk/Docs/20154101641715153TaxDirectoryofallTaxpayersforTaxYear2014.pdf
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(iii) FED on sugar (levied at 8%) has been removed, instead sugar will be subjected to GST 

(levied at a rate of 8%). 

(iv) Sales tax on imports of higher-valued mobile phones has been increased by 50 to 100%. 

(v) FED on cigarettes has been increased by 7-8%. 

(vi) FED on aerated waters has been increased from 10.5 % to 11.5%.  

(vii) Retailers (Tier-I) are given an option to pay GST at a standard rate after input adjustment 

or at a fixed rate of 2% without input adjustment. 

(viii) GST on mineral and bottled water has been shifted from wholesale to retail price. 

(ix) Sales tax on certain ingredients of poultry feed has been increased from 5% to 10%. 

(x) GST has been be levied on the consumption of electricity (at Rs1.25 per KWh) within the 

marble cutting and polishing industry. 

(xi) GST rates on the steel sector, ship breakers and steel smelters have been increased. 

(xii) Exemptions given to plant, machinery, equipment, etc. for the production of bio-diesel 

have been rationalized.  

(i) The capital gains tax on immovable property is to be charged at a uniform rate of 10%. 

(ii) Property income is to be taxed separately from other incomes. 

(iii) Provincial tax authorities have been authorized to collect advance tax (at 3%) from 

service providers who do not file federal income tax returns. 

(iv) A minimum tax of 1% is to be charged from companies declaring gross losses. The 

threshold for charging 1% minimum tax on individuals and AOPs has been lowered to a 

turnover of Rs 10 million. 

(v) A tax (based on land area) has been levied on builders and land developers. 

(vi) Withholding tax is levied on the mining sector at 5% of the value of minerals. 

(vii) Imposition of super tax has been extended by one year. 

(viii) Cost of Non-Compliance with Tax Laws has been increased, and the tax rate on income 

from securities has been increased for non-filers. 

(ix) Withholding tax on commercial electricity bills exceeding Rs 10,000 per month has been 

increased. 

 

Increasing at an average annual rate of more than 19%, income tax has been the fastest growing 

tax in Pakistan over the last 10 years. More than 80% of income tax is collected through 

withholding tax on certain type of incomes. In 2014-15, withholding taxes accounted for 64% of 

gross income tax collection. A long-standing criticism of the withholding income tax regime, as 

practiced in Pakistan, is that these are not necessarily income taxes. Some of the withholding 

taxes are adjustable against total income tax payable but others are treated as a final income tax 

liability. Withholding taxes, unless these are adjustable against total tax liability, cannot be 

regarded as income taxes. For instance, certain categories of importers are charged a withholding 

income tax ranging from 1% to 9%, which is non-adjustable and collected at the same time and 

manner as the custom duty. The incidence of this tax, under special cases, could be the same as 
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that of an income tax, but more generally its incidence would be the same as that of an import 

tariff. Categorizing such taxes under income tax overstates the role of direct taxes in the Pakistan 

economy, whose share in total federal taxes increased from 15% in FY1989-90 to 39.9% in 

FY2014-15.22 In addition, by making organizations, businesses and individuals as collection 

agents, FBR increases the cost on private sector while it continues to boast about the low cost of 

tax collection in Pakistan. 

The revenue measures include an increase from 4 years to 5 years in holding period before tax on 

capital gains on securities is exempted. This reneges on the maximum holding period announced in 

the last budget for TY2015 and 2016, which in turn reneged on an earlier announced schedule for 

TY2011 till TY2015.  

A new 10% tax on capital gains on immovable property was proposed in the budget if the holding 

period for property was less than five years. This budgetary measure had to be modified under the 

pressure of realtors after the passage of the finance bill. An ordinance was issued to amend the 

Finance Act 2016. The new rates under the ordinance are 10% for a holding period of up to one 

year, 7.5%% for a holding period of one to two years and 5% for a holding period of three years. 

The capital gain is to be based on fair market value (FMV), to be determined by the FBR instead of 

the value fixed by the provincial authorities for the purposes of stamp duty.23   

The above rates compare with capital gains tax on securities for which tax rates are 15% for a 

holding period up to one year, 12.5% for a holding period of one to two years and 7.5% for a 

holding period of two to five years (the tax rates for non-filers are 18%, 16% and 11% 

respectively.) Clearly, capital gains on securities are being taxed more steeply than capital gains on 

property and the distinction between filers and non-filers that applies for owners of securities 

does not apply for owners of immovable property.  

The above appears as yet another example of horizontal inequity or of taxing similar income 

dissimilarly. Such differential taxation would create unintended incentives for investors to divert 

investments from the stock market to real estate. It can be argued that the sale and purchase of 

immovable property involves provincial taxes and some federal taxes if the property had been 

purchased before the 18th constitutional amendment, and these have to be factored in as well if 

investors’ incentives have to be equalized. One simple way to handle taxes that are payable at the 

time of property purchase is to add them to the purchase price when calculating capital gains. 

However, this accommodation for provincial taxes in calculating capital gains reduces revenue for 

the federal government from this source and could lower it further in the future if provincial 

governments increase property transfer taxes. Such issues can be resolved in forums such as the 

Council of Common Interests (CCI) and the National Economic Council (NEC). 

                                                           
22 Year Book 2014-15, P. 8, Revenue Division, Ministry of Finance, Government of Pakistan (available at: 
http://download1.fbr.gov.pk/Docs/20166101364010551RevenueDivisionYearbook2014-15.pdf. 

 
23 In the Finance Act, FMV was to be determined by a panel of valuers approved by the State Bank of Pakistan.  

http://download1.fbr.gov.pk/Docs/20166101364010551RevenueDivisionYearbook2014-15.pdf
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Conclusion 
Despite all its failing and its hesitation to undertake bold economic reforms, the present 

government should get credit for tackling the issue of fiscal instability quite effectively. Although 

it was greatly helped by the fall of oil prices in global markets, the government did manage to get 

the fiscal deficit down. The 2016-17 budget reflects the continuation of economic and fiscal 

reforms introduced by the present government when it assumed power in 2012-13. Also persists 

is the confusion, insufficient clarity and, consequently, like all previous budgets of the present 

government, a lack of credibility. Therefore, even if one agrees with the structure and pace of the 

government’s fiscal reforms, there is no guarantee that these reforms will be implemented the 

way intended in the budget, nor that the government’s fiscal operations will, or even could, be 

conducted as highlighted in the budget. We have already witnessed the government backtracking 

on some of its budgetary measures, including on the new tax on real estate developers. The 

concern gets compounded by the fact that implementation of the 2016-17 budget will not have 

the guidance and pressure of the IMF, and there is a significant possibility of the government 

pushing its political agenda at the expense of fiscal discipline, which can push the country back to a 

period of increasing fiscal deficits and all the problems and uncertainties associated with it. The 

federal government continues to give high priority to the development of physical infrastructure. 

A bulk of infrastructure investments of the government are centered on CPEC. To get maximum 

returns from these investments, an early consensus needs to be developed among the provinces 

on the principles and shares of provincial components of CPEC.  
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Statistical Annex  
Table A1: Summary of Consolidated Fiscal Accounts, 2015-16 to 2016-17 (Rs Million)  
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Table A2: Summary of the Federal Government’s Fiscal Accounts, 2015-16 to 2016-17 (Rs 

Million)  
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Table A3:  Summary of the Provincial Fiscal Accounts, 2015-16 to 2016-17 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 
 
 

 

 
29 

Table A4:  Federal Tax Revenues, 2015-16 to 2016-17 
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Table A5: Federal Non-Tax Revenues 2015-16 to 2016-17 
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Table A6: Federal Government Expenditures 2010-11 to 2014-15 

 

 


