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EXECUTIVE SUMMARY

The budget of a government explains how much revenue is going to be collected during the next

financial year and in what way it is going to be collected along with the spending plan detailing
the allocations of expenditure. Government’s political, economic and social policy/agenda is
primarily implemented through the budget. In addition, details regarding new taxes being applied

or old taxes being withdrawn are also provided in it.

Contrary to popular understanding in developing countries, the process of preparing a budget is a
political rather than a technical process with budgets being an important tool for holding
government accountable on their manifestos, pre-election promises etc. It is important that
budget preparation whether at federal, provincial and district level be participatory and
transparent because it plays a vital role in the lives of the citizens. Most of the revenue is
generated through taxes imposed on citizens and the nature of taxation policies will determine
whether the rich (progressive/ direct) or the poor (regressive /indirect) will pay the bulk of these
taxes. Also the common citizens especially the poor and the marginalized are more dependent on
government programs and services (social security, health facilities, education etc.) as compared

to the rich who can obtain these services from the private sectors.

The brief analyses trends of key resources and expenditure allocations of Pakistan’s Federal
budgets 2016-17 in comparison with the average of the last three years. We have also given a
comparison against the key resources and expenditure figures of three social democracies i.e
Germany, Sweden and Switzerland so that the reader may get an idea about how these counties

raise and allocate their resources.

The objective of the brief is to contribute to the discourse for a progressive taxation system in
Pakistan by giving civil society, citizens, media, youth and other stakeholders a broad idea about
how Pakistan Federal government gets the resources i.e. the money required to manage the

country and what are the expenditure i.e. how does the federal government spend this money.
Salient facts and figures from the analysis are given below

e As proportion of the GDP this year estimated total federal outlay at 21.54% is lower than
the 21.89% average of the last three budgets (2013-2016).
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e Tax to GDP ratio is being forecasted at 11.81% for the current year. The average Tax to
GDP ratio for the last three-year is 10.75%).

e Taxes on average comprised 89.11 % of the total resources of the federal or central
government for the three social democracies as compared to 55 % for Pakistan'.

e The resources of the federal governments of the three social democracies were on average
17.5 % of the GDP in 2013 as compared to 21.54% of GDP for Pakistan Federal
government?.

e This reflects the decentralized nature of the social democracies in which provincial and
local governments are responsible for the bulk of the resource collection (average total
resources collection by the three social democracies federal or central, provincial or state

and local governments were 43.07 % of the GDP in 2013).

e Bulk of the revenue is being collected through Indirect Taxation. As a ratio of GDP indirect
taxation will account for 7.16%. The three-year average was 6.71%.

e The Sales Tax on various products is the main source of indirect revenue with 61% share.
The rate being charged at Federal level at 17% is the highest. Sindh province charges the
lowest rate at 13%.

e External Loans, Grants and bank borrowing at Rs 1272 billion would contribute 17.63 % of
the total outlay in 2016-17. Average for the last three years is 18.01%.

e 807 billion out of 819 billion of the loans and grants i.e. 98 % will be used to finance the
public sector development program (48% of the total PSDP) for the current year 2016-17.

e There is increased reliance on internal loans as bank borrowing will provide 6.28 % of the
total receipts or resources in 2016-17, the average of last three years was 5.42%.

e The reduced fiscal space becomes even more alarming when we consider the windfall
enjoyed by the government in terms of the low energy prices which has helped it reduce its

import bills and curtail subsidies being provided to its citizens on their energy bills.

! https://data.oecd.org/gga/central-government-spending.htm#tindicator-chart
2 https://stats.oecd.org/Index.aspx?DataSetCode
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e The provincial share has increased considerably for the period under review. In 2016-17, it
will be at Rs 2,136 billion comprising 30% of the total outlay. During the last three years the
provinces on average received 26.88% of the average outlay.

e Current expenditures as a proportion to GDP are expected to decrease during the current
year 2016-17 (12.03% as compared to the three-year average 0f12.98 %).

e Two sectors General Public Services (GPS) and Defense Affairs have 71.81% and 21.34 %
respectively of the total current expenditure i.e. 93.15 % of the total expenditure.

e Debt servicing at Rs 1944 billion comprises 48.4% of the current expenditure. The last
three-year average was 45.07%. This represents a nominal increase of 13.75% over the
previous year and 30.21% over 2013-14.

e On education, health and social protection the current expenditure is Rs 98 billion (65% of
the total expenditure (current and development). The proportion to GDP is 0.29%. The
average for the last three years is the same.

e Subsidies have decreased by nearly half over the last three years.

e Federal Development expenditure for the year 2016-17 will be Rs 1,050 billion. A major
portion (85%) will be as part of the Public Sector Development Program.

e As a proportion of GDP federal development expenditure is expected to increase to 2.67%
in 2016 -2017 as compared with the three-year average of 2.36%.

e There is increased emphasis on the PSDP as its shares for the current financial year is
85.14% of the total development outlay while the average for the last three years is 78%. In
addition, it has increased by 57% on nominal basis from 2013-14. Whereas outside PSDP
development expenditure has decreased by 46%.

e Federal development expenditure on education in 2014-15 were 28.5% of the total
development expenditure (Federal and provinces) of Rs 98.1 billion (Pakistan Economic
Survey 2015-16)

e According to a World Bank review development projects typically cost double the original
estimate and take twice as long to compete?’.

e The federal government frequently under spends on Development expenditure (On average

Federal PSDP was revised downwards by nearly 8%).

3 Rafter Budget Expenditure Report
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e Total current and development expenditure for essential needs and services is projected at
Rs 480 billion. As a proportion of GDP, it is expected to decrease to 1.43 % in 2016 -2017

as compared with the three year average of 1.49%.

e If we compare with the three social democracies, we can see that on average 48.34 % of the
total budget is going to essential needs and services.
e Federal Government is spending 6.26 % on social protection while Sweden, Germany and

Switzerland are spending on average 38.38.

In order to avoid political, economic and social disarray, Pakistan needs to overhaul and reform
its fiscal, financial management and taxation system. A decentralized, pro poor and gender
sensitive strategy needs to be employed to enhance the revenues and expenditures on human
and social development. Expenditure allocations and spending should be made effective,
efficient and transparent. The reform process has been underway for some time but it requires
increased political will and resolve on the part of the government to implement as per letter and

spirit as it is essential for a prosperous, secure and just Pakistan.

1) Budgets in Pakistan

Pakistan like most developing countries needs to improve its weak budget control, accountability
and transparency. The federal and provincial budgets are prepared through a centralized process
on incremental® basis by the executive branch with minimum participation of other stakeholders
like citizens®, civil society, media and even the legislatives®. Presentation of supplementary
budgets is a norm and this further weakens the whole process. There were hopes that the
preparation of medium term budgetary framework would strengthen the budgetary process but its
practical implementation has been marred by the lack of political will and weak capacity of the

relevant institutions.

4The budget for a particular ministry or department is enhanced by a given percentage over the last year’s budget without any evidence-based
criteria to take into account past performance and actual needs.

583 % of citizens have no idea about budget process with 70 % have never seen a budget document or paper even on TV (CPDI study People
perception of the budget)

¢ Twenty to twenty-five days is the average as compared to 60 to 75 days for other developing countries like India.
(http://tacstrat.com/content/index.php/2014/10/23 /what-is-wrong-with-pakistans-budget-system/)
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The information regarding the budgets is also not easily available and most citizens’ have little
idea of their district budgets and limited input on the development schemes being proposed in
their areas.  Funds allocated for projects under federal Public Sector Development
Programme (PSDP) and the provincial Annual Development Plans are disbursed through a
process which is political, centralized, time taking and obsolete, resulting in delays and lapses of
funds. As a result according to a World Bank review development projects typically cost double

the original estimate and take twice as long to compete’.

The federal government is responsible for collection and allocation of the major portion of
revenue generated in the country with a portion divided among the provincial governments based
on the NFC award® adhering to the guidelines of the 18" amendment. The provinces also have
power to impose both progressive taxation measures like property tax, profession tax, agriculture
income tax, inheritance taxes, environmental taxes& charges, capital value taxes on property/

estate and regressive measures like sales tax on services, infrastructure development cess etc.

Provinces utilize federal government share along with revenue generation of their own and
prepare their own budgets. There is no district NFC award and district budgets are distributed
among district government and different government departments delivering essential services

like education and health.

Detailed analysis of the federal budget for the period 2013-2017 is as follows. The analysis is
based on desk review of budgetary documents, Pakistan Economic Survey, newspaper reports/

articles and consultations with civil society and experts.

7 Rafter Budget Expenditure Report

8 Detail information is available in brief on NFC award.
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2) Pakistan Federal Budget

The Federal government resources for the year 2016-17 are estimated at Rs 7,217 billion. As

reflected in the following chart these resources will be divided among federal (Rs 5081 billion)

Federal Resources 2016-17

7217 Billion

Provincial Budget
Share,30% Outlay,70%,
,2136 5081

Provincial Share m Federal Current Expenditure M Federal Development Expenditure

and provincial governments (Rs 2136 billion)

Some salient facts and figures regarding the federal budget including resources, expenditure and
provincial share (Table A) are given below:
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Estimate
% GDP Current Current VS Revised
average As % of budget Vs  budget VS Average Average
2016-17(Rs last Three Receipts 2015-16 2013-14 last Three Last Three
Particulars in billions)  GDP Pc % Years 2016-17 receipts Receipts Years Budgets
Receipts
Taxes 3956 11.81% 10.75% 54.82% 15.71% 57.36% 49.11% 95.93%
Non Tax Revenue 959 2.86% 3.69% 13.29% 5.04% -11.45% 16.87% 123.50%
Capital and public account
receipts 641 1.91% 2.66% 8.88% -8.82% -20.47% 12.16% 98.21%
External loans, Grants and
bank borrowing 1272 3.80% 3.94% 17.63% 20.11% 16.70% 18.01% 93.11%
Provincial Surplus and
Privatization proceeds 389 1.16% 0.84% 5.39% 10.83% 112.57% 3.85% 80.98%
Total Resources 7217 21.54% 21.89% 100.00% 11.98% 27.15% 100.00% 98.68%
Less Provincial share 2136 6.37% 5.88% 29.60% 15.33% 51.17% 26.88% 95.44%
Total Federal Outlay 5081 15.16% 16.01% 70.40% 10.62% 19.19% 73.12% 99.93%
Expenditure
Federal Current
Expenditure 4031 12.03% 12.98% 79.33% 8.54% 18.42% 81.08% 100.94%
Federal development
Expenditure 1050 3.13% 3.03% 20.67% 19.45% 22.24% 18.92% 95.99%
Total Federal Outlay 5081 15.16% 16.01% 70.40% 10.62% 19.19% 73.12% 99.93%
GDP 33,509

I. FEDERAL GOVERNMENT BUDGET OUTLAY

o As a proportion to GDP the 2016-17 federal outlay would be at 15.16% as
compared to three-year average of 16.01%.

o Federal government estimated budget of Rs 5,081 billion represents a nominal
increase of 10.62% over the previous year and 19.19% over 2013-14. As a
percentage of total receipts it has declined to 70.4% with last three-year average

outlay at 73.13 %.
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Budget Outlay

RO § S
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M Proportion to GDP
2016-17

m Average GDP
Proportion

1 % of Resources
2016-17

W Average
Resources %

1 Increase from
2015-16

i Increase from
2013-14

Current
expenditure

will  comprise
of 79.33%
while
development

expenditure

will comprise of 21.67 %. The last three years average was 81.08% and 18.92%

respectively.

I1. RESOURCES OF FEDERAL GOVERNMENT

The government is estimating total resources of Rs7, 217 billion® as compared to Rs

6,554 billion for the previous financial year. This reflects an increase on nominal basis by

11.98% from previous financial year and 27.15 % increase over the budgetary outlay for

30.00%

25.00%

20.00% -

15.00% -

10.00% -

5.00% -

%86'TT

0.00% -

Federal Resource Analysis

M Proportion to GDP
2016-17

M Average GDP
Proportion

1 Social Democracy
(SD) 2013-14

Increase from
2015-16

M Increase from
2013-14

9 Annual Budget Statement 2016-17
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COMPARISON WITH SOCIAL DEMOCRACIES (GERMANY, SWITZERLAND AND

SWEDEN)

As we can see from chart #4, the resources of the federal governments of the three social

democracies were on average 17.5 % of the GDP in 2013 as compared to 21.54% of GDP for

Pakistan Federal government.

This reflects the decentralized nature of the social democracies in which provincial and local

governments are responsible for the bulk of the resource collection (average total resources

collection by the three social democracies federal or central, provincial or state and local

governments were 43.07 % of the GDP in 2013).

External loans, Grants and bank

25.00%

20.00%

borrowing - ® GDP % 2016-17

B % GDP average

M % of Resources
v 2016-17
W Average
10.00% Resources
M Increase from
5.00% s 2015-16
M Increase from
gins _J l 2013-14

. External
Loans, Grants and
bank borrowing at
Rs 1,272 billion
would  contribute
17.63 % of the total
resources in 2016-
17. Average for the

last three years is

18.01%. As ratio of GDP the proposed percentage is 3.80% for the current year as

compared to last three-year average of 3.94%. The analysis of actual vs. revised reflects

that actual borrowing is 93.11% of the initial estimates
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I1I. PROVINCIAL SHARE

Provincial Share Analysis *  Theprovincial

60.00% e share has increased

considerably for the

50.00% : : B % GDP average . .
period under review.

40.00% = % of Resources | In 2016-17, it will be
2016-17 e
at Rs 2,136 billion

30.00%

= Average

Y o Resources comprising 30% of
20.00% i Increase from
OB the total outlay.
10.00% a ; » Increase from During the last three
J i . 2013-14 .
A years the provinces

on average received

26.88% of the average outlay. The share of provinces has increased15.33% on year to year
basis and 51.17%, when compared with the budgetary outlay for 2013-14. As a percentage
of GDP the average provincial share at 6.37 % is higher than the 5.88% average of the
previous three budgets. As the comparison of last three years’ average estimated vs.
average revised figures reflects under allocation by 4.56% so actual or revised provincial

share may be less than the estimate made at the start of the year.

3) Resources Federal Government 2016-17(Where Does the Money
Come from)
As detailed in the above section, the Federal government resources!® both are estimated at Rs

7,217 billion. These resources are of two type’s i.e. internal resources on which there is major

reliance (88%) and external resources (12%). (Table B)

100verall analysis of resources given in First chapter on Federal budget.
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Estimate
VS
Average Current Current Revised
GDP % Total Resources Resources Resource Average
2016- Three Resources2016- Average Vs 2015- VS 2013- Last Three
Classification 17 GDP % Years 17 Three Years 16 14 Budgets
Internal Resources
Direct Taxes 1,558  4.65% 4.04% 21.59% 18.46% 17.67% 75% 95%
Indirect Taxes 2,398  7.16% 6.71% 33.23% 30.65% 14.41% 48% 97%
Non Tax Revenue 959  2.86% 3.69% 13.29% 16.87% 5.04% -11% 124%
Bank Borrowing 453  1.35% 1.19% 6.28% 5.42% 128.79% 20% 66%
Capital receipts 470  1.40% 1.92% 6.51% 8.75% -14.08% -26% 108%
Estimated provincial
surplus 339 1.01% 0.80% 4.70% 3.67% 0.59% 85% 109%
Nbvc Public account
receipts 171  0.51% 0.75% 2.37% 3.40% 9.62% 1% 79%
Privatization 50  0.15% 0.04% 0.69% 0.17% 267.65% 0% 13%
Total 6,398 19.09%  19.13% 88.65% 87.39% 14.57% 27.68% 97%
External Resources

External Loans 797  2.38% 2.62% 11.04% 11.98% -2.92% 18% 119%
Grants 22 0.07% 0.13% 0.30% 0.59% -42.11% -43% 59%
total 819 2.44%  2.75% 11.35% 12.58% -4.66% 15% 113%
Total Resources 7,217  21.54% 41.02% 100.00% 99.97% 12.00% 27% 99%

Table B compares the external and internal resources for the current year with the average

revised figures from the last three year budgets i.e. 2013-14, 2014-15, 2015-16 in terms of ratio

of GDP and as a percentage of the total. The column (Estimate vs. Revised) provides in

percentage a comparison of the average estimate budgetary resource or expenditure and the

average revised figure from the last three budgets.
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Federal Resources Pakistan 2016-17

‘L

= Provincial Surplus and Privatization proceeds = Non Tax Revenue

= Capital and public account receipts External loans, Grants and bank borrowing

= Taxes = Indirect Taxes

a. Internal Resources

Internal resources comprise of indirect and direct taxes, non-tax revenue, capital receipts,

provincial

Internal Resources surplus,

100.00% mGDP % 2016-17

' ' privatization,
80.00% . ' Mm% GDP average
; bank borrowing
1 % of Resources
Ao . _ 2016-17 and public
- - B Average 3
40.00% Reésources account
' il e ! ¥ Increase from -
20.00% s Rire ' E 2015-16 receipts.
\ M Increase from
: J l . - . 2013-14
0.00% - - | +

The federal government is estimating that it will be able to generate Rs 6,398 billion from

internal resources for the financial year 2016-17. This is an increase of 14.57% over the previous
year and 27.68% increase over 2013-14. As proportion of GDP internal resources will account

for 19.09% as compared to three years average of 19.13%.
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The average estimate vs. revised analysis given below reflects that the government is able to

generate around 97% of the targeted resources.

Estimate VS Revised Resources

98.68%

- m o =
o z 29 o X 23 o
3 o S & 3 0 =4
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1. TAXES

An estimated 55% of the total resources will come from indirect and direct taxes. This would

represent an increase over the average of the last three years (49.11%).

Revenue from tax collection would increase on nominal basis by 15.71% as compared to

previous financial year and by 57.36% when compared with revised taxation revenues for the

year 2013-14. If the tax revenue target is achieved Pakistan Tax to GDP ratio would be 11.81%

100.00%

80.00%

60.00%

40.00%

20.00%

0.00%

Federal Taxes Analysis
89.11%

54.82%
49.11%

I 15.71%

11. 81% 10. 75%

57.36%

H GDP % 2016-17
H % GDP average

1 % of Resources
2016-17

m Social Democracy
(SD) 2013-14

M Average
Resources

M Increase from
2015-16
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Government. The comparison of last three

years average estimated vs. average revised figures reflect sunder collection by 4.07% so actual
tax collection may be less than the estimate made at the start of the year but still it is showing a
steady growth in tax revenue during the last four years, although the increased revenue is mainly

coming through indirect taxation (61 % of total tax revenue for the year 2016-17).

COMPARISON WITH SOCIAL DEMOCRACIES (GERMANY, SWITZERLAND AND
SWEDEN)

As we can see from the above chart, taxes on average comprised 89.11 % of the total resources
of the federal or central government for the three social democracies as compared to 55 % for
Pakistan. This is reflective of the dismal Tax to GDP ratio of Pakistan with the state enable to
collect sufficient tax revenue and also provides us with a bench mark on what has to be achieved

if Pakistan is to became a social democracy/

2. INDIRECT TAXATION
Comprising of Customs, Sales Tax, Federal Excise, Petroleum Levy, Taxes collected by the
Islamabad Capital Territory (ICT) administration and Airport Tax, Indirect taxation is the main
source of revenue and it is evident from the above table that there is increased government

reliance on it

Salient facts

Indirect Taxes Analysis for 4 years
y y and figures are

60.00%
50.00% as follows:
40.00%
30.00% o It is
20.00%
10.00% estimated that
0.00%
Indirect Taxes Rs 2’398
B % Total Resources2016-17 H As % Resources Avg 3 Years billion n
Indirect Taxes 2016-17 Vs 2015-16 H Indirect Taxes 2016-17 VS 2013-14 indirect  taxes

(indirect  plus
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other taxes) during 2016-17 will be collected (during last three years average revised
collection has been around 97% of the target).

e This is a nominal increase on year to year basis of 14.41% and 48% increase when
compared with 2013-14.

e Indirect taxation will comprise 33.23%%of the total resources, higher than the last three
years average of 30.65%.

e As a ratio of GDP indirect taxation will account for 7.16%. The three years average was
6.71%.

e The Sales Tax on various products is the main source of indirect revenue with 61% share.
The rate being charged at federal level at 17% is the highest. Sindh province charges the

lowest rate at 13%.

3. DIRECT TAXATION

Direct taxes comprise of:

e Income Tax, Workers Welfare Tax

e Workers Participation Fund Capital Value Tax.

Direct Taxes Analysis for 4 years

Direct Taxes

% Total Resources2016-17 M As % Resources Avg 3 Years
M Direct Taxes 2016-17 Vs 2015-16 M Direct Taxes 2016-17 VS 2013-14

Salient facts and figures are as follows
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e The government is aiming to collect Rs 1,558 billion from direct taxes. During last three
years average actual collection has been around 95% of the target.

o 21.59% of the total resources will come from direct taxation in 2016-17. This represents
an increase over the last three-year average of 18.46%.

e Direct taxes as a ratio of GDP will increase to 4.65% as compared to average 4.04% for
the three years.

e This is a nominal increase on year to year basis of 17.67% and 75% increase when

compared with 2013-14.

4. NON TAX REVENUE

It includes

e Income from property and enterprise
e Receipts from civil administration and other functions

e Surcharges on Petroleum and Natural Gas Dividends

Non-Tax Revenue Analysis for 4 Years

A —-

% Total Resources2016-17 M As % Resources Avg 3 Years

M NonTax Revenue 2016-17 Vs 2015-16 M NonTax Revenue 2016-17 VS 2013-14

Salient facts and figures are as follows

e Itis estimated that Rs 959 billion non-tax revenue during 2016-17 will be collected.
e During the last three years average revised collection has increased by 24% of the

original estimate.
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e Non tax revenue will comprise 13.29% of the total resources; the average for the last
three years is 16.87%.

e The current year revenue target is a nominal increase on year to year basis of 5.04% and a
decrease of 11% increase when compared with non-tax revenue of 2013-14.

e As a ratio of GDP non tax revenue is at 2.86% is considerably lower than three year

average of 3.69%.

5. BANK BORROWING
It is estimated that bank borrowing of Rs 453 billion will provide 6.28 % of the total resources in
2016-17, the average of last three years was 5.42%. This is a nominal increase on year to year

basis of a significant 128.79%but a comparatively reasonable increase of 20% when compared

with  2013-
140.00% 14 revised
120.00% budget
100.00% figures. As
80.00% ratio of
60.00% GDP  bank
40.00% borrowing at
1.35 % is

0.00% T

Bank Borrowing

projected to
be  higher
than the last

% Total Resources2016-17 M As % Resources Avg 3 Years

M Bank Borrowing 2016-17 Vs 2015-16 M Bank Borrowing 2016-17 VS 2013-14

three-year average of 1.19%.

This reflects an increasing reliance by the government on internal resources a development
which has to a certain extent choked off the flow of credit to the economy as financial

institutions have little incentives for making comparatively riskier loans to private sector.
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6. CAPITAL RECEIPTS

Capital Receipts comprise of Recovery of Loans and Advances and net domestic debt Receipts.

It is estimated that capital receipt of Rs 470 billion will generate 6.51% of the total resources in
2016-17; the average of last three years was 8.75%. This is a nominal decrease on year to year
basis of 14.08% and 26% when compared with 2013-14 revised budget figures. Capital Receipt

as a ratio of
Capital receipt Analysis for 4 years GDP at 1. 40%
15.00% are projected to

10.00%
be lower than

5.00%

0.00% the last three-

-5.00% EREG year average of

-10.00% 1.92 %. During

-15.00% last three years

-20.00% _
average revised
-25.00%

capital receipts

-30.00%

)
% Total Resources2016-17 ™ As % Resources Avg 3 Years have been 8%
W 2016-17 Vs 2015-16 W 2016-17 VS 2013-14 above the

estimate.

7. PRIVATIZATION
It is estimated that privatization of national assets will generate Rs 50 billion i.e.0.69% of the
total resources in 2016-17 compared with the average of last three years of 0.175%. As ratio of
GDP current privatization receipts at 0.15% are projected to be higher than the last three years
average of 0.04 %.
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8. ESTIMATED PROVINCIAL SURPLUS

The surplus of Rs 339 billion will comprise 4.70% of total resources as compared to the last
three years average of 3.67 %. This is a marginal increase of 0.59% over the last year and 85%
over 2013-14.
Provincial Surplus Analysis 4 I During the last
three  years’
average
revised
provincial
Rl s surplus  have

been 9% above

the estimate.
o Tota esources = M As % Resources Av; ears
9% Total R 2016-17 mAs%R Avg3Y

m2016-17 Vs 2015-16 m2016-17 VS 2013-14

9. PUBLIC ACCOUNT RECEIPTS
The public account receipt of Rs171 billion will comprise 2.37% of total resources as compared
to the last three years average of 3.40 %. This is a marginal increase of 9.62 % over the last year
and 1% over 2013-14. During last three years average revised public account receipts have been
79% of the

estimate so we

: : ' t

Public Account Receipts Analysis 4 year can expec
some
downward

revision under

this head.

Public Account receipts

% Total Resources2016-17 m As % Resources Avg 3 Years
M 2016-17 Vs 2015-16 W 2016-17 VS 2013-14
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b. External Resources

This year the government is planning to obtain Rs 819 billion of loans and grants from foreign

government, multilateral, bilateral institutions/organization along with “other aid” which

comprises of

External Resources Sukok  and

20.00%

H GDP % 2016-17 .
Sovereign

15.00% B % GDPaverage | bonds and

10.00% B o et eas loans from
s v < 2016-17 commercial
CRts IS ] H Average nk
j - Resources ba etc.
0.00% - l

® Decrease from Some salient

2015-16 f
> 9 o
>.00% o ¥ Increase from acts are as
A 2013-14 follows:
= . (]

e External Sources will comprise 11.35% of the total as compared to the three years
average of 12.58%.

e During last three years average revised loans and grants obtained have been around 13%
above the original estimate.

e This is a nominal increase on year to year basis of 14.41% and 48% increase when
compared with 2013-14.

e 807 billion out of 819 billion of the loans and grants i.e. 98% will be used to finance the
public sector development program (48% of the total PSDP) for the current year 2016-17.

e The last four years analysis reflects that there is increasing reliance on external loans

whereas grants are decreasing on yearly basis.

1.EXTERNAL LOANS
External loans are obtained both at federal and provincial levels for different projects and
programmes of ministries, corporations and autonomous bodies etc. Most of the external loans
nearly 98% are used for PSDP related expenditure and the remaining is used for outside PSDP

expenditures.
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e The government plans to obtain external loans worth Rs 797 Billion in 2016-17. This is a
nominal decrease on year to year basis of 2.92%and an increase of 18% when compared

with 2013-14 revised budget figures.

e External

External Loan Analysis 4 years

loans will
comprise
11.04% of the
total budgeted
resources; the
average %
according to
T M revised

External _ estimates of last
three years is

% Total Resources2016-17 ™ As % Resources Avg 3 Years 11.98%
. 0.

W 2016-17 Vs 2015-16 W 2016-17 VS 2013-14

e As ratio of GDP External loans at 2.38 % are projected to be lower than the last three

years average of 2.62%.

e As last three years average revised amount has been 19% above the initial budget
estimate so an upward revision in terms of increased share as a ratio of GDP and budget
resources can be foreseen.

e Commercial banks at Rs 211 billion will be the major source of External loans with IDA
and ADB providing Rs 150 and 104 billion respectively.

e Poverty alleviation fund will receive Rs 1.5 billion with funding provided mainly by
Italy.
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2.GRANTS
Grants are obtained both at federal provincial levels for different projects and programmes of
ministries, corporations and autonomous bodies etc. 95% of the grants are used for PSDP related

expenditure while the remaining are used for outside PSDP expenditures.

Grants Analysis 4 years

10.00%
0.00%
-10.00%
-20.00%
-30.00%
-40.00%

-50.00%

% Total Resources2016-17 M As % Resources Avg 3 Years
M 2016-17 Vs 2015-16 W 2016-17 VS 2013-14

e The government plans to obtain external grants worth Rs 22 Billion in 2016-17. This is a
nominal decrease on year to year basis of 42%and of 43% when compared with 2013-14
revised budget figures.

e Grants will comprise 0.30% of the total budgeted resources; the average % according to
revised estimates of last three year was0.59.

e As ratio of GDP External grants at 0.07% are projected to be lower than the last three

years average of 0.13%.

As last three years average revised amount has been 59% of the initial budget estimate so a
downward revision in terms of increased share as a ratio of GDP and budget resources can be

foreseen.

24 |Page



Federal Budget Brief Pakistan 2016-17

4) Expenditure Allocations Federal Budget 2016-17 (where does the

money g0)

Federal Government expenditure is divided into two categories as per following Table C.

Estimate

VS
Average Revised
Outlay  Average

2016- GDP% last Last

17(Rs in last Three outlay % Three Three
Particulars billions ) GDP Pc % Years 2016-17 Years  Budgets

Federal Current
Expenditure 4031 12.03% 12.98% 79.33% 81.08% 100.94%
Federal
development

Expenditure 1050 3.13% 3.03% 20.67% 18.92%  95.99%
Total 5081 15.16% 16.01% 100.00%  100.00% 72.16%

The current expenditure for 2016-17 comprise a significant portion (Rs 4031 billion with only
21% of the total Federal budget outlay i.e. 1056 billion allocated for development expenditure

Current Expenditure -( Rs 4030 Billion) M Development Expenditure - ( Rs. 1056 Billion)
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Current expenditure comprises of debt servicing, defense affairs & services, subsidies, running

of civil government etc. Salient facts and figures regarding are as follows:

Federal Current Expenditure

79.33%  81.08%

18.42%
9 12.98%
12.036 . o I I P

‘M GDP % 2016-17

B % GDP average

% of Resources
2016-17

M Average
Resources

H Decrease from
2015-16

M Increase from

2013-14

° At Rs
4031 billion this

year current

expenditure represents a nominal increase of 8.54% over the previous year and 18.42%

with 2013-14.

e As a proportion to GDP, it is expected to decrease during the period under review (12.03%

as compared to the three years’ average of12.98 %).

e As percentage of total receipt (Table A)the current CE at 55.85% will also be lower than

the three years’ average outlay of 59.28%.

e The comparison of last three years average estimated vs. average revised figures''it reflect

that the federal government over spends by 0.94% on current expenditure.

e Two sectors General Public Services (GPS) and Defense affairs have 71.81% and 21.34 %

respectively of the total current expenditure ie. 93.15% of the total expenditure. The

average for the three years is roughly the same.

Table D: Current Expenditure by Functional Classification

11 Last Column Table A
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Estimated
Avg. Current Current Vs
Avg. GDP Outlay 3 Outlay Outlay VS Avg.
Sector 2016-17 GDP % 3 Years % outlay Years Vs 2015-16  2013-14 Actual
General Public
Services 2,894 8.64% 9.54% 71.81% 73.61% 8.31% 12.61% 100.84%
Defense Affairs
and Services 860 2.57% 2.58% 21.34% 19.94% 10.82% 36.51% 100.85%
Public Order and
Safety Affairs 103 0.31% 0.31% 2.56% 2.43% 8.42% 33.77% 100.39%
Economic Affairs 64 0.19% 0.19% 1.59% 1.46% -5.88% 48.84% 97.50%
Environment
Protection 1 0.0030% 0.003% 0.02% 0.03% 0.00% 11.23% 97.42%
Housing and
Community 2 0.01% 0.007% 0.05% 0.05% 0.00% 33.33% 90.33%
Health 12 0.04% 0.04% 0.30% 0.29% 5.14% 27.25% 100.33%
Recreation ,
Culture &
Religion 8 0.02% 0.03% 0.20% 0.21% -11.11% 20.66% 106.13%
Education 84 0.25% 0.25% 2.08% 1.91% 10.53% 33.33% 102.27%
Social 2 0.01% 0.01% 0.05% 0.07% -9.09% 2.56% 123.05%
Total 4,030 12.03% 12.96% 100.00% 100.00% 8.55% 18.41% 100.82%
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1. General Public Services

At Rs 2894
billion, this year
GPS represents a
nominal increase
of 8.31% over
the previous year
and 12.61% in
comparison with

2013-14.

General Public Service

o, _ m 0, P
% Total Resources2016-17 As % Resources Avg 3 Years Debt servicing

W 2016-17 Vs 2015-16 W 2016-17 VS 2013-14

categorized
under GPS is the biggest component of federal current expenditure. Some salient facts and

figures in this regard are as follows:

250.00%

200.00%
Debt servicing at

150.00% Rs 1944 billion

comprises 48.4%
of the current

I I expenditure. The
_:! __l—_ i | ™ last three year

Repayment of Servicing of foreign Repayment of short Servicing of domestic average was
foreign loans debt term debt debt

-50.00% .
X 45.07%. This
% Total Resources2016-17 m As % Resources Avg 3 Years

100.00%

® 2016-17 Vs 2015-16 B 2016-17 VS 2013-14 represents

nominal increase

of 13.75% over the previous year and 30.21% over 2013-14.

o As a proportion to GDP, it is expected to slightly decrease during the period under
review (5.80% as compared to the three year average of 5.84 %).
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o The revised or actual expenditure on debt servicing budget may be less than the
estimated allocations made at the start of the year as the comparison of last three
years average estimated vs. average revised figures reflects under spending by the

federal government.

e The subsidies for the year are projected to be around Rs 140.6 billion. These include
mainly subsidies provided to WAPDA and KESC for (84% of the total subsidies proposed
for the year 2016-17). Remaining subsidies are for wheat and sugar, fertilizer and etc. The
proportion to GDP for the current year is .42% which is nearly half the last three year
average of 93%. Its share in total current expenditure has also decreased by half. The
reason for this is that the decrease in subsidies given on electricity tariff'> have been

reduced considerably.

2. Defense Affairs

e At Rs 860 billion, this year Defense Affairs budget represents a nominal increase of
10.82% over the previous year and 36.51% with 2013-14.

e As a proportion to GDP, it is expected to remain nearly the same during the period under
review (2.57% as compared to the three year average of 2.58 %).

e Defense affairs comprise of 21.34% of the total current expenditure an increase over the

average for the last three years of 19.94%.

2Inter disco tariff differential
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e Please note that Defense expenditure does not include the expenditure incurred on
Pakistan Rangers, Frontier Constabulary, Coast Guards, etc. (approx. Rs 70 billion)
which is charged to “Police” (total budget Rs 95 billion) under the head of public order
and safety. Other functional heads which are charged in this regard include Health (Rs 30

Defense Affairs and Services

Defense Affaris and Services

% Total Resources2016-17 m As % Resources Avg 3 Years
W 2016-17 Vs 2015-16 W 2016-17 VS 2013-14

million and Economic Affairs (Rs 298 million).

3. Education, health and social protection

e The current expenditure on these sectors is projected at Rs 98 billion. Although only
2.43% of the total current expenditure, it represents an increase over the average of
2.26% for the last three years. On nominal basic, this year expenditure is an increase of
6.58% over the last year and a 63.15% increase over 2013-14. The proportion to GDP is
0.29%. The average for the last three years is the same. Please note that health and

education are provincial subjects and bulk of the expenditure is made by the provinces'>.

Federal Current expenditure on education in 2014-15' were 14% of the total current expenditure (Federal and
provinces) of Rs 499 billion (Pakistan Economic Survey 2015-16)
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Development Expenditure

Federal Development expenditure for the year 2016-17 will be Rs 1,050 billion. A major portion

Federal development Expenditure

22.24% MWGDP % 2016-17
20.67%

0,
18.92% 19-45% m % GDP average
= % of Resources
2016-17
= Average
Resources
M Increase from
3.13% 3.03% e
M Increase from
. . 2013-14

(85%) will be as part of the Public Sector Development Program'4 while the remaining is

categorized as “Development expenditure outside PSDP!>”.

Some Salient Facts and figures are as follows:

Table E: An analysis of Development Expenditure.

Amount in Billions Rs

Current  Current Htimetizd
Avg. Avg. Outlay Outlay V8
GDP 3 Outlay 3 Vs 2015- VS Avg.
Sector 2016-17 GDP % Years % outlay Years 16 2013-14 Actual

Public sector
development
programme 894 2.67% 2.36%  85.14%  77.98% 19% 57% 93%
Out Side PSDP 156.5 0.47% 0.67% 14.90%  22.02% 23% -46% 110%
Total 1050 3.13% 3.03% 100.00% 19.58%  22.44% 95.91%

14 Discussed in detail in brief on PSDP

BIncludes BISP funding.
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o The current year expenditure represents a nominal increase of 19.45% over the previous
year and 22.14% when compared with 2013-14.

o As a proportion of GDP, it is expected to increase to 3.13% in 2016 -2017 as compared
with the three year average of 3.03%.

o As a percentage of outlay this year DE at 14.55% will also be higher than the three year
average outlay of 13.84%.

o The revised or actual DE budget might be less than the estimated allocations made at the
start of the year as the comparison of last three years average estimated vs. average
revised figures'®, it reflects that the federal government under spends by 4.1% on
development allocations.

o There is an increased emphasis on the PSDP as its share for the current financial year is
85.14% of the total development outlay while the average for the last three years is 78%.
In addition, it has increased by 57% on nominal basis from 2013-14. Whereas outside

PSDP expenditure has decreased by 46%.

FEDERAL PSDP

The major portion of the Rs 894 billion federal PSDP is allocated to the ministries (including
education and health and social protection!’) and the corporation’s (WAPDA and NHS). Some

salient facts'® and figures regarding major allocations under PSDP are as follows:

o As a proportion of GDP, it is expected to increase to 2.67 % in 2016 -2017 as compared
with the three year average of 2.36%.

17 Detailed analysis in Table G

8 Table Eand F
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o The nominal increase with respect to previous financial year is 19% while as compared to
2013-14 the increase is a significant 57%.

o It will comprise 85.14% of the development outlay during current financial years while

the average for the three years is 78%.

Table F: Major allocations Federal PSDP

Amount in Billions Rs

Current Current
Avg. Outlay Outlay Htimetied
Avg. GDP Outlay3  Vs2015- VS 2013- Vs
Sector 2016-17 GDP % 3 Years % outlay Years 16 14 Avg. Actual
Federal ministries/
Divisions 282 0.84% 1.03% 26.86% 34% 11.90% -1.05% 100.47%
Corporations 318 0.95% 0.75% 30.29% 25% 16.91% 93.90% 110.70%
Pak MGD’s &

Community Division

program 20 0.06% 0.04% 1.90% 1% 0.00% 0.00% 102.77%
Special development

programme for TDP 100 0.30% 0.12% 9.52% 4% 0.00% 0.00% 46.66%

o The comparison of last three years average estimated vs. average revised figures'” reflect
that the federal government under spends by approximately 7% on PSDP budget.
o Nearly 10% of the federal development budget (2015-16 and 2016-17) is being spent on

rehabilitating the displaced as a result of war on terror.
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o The allocation for corporations (WAPDA and NHS) are increasing with current year

allocations of Rs 318 billion, nearly 17% above last year’s and 94% above 2013-14 on

nominal basis. In addition, there are good chances these allocations will increase by end

of the year as the

100.00%
data for the last
80.00%
three years reflects
60.00% that the government
40.00% overspends nearly
11%.
20.00%
. I [] o The
0.00% _— - 1L . P
Federal ministries/ Corporations Pak MGD'’s & Special allocations o1
Divisions Community Division development c e
-20.00% Y P federal  ministries
program programme for TDP
W % Total Resources2016-17 ® As % Resources Avg 3 Years and divisions are
m2016-17 Vs 2015-16 2016-17 VS 2013-14 projected to be 27%
of the total development outlay in the current financial year. The average for the three
year is 34%.

o The federal government has included 180 new schemes worth of 422 billion in its next

PSDP.

No of new schemes

M Punjab

B Balochistan

m Sindh

m Khyber Pakhtunkhwa

B Gilgit Baltistan

B Azad Jammu and Kashmir

= Islamabad
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o Punjab has been given 26 new schemes worth over Rs140 billion against which
Rs16.59 billion have been allocated.

o Balochistan has been given 28 schemes worth Rs43.43 billion with an allocation
of Rs28.3 billion.

o Sindh has been given 11 schemes worth Rs13 billion with an allocation of Rs6.5

billion.

Total Budget for New Schemes

M Punjab
B Balochistan
H Sindh
Khyber Pakhtunkhwa
H Gilgit Baltistan
B Azad Jammu and Kashmir

Islamabad

3.73 11.59

o Khyber-Pakhtunkhwa has been given 18 schemes worth Rs11.59 billion with an
allocation of Rs2.72 billion.

o Gilgit-Baltistan has been given seven schemes worth Rs15.39 billion with an

allocation of Rs1.1 billion.
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Budget Allocation for New Schemes 2016-17
in Billions

M Punjab

B Balochistan

H Sindh

m Khyber Pakhtunkhwa

| Gilgit Baltistan

B Azad Jammu and Kashmir

6.50 m Islamabad
0.77 1.10 2.72

o Azad Jammu and Kashmir has got two schemes worth Rs3.73 billion against
which Rs765 million have been allocated.
o Islamabad has been given 88 schemes worth Rs195 billion with an allocation of

Rs64.6 billion
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Percentage of Budget Allocated for Schemes

M Punjab

m Balochistan

m Sindh

1 Khyber Pakhtunkhwa

2%

B Gilgit Baltistan
B Azad Jammu and Kashmir

= Islamabad

5) Expenditure on Essential Needs and Services

Current and development expenditure on Education, Health, social protection (BISP, Poverty
Alleviation fund, Bait Ul Mal and various subsidies), Environmental protection, and Housing etc.
have been consolidated to give the reader an idea about the total expenditure by Federal
government on those essential needs and services on which the common citizen is most

depended.
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(Table G)
Average
GDP Average SD
% of Three Three average Vs Vs 2013- % of
2016-17 GDP Years outlay  Years 2013 2015-16 14 Estimate
Sector

Environment 2.027 0.004%
Protection 0.01% 0.04% 0.02% 1.08%  100.30% 119.85%  94.92%
el 4.6 0.043%
Community 0.01% 0.09% 0.27% 0.38%  21.05% -83.03%  235.80%
Health 37.87 0.11%  0.13% 0.75% 0.82% 2.03%  22.90% 1.10% 99.89%
Recreation , 8.659 0.03%
Culture &
Religion 0.03% 0.17%  0.19% 0.81%  -10.31% 23.86% 107.56%
Education 108.7 0.32% 035% 2.14% 2.21% 5.66% -0.71%  24.46%  109.99%
Social protection  318.175 0.95%  0.93%  6.26% 9.09%  38.38% -12.19% -28.22% 124.38%
Total 480 1.43%  1.49% 9.45% 12.60% 48.34%  -7.17% -20.40% 120.56%

Some Salient fact and figures from the above table are given below

o Total current and development expenditure for essential needs and services is projected at

Rs 480 billion.

o As a proportion of GDP, it is expected to decrease to 1.43 % in 2016 -2017 as compared

20.00%

10.00%

0.00%

-10.00%

-20.00%

-30.00%

1.43%
—

Essential Need and Services

12.60%

9.45%

1.49%

three year average of 1.49%.
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o The nominal decrease with respect to previous financial year is of 7.17 % while as
compared to 2013-14 the decrease is 20.40%.

o It will comprise 9.45% of the total federal budget outlay during current financial year
while the average for the three years is 12.60%

o The decrease is mainly due to decline in subsidies (included in social protection), which
declined by 56.47 % as compared to 2013-14.

o Federal Education expenditure will broadly remain the same as previous year. Although
they will increase by nearly 25 % when compared with 2013-14 allocations. Education is
a provincial subject so bulk of the expenditure is made by Provincial governments.

o Federal health expenditure will increase by nearly 23 % when compared with previous
financial year although the increase as compared to 2013-14 is 1.10%.

o Expenditure on BISP and others (included in social protection) will increase by 12.92 %
if we compare with the previous financial year while they will increase by 8.45% when
compared with 2013-14 allocations.

o If we compare with the three social democracies, we can see that on average 48.34 % of
the total budget is going to essential needs and services.

o Federal Government spends 6.26 % of its budget on social protection while Sweden,

Germany and Switzerland are spending on average 38.38%.

50.00%

40.00%

30.00%

H Outlay

20.00% m SD average 2013

10.00%

0.00% -

Social protection
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o Pakistan Federal Government is spending 2.14 % of its budget on education while

Sweden, Germany and Switzerland are spending on average 5.66%.

6.00% ——— 2.50% -

5.00% -
2.00% -

0,

4.00% m Outlay 1.50% m Outlay
. 0

3.00%

msD 1.00% - =D
2.00% average average
2013 2013

1.00% 0.50% -

. (]

0.00% 0.00% -

Education Health

o Pakistan Federal Government is spending 0.75 % of its budget on health while in 2013

Sweden, Germany and Switzerland spend on average 2.03% of their total budget.
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O Pakistan Federal Government is spending 0.04 % of its budget on environment protection

while in 2013 Sweden, Germany and Switzerland spend an average 1.08 %of their total

budget.
1.20% +—— 0.40% -
0.35% -
1.00% -
0.30% -
0.80% -
‘2 (o) -
H Outlay 0.25% H Outlay
0.60% - 0.20% -
mSD 0.15% - mSD
0.40% - average average
2013 2013
0.10% -
0.20% -
0.05% -
0.00% - 0.00% -
Environment Housing and
Protection Community

O Pakistan Federal Government is spending 0.09 % of its budget on housing and
community while in 2013 Sweden, Germany and Switzerland spend on average

0.38% of their total budget

6) Conclusion

Instead of developing a long term economic strategy to generate resources and revives sectors
like industry and agriculture the government is relying on short term measures aiming for
stability of the economy instead of sustained economic growth. This is reflected from the 2016-
17 budget objective of a fiscal deficit of 3.8% of GDP, a growth rate of 5.7%°, inadequate

allocations for the development expenditures (comprising on average 20%of the budget

20 pakistan needs to maintain an 8 % growth rate for the next 30 years to meet the needs of its increasing youth
population. Framework of Economic Growth of the Planning Commission 2011
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allocations over the last four years) and increased dependency on foreign and internal loans.

The overall tilt towards regressive taxation started in the late 1990’s is continuing. With the
support of key international multilateral and bilateral financial and development institutions the
“third-best” approach is being applied vigorously in Pakistan. As a result, most of the tax

revenue is generated through indirect taxes and loans.

In the context of Pakistan, political and economic scenario and this regressive tilt might have
been tolerable if the state had managed to raise sufficient revenue and utilized it to improve the

conditions of its poor citizens especially women and children.

The state has failed to deliver on both counts as one hand revenue collection is far below the
potential with the Tax Gap estimated to be around 10% of the GDP and most experts agreeing
that the current tax revenue of Rs4 trillion can be doubled with comprehensive pro poor gender

sensitive reforms.

Not only revenue collection is unsatisfactory but most the revenue collected is being utilized
on expenditure for running of the government, defense, interest on debt or principal debt
repayment with only 20% of the budget for 2016-17 allocated for development expenditure and
essential services like education, health and social security around 4% of the GDP?! despite

recent increases in allocation.

Neither federal government nor provincial governments have taken any pro-active measures to
involve citizens’ in the budget preparation implementation and accountability process which
would enable them to scrutinize public expenditure for efficiency, accountability and

transparency.

On the other side, citizens and their representative bodies have not taken serious and systematic
efforts to engage in this process, offer their services, acquire domain expertise and talk for their
rights. Apart from a few media organizations during the budget enactment phase highlighting
some of the issues, this important activity of government remains largely unchecked. Although
required by law citizen’s budgets are not being prepared no effort has been made to simplify

the federal and provincial budgets in a brief document for common use and advocacy.

21 pakistan Economic Survey 2015-16
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In order to avoid further political, economic and social disarray, Pakistan needs to overhaul and
reform its fiscal, financial management and taxation system. A decentralized, pro poor and
gender sensitive strategy must be employed to enhance the revenues and expenditure on human
and social development. Expenditure allocations and spending should be made effective,
efficient and transparent. The reform process has been underway for some time but requires
increased political will and resolve on part of the government to implement as per letter and

spirit as it is essential for a prosperous, secure and just Pakistan.
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