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BACKGROUND 
 
Faced with falling living standards, growing job insecurity and shrinking public services, people in 
Pakistan are under increasing strain. Young people are held back by debt and the cost of living. It 
would not be wrong assessing that families living on the borderline of poverty are being held back 
from the life they have worked towards. 
 
It is well recognized that widening income inequality is the defining challenge of our time. In 
advanced economies, the gap between the rich and poor is at its highest level in decades. Inequality 
trends have been more mixed. Nevertheless, in emerging markets and developing countries 
(EMDCs), in some countries like Pakistan, pervasive inequities in access to education, healthcare, 
and finance remain. The extent of inequality, its drivers, and what to do about it, have become 
some of the most hotly debated issues by legislators and policymakers at various world fora.  
 
The International Monetary Fund IMF work has shown that income inequality matters for growth 
and its sustainability, suggesting that the income distribution itself matters for growth as well. 
Specifically, if the income eshares of the top 20 per cent (the rich) increases, then GDP growth 
actually declines over the medium term, suggesting that the benefits do not trickle down. In 
contrast, an increase in the income share of the bottom 20 per cent (the poor) is associated with 
higher GDP growth. Therefore, the poor and the middle class matter the most for growth via a 
number of interrelated economic, social, and political channels. Hence policies that focus on the 
poor and the middle class can mitigate inequality.  
 
Irrespective of the level of economic development, better access to education and health care and 
well-targeted social policies, while ensuring that labor market institutions do not excessively 
penalize the poor, can help raise the income share for the poor and the middle class. Furthermore, 
the divergent trends in inequality developments across advanced and emerging economies and 
with a particular focus on the poor and the middle class. This also is endorsed by most existing 
studies which have focused on advanced countries and looked at the drivers of the Gini coefficient 
and the income of the rich, citing specifically from Pakistan; the 18 million richest people's total 
consumption is 1.5 times more than the poorest 72 million people and in fact here the inequality 
has many different dimensions -race, gender, geography and economy - and they all work in 
conjunction to make it pervasive. 
 
Above all, indicators point out that in Pakistan the different manifestations of inequalities – of 
income, assets, public services - remain unaddressed. 

 
ECONOMIC REVIEW: 
 

The real GDP growth in FY17 was the highest during the last ten years. It was led by a rebound in 
agriculture and a broad-based increase in value addition by the services sector. Within industry, 
major support came from improvement in manufacturing and construction activity. From the 
demand side, the major contribution came from a surge in domestic consumption followed by a 
moderate increase in investment.  
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Favorable macroeconomic policies continued to support expansion in the economy. The impetus to 
economic activity particularly came from an accommodative monetary policy and the consequent 
increase in private sector credit, especially for fixed investment; recovery in farm incomes; a steady 
increase in development spending; and, continuing work on infrastructure and energy projects 
under CPEC. The real economic activity also benefitted from tax incentives provided by the 
government during the last two years to support exporting industries, agriculture and private 
investment.  
 
These fiscal measures, nevertheless, have led to an increase in budget deficit in FY17. One of the 
outcomes of an expanding economy was the surge in imports, which together with a decline in 
exports and remittances resulted in a widening of the current account deficit. While an increase in 
capital and raw material imports bodes well for the future productive capacity of the economy, the 
persistent increase in imports for consumption purposes remains a source of concern. These trends 
have led to increased reliance on external borrowings and pressure on foreign exchange reserves. 
The impact of the increase in domestic demand on inflation was somewhat balanced by a limited 
pass-through of the increase in international commodity prices, sufficient stocks of key food items 
(wheat, sugar, and rice), and a stable exchange rate. Therefore, though inflation trended upward, it 
continued to be well anchored and remained lower than the target for the third consecutive year in 
FY17.  
 
The increase in inflation during FY17 was largely due to higher food inflation, especially increase in 
prices of perishable food items on account of disruptions in supply chain in the initial months of the 
year. There are four major challenges that need to be addressed to sustain expansion in the 
economy with low and stable inflation: switching away from consumption-led to investment-cum-
export oriented growth; reducing current account deficit to manageable levels; For instance, 
reduction in duties on import of machinery, lower sale tax on fertilizer, tax credit for investment 
and employment generation, and zero-rating facility for export-oriented industries.  
 
State Bank of Pakistan Annual Report 2016-17 alleviating credit constraints for SMEs; and, enlarging 
the resource envelope and creating the fiscal space required to fund infrastructure and social 
development projects. The share of consumption in Pakistan’s GDP has increased to nearly 94 
percent in FY17, up from around 90 percent during the last 10 years. On the other hand, despite a 
substantial increase in import of machinery and credit for fixed investment during the last couple of 
years, the investment-to-GDP ratio has edged up only slightly.  
 
Given the favorable policy environment as well as improved security situation and reduced energy 
constraints, further improvement in ease of doing business can help stimulate strong recovery in 
private investment. Though Pakistan has made some progress in ease of doing business in 2017, it 
ranks low amongst the regional peers that underscores the need to introduce reforms in this 
regard. This is crucial for enhancing productivity and efficiency in the economy to enable domestic 
producers to compete both on domestic and international fronts. At the same time, there is also a 
need to review the industrial policies which are currently characterized by semi-liberalized, non-
uniform, and escalating tariff structure.  
 



 

3 

 

The World Bank’s Ease of Doing Business Report (2017) shows that Pakistan’s rank improved to 144 
in 2017 from 148 in 2016. However, there is a need for improvement under the heads of starting 
business, getting electricity, dealing with construction, paying taxes, and trading across borders.  

 

Current Account Deficit Challenge  
 

Pakistan should discourage unnecessary imports to finance those of capital goods and essential raw 
materials to strengthen recovery in investment. Moreover, easing constraints in access to finance in 
underserved sectors like SMEs and agriculture may also help in boosting exports and reducing 
dependence on imports. In particular, the share of SMEs in total private sector credit has fallen to 
5.9 percent during FY17 from around 15.0 percent in FY08. Such a low exposure of banks to SMEs is 
despite the fact that these enterprises contribute 30 percent to GDP, 25 percent to exports of 
manufactured goods, and 35 percent to manufacturing value added.  
 

Assessment of FY17 Real sector  
 

The real GDP growth maintained its upward trajectory, expanding by 5.3 percent during FY17 as 
compared to 4.5 percent in FY16. Though the target of 5.7 percent for FY17 was missed, the growth 
was the highest recorded during the last decade. The growth was not only the highest during the 
last decade but also broad-based. The major thrust, nevertheless, came from the agriculture sector 
which recorded 3.5 percent growth during FY17 against a marginal increase of 0.3 percent in FY16. 
This rebound was enabled by an impressive recovery in the production of important crops, which 
grew by 4.1 percent after recording a sharp decline of 5.5 percent in FY16. The turnaround in crop 
production was supported by increased access to finance and favorable government policies, 
especially the incentives announced under the Kissan Package and continued support prices for 
sugarcane and wheat. Livestock, the largest sub-sector that accounts for half of the value addition 
by agriculture sector, remained consistent in its contribution with 3.4 percent growth during FY17, 
the same as in FY16.  
 
Despite improved performance of Large-scale Manufacturing (LSM) and steady construction 
activity, the pace of increase in industrial value addition slowed down slightly compared to last 
year. It grew by 5.0 percent during FY17 compared to 5.8 percent in FY16 and slower than the 7.7 
percent target set for the year. This was mainly because mining and quarrying and electricity 
generation and distribution and gas distribution could not maintain their last year performance. 
LSM grew by 5.7 percent during FY17, up from 3.1 percent last year. Significant contribution came 
from a record increase in sugar production, accounting for almost half of the LSM growth during 
FY17.  
 
The services sector maintained its growth momentum, growing by 6.0 percent as compared to 5.5 
percent in last year. With this, the share of services sector steadily increased to almost 60 percent 
in real GDP. In line with the recovery in agriculture as well as improved manufacturing activity and 
rise in trade, the major contribution to services came from wholesale and retail trade. 
 
From the expenditures side, the major impetus to growth came from domestic consumption, which 
grew by 8.9 percent (and accounted for 94 percent of nominal GDP). The contribution from net 
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exports also remained negative. While inflation remained lower than the target for the third 
consecutive year, it trended upward. The average CPI inflation rose to 4.2 percent during FY17 
compared to 2.9 percent in FY16. The increase in inflation during FY17 was fairly broad-based as the 
number of items recording: (i) an increase in prices of more than 5 percent rose to 147 in FY17 from 
135 in FY16; (ii) a moderate increase between 0 and 5 percent was 272 in FY17 against 248 in FY16; 
and (iii) a decline in prices was only 68 in FY17 against 104 in FY16. Higher inflation in FY17 was an 
outcome of both an increase in domestic demand and temporary issues in the supply chain which 
led to higher food inflation.  
 

Fiscal policy  
 
The fiscal deficit rose to 5.8 percent of GDP during FY17 against the target of 3.8 percent, and 4.6 
percent in FY16. A large primary deficit, 1.6 percent of GDP – the highest during the last four years – 
indicates that expenditures other than interest payments have increased. The higher deficit in FY17 
was, nevertheless, due to slower growth in revenue collection as well as a sharp increase in total 
expenditure. The revenue collection grew by 11.0 percent during FY17, down from 13.1 percent in 
FY16.  
 
The slower growth in tax collection was partly a consequence of tax incentives provided to support 
exporting industries, agriculture and investment in the economy.  
 

Table  3.1: Key Monetary Indicators 

flow in billion rupees 

 FY17 FY18 

 Q1              Q2                  Q3 Q1                   Q2          H1 

Recovery money 237.5 26.5 264.1 -134.7 151.5 16.8 

M2 29.6 616.2 645.9 -88.4 424.8 336.4 

NFA -8.4 -12.2 -20.6 -256.6 84.2 -174.4 

SBP 38.0 -3.4 34.6 -237.1 50.6 -185.5 

Schedule Banks -46.4 -8.7 -55.2 -21.5 33.6 12.1 

NDA 38.1 628.4 666.5 170.2 340.6 510.8 

Budgetary borrowings* 299.6 107.5 407.1 408.2 -76.5 331.8 

SBP 567.7 324.9 892.6 210.3 -213.0 -2.7 

Scheduled banks -268.1 -217.4 -485.5 197.9 136.5 334.4 

Private sector credit -124.1 484.8 360.7 -37.4 333.7 296.3 

PSE credit 24.5 58.5 83.0 5.1 60.9 66.0 

Commodity Operations -30.7 -52.1 -82.8 -36.3 21.8 -14.6 

*on cash basis: 

Data source: State Bank of Pakistan 

 
Domestic and external debt  
During FY17, the increase in the fiscal and current account deficit created pressure on public debt 
accumulation. Yet the pace of debt accumulation was moderate during FY17 due to revaluation 
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gains of US$ 822.4 million (due to appreciation of US Dollar against major currencies). In particular, 
the pace of increase in public debt was lower as compared to the growth in nominal GDP. As a 
result, the gross public-debt-to-GDP ratio improved to 67.2 percent by end-June 2017 from 67.6 
percent as of end June 2016. Within the gross public debt, government debt-to-GDP ratio increased 
slightly to 61.6 by end June 2017 from 61.2 percent as of end-June 2016.  
 
Specifically, the current account deficit widened to US$ 12.1 billion (4 percent of GDP) in FY17, from 
US$ 4.9 billion (1.7 percent of GDP) in FY16. This widening in the current account deficit was 
primarily driven by trade deficit, which increased by US$ 7.6 billion to a record high US$ 26.9 billion 
during FY17. A sharp 17.8 percent growth in imports was mainly responsible while exports also 
declined by 1.3 percent during FY17.  
 
Therefore, the overall exports during the FY17 declined marginally by 1.3 percent against a much 
sharper decline of 8.8 percent in FY16.  
 
Moreover, the receipts under Coalition Support Fund (CSF) of US$ 550 million in FY17 were also US$ 
387 million lower compared to that in FY16. FDI was higher by around US$ 100 million (driven 
mainly by CPEC inflows), whereas banks’ offshore borrowings rose to US$ 1.6 billion during FY17, 
from US$ 406 million in FY16.  
 

PROPOSED STRATEGIES FOR BUDGET - 2018-19 
 

National Pakistan Business and Human Rights Action Plan 
There is a need of National Action Plan on Business and Human Rights under UN Guiding principles 
of business and human rights with the view to see responsible conduct of business enterprises to 
fulfill the compliance of human rights especially by paying fair share of taxes.   
 
Ease of doing business 
Pakistan comes at the number 147 in the list of business-friendly countries that provide ease in 
doing business to the citizens. Provinces of Pakistan are working hard to improve the working 
atmosphere with the technical support and facilitation of the World Bank but it requires faster 
reforms to achieve its target of coming in the list of top 50 countries.  
International bankers are of the view that Pakistan needed 2 to 3 million jobs per year and in order 
to achieve that it needed continuous efforts to facilitate ease of doing business.  
 
Controlling trade deficit 
In addition to increasing the foreign exchange receipts by stimulating exports, there is a need to 
contain import of unnecessary and luxury items, meant for consumption, in order to reduce trade 
deficit and narrow the current account deficit. The share of household consumption increased to 
81.8 percent of GDP in FY17, from the average of 80.4 percent during the last 10 years. 
 
Imposition of Wealth Tax, Capital Gain Tax 
In Pakistan, 40 percent of sons born to the bottom quintile fathers remain in the bottom quintile; 
only 9 percent make it to the top quintile while 52 per cent sons born to rich remain rich. So, 
imposition of wealth tax can certainly reduce the extreme inequalities and curb the concentration 
of wealth. 
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Exemptions to be abolished & rationalized with pro-poor perspective 
In Pakistan, in 2013-14, nearly Rs600 billion were lost due to tax exemptions. This is more than 1.5 
times the total education budget of Pakistan (At the global level, it has been calculated that a tax of 
just 1.5 per cent on the wealth of the world's billionaires, if implemented directly after the financial 
crisis, could have saved 23 million lives in the poorest 49countries by providing them with money to 
invest in healthcare. 
 
Tax on Basic Necessities should be exempted and Un-earned income to be taxed 
In Pakistan only those people are caught in the tax net who don't have a choice. These are the 
salaried tax payers, business individuals who suffer tax withholding at source or individuals who 
have un-earned income in the shape of profits from bank accounts, dividends, capital gains etc.)-  
 
Zero tax on CPI Basket and a cut in sales tax 
Zero tax regime should be implemented on CPI Basket especially 395 items, which arenecessary for 
living especially for the poor and middle class. More than 50% of population in Pakistan is living less 
than $2 a day. The high percentage of sales tax affects low income groups.  
 
Gift Tax Schemes 
Under the existing laws in Pakistan, gifts are exempt from taxes and a large number of individuals 
with high net worth are using the option as a safe means of transferring incomes, assets and wealth 
without contributing to the national revenue, it should be taxed. 
 
Wages – living Wage 
In Pakistan, present economy justifies that living wage should comprises of Rs 35000 a month. All 
trade unions and labour movements unanimously agreed on this amount. At least this amount is 
required for a household to meet their basic needs.  
 
Inclusive GDP Growth 
There is need for more inclusive GDP growth, including increasing women's participation and other 
marginalized groups, which could contribute to widening the tax base and increased resource 
mobilization. 

 
Food , Health & Housing declare as Fundamental Rights (Constitution of Pakistan, 38- D) 
Under the constitution of Pakistan article 38 (D), whereby although the food, health and housing 
provision is spelled out as the principle of policy not the fundamental human rights, it should be 
declared as fundamental rights. 
 
Realizing the constitutional articles 25-A, gradually increase resources 5-7%of GDP-to provide 
quality education for all. 
 
Prepare a road map to gradually increase investment in the health care and reach up the 3-4% of 
GDP in next 05 years for the provision of free public health care to all citizens.  
Eliminate chronic hunger, adult malnourishment and child malnutrition in next 05 years.  

 
 



ABOUT TJCP 

THE TAX JUSTICE COALITION AIMS  

The Tax Jus�ce coali�on is an independent na�onal network launched in 20013. We are 
dedicated to high-light the issues, developing solu�ons through research, analysis and 
advocacy in the area of local and na�onal tax and in the aspects of financial regula�on. 
We map, analyse and explain the role of tax and the harmful impacts of tax evasion, tax 
avoidance, tax compe��on and tax havens. The regressive taxa�on in Pakistan is a 
par�cular focus of our work. Our core goals are to create understanding and debate and 
to promote reform, especially in pro-poor context. We are not aligned to any poli�cal 
party.

For more informa�on, visit 
www.taxjus�cecoali�on.com
 www.evenitup.today
h�ps://www.facebook.com/taxjus�cecoali�on/

http://www.evenitup.today
https://www.facebook.com/taxjusticecoalition/
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