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           25th March, 2019 

 
 
Tax revenue issues 
Noted economist Dr Hafiz Pasha while delivering a keynote speech at the National Tax Conference 
stated that while the potential of tax-to-Gross Domestic Product (GDP) ratio is 17 percent the 
Federal Board of Revenue's (FBR's) estimate of the potential ratio is from 11.4 to 14 percent with the 
rest accounted for by other federal and provincial taxes. He urged the government not to agree to any 
International Monetary Fund (IMF) condition that seeks to raise FBR revenue to 17 percent 
acknowledging that even 14 percent tax-to-GDP ratio would be a challenge. He cautioned that if "we 
go on an IMF programme with the fiscal deficit moving towards 7 percent of GDP and the tax-to-
GDP ratio falling from 13 percent to perhaps 12 or 12.5 percent then the Fund will ask us to increase 
tax-to-GDP ratio by three to four percent within the next two years." Dr Pasha added that there is 
enormous pressure on the government to raise tax revenue without concerns on the impact on the 
economy. He further stated that there is no progressivity in the income tax system and 68 percent 
reliance on withholding tax has "actually made income tax look somewhat like an indirect tax." 
 
These are extremely relevant observations and fit to a T the IMF conditions under the three-year 
Extended Fund Facility approved in 2013. The inordinate focus on generating revenue as opposed to 
reforming the tax structure that has long been acknowledged as unfair, inequitable and anomalous 
was one of the major flaws of that programme. The then Finance Minister Ishaq Dar raised 
withholding taxes on a wide-range of consumer items/services (or in the sales tax mode which is an 
indirect tax rather than a direct tax though FBR credited these under direct tax collections) which 
accounts for nearly 80 percent of total direct tax collections today. Dr Pasha further stated that he 
was a key member of the tax regime many years ago and was accused of levying a withholding 
advance tax (and not a fixed tax mechanism on only unearned capital income), adding that sources of 
income tapped for tax purposes included dividends, return on savings scheme, bank deposits and tax 
on electricity. 
 
He recommended a dedicated cess for education, like in India, a water cess like in Turkey for 
building dams, abandoning GIDC (a dedicated cess for gas pipeline projects) and imposing an 
inheritance tax though he wondered if the World Islamic Council would allow it. Dedicated taxes 
have been used by previous finance ministers to balance unsustainable budget deficits - a trend that is 
likely to continue as and when the budget gap requires urgent measures. 
 
Be that as it may, it must be acknowledged that the Khan administration has witnessed a decline in 
revenue in absolute terms, with respect to non-tax revenue, and does not have the luxury to take its 
time to implement a tax structure that deals with all issues of fairness and anomalies (particularly 
with respect to industry bearing around 72 percent of the tax burden while 28 percent of the burden is 
on the rest of the 80 percent of the economy as pointed out by Dr Pasha). And as he warned with the 
deficit inching towards 7 percent, the IMF conditions on this count would be extremely challenging 
for the government, no doubt one of the major stumbling blocks in the ongoing negotiations with the 
IMF. 
 
To compound the EFF programme flaws Pakistan received all the tranche releases even though Dar 
raised current expenditure from 2631 billion rupees in 2011-12 to budgeting 3843.9 billion rupees in 
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2016-17 - over 46 percent increase requiring a slash in development expenditure to meet IMF's 
budget deficit targets with a consequent negative impact on growth. Sadly, the incumbent 
government has also raised current expenditure - 22 percent increase in defence spending alone 
during the first six months of the current year and raised salaries of civil servants - which accounts 
for a slowing down in development projects under the umbrella of the China Pakistan Economic 
Corridor (CPEC). 
 
It is easy to give advice when one is on the outside because one does not have to deal with issues 
relating to acceptability of new taxes/cess (Pakistani pressure groups/consumers have never hesitated 
to take to violent street protests against specific tax measures) as well as the obvious negative 
political outcome of such decisions. Perhaps at this stage, a better option would be to focus on 
reducing current expenditure and seeking all sectors with the highest allocation under this head to 
voluntarily sacrifice for the next year or two. 
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