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This brief was written by Shehryar Nabi1 and 

based on the paper, “An Analytical Review of the 

2016-17 Federal Budget” by Hanid Mukhtar2 

and Anjum Nasim3. The paper can be accessed 

online at the Institute of Development and 

Economic Alternatives’ (IDEAS) website. 4 

 

The 2016-17 Federal Budget of Pakistan, like 

all annual budgets, is perhaps the most 

important policy statement the government 

makes each year because it reveals the 

government’s social, political and economic 

goals and the means through which it intends 

to achieve them.  

According to the official statement on 

Pakistan’s 2016-17 budget presented to the 

National Assembly, the budget’s priorities 

include: 

 Reduction of the fiscal deficit by 

broadening the tax base and taking 

additional measures to raise revenue. 

 

 Acceleration of economic growth. 

 

 Expansion of the social safety net 

through higher budgetary allocations 

for the Benazir Income Support 

Program (BISP). 

The budget’s economic targets: 

 5.7% GDP growth rate 

 

                                                           
1 Communications and Advocacy Coordinator, 
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2 Former Senior Economist, World Bank 
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4 Url: 
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 Pakistan’s 2016-17 budget 

targets higher economic growth, 

a reduced fiscal deficit and 

allocations for infrastructure, 

agriculture, renewable energy 

and the social sector. 

 

 The budget contains similar 

problems that made previous 

budgets unsuccessful, thus 

further undermining its 

effectiveness and credibility. 

 

 The budget continues to provide 

concessions to select sectors of 

the economy, rather than 

support strategies for broad-

based growth. 

 

 Although economic stability has 

been maintained, continued lack 

of reform risks putting Pakistan 

back on the verge of crisis. 

Key Messages 
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 Investment ratio of 21% 

 

 6% inflation 

 

 Fiscal deficit of 3.8% 

 

 Tax-to-GDP ratio of 13.9% 

 

 Foreign exchange reserves of $30 

billion 

The statement identifies areas that will 

receive allocations for economic 

development. These include projects in 

water, energy, infrastructure, transportation, 

human development, rehabilitation of 

internally displaced people, the China-

Pakistan Economic Corridor (CPEC) and the 

development of Gwadar port.   

 

The budget also takes on special initiatives to 

promote exports, revive Pakistan’s 

agriculture sector, encourage investment in 

industry, conserve and promote alternative 

sources of energy, strengthen the financial 

sector and continue the Prime Minister 

Special Schemes for providing student loans, 

youth training, skills development and 

women’s economic empowerment. 

To achieve its goals, the budget lays out a 

strategy based on stronger revenue 

collection, projecting an increase in total 

revenue from 15.1% to 15.8% of GDP. But 

the current strategy outlined in the budget 

makes success unlikely. The 2016-17 budget 

contains the same errors that have troubled 

previous budgets, chief among them being 

the granting of large concessions in the form 

of tax exemptions to specific sectors, 

insufficient attention paid to fostering an 

improved investment climate and unrealistic 

estimates of economic indicators and fiscal 

deficits.  

 

The 2016-17 Budget in 
Context 

 

Over the course of Pakistan’s history, 

budgets have had varying objectives 

including supporting economic growth, 

managing crises and even advancing political 

populism. For the last two decades, budgets 

have been focused on crisis management to 

keep the economy afloat after poor policy 

decisions and domestic and external shocks 

threatened painful recessions.  

 

The 2016-17 budget contains the 
same errors that have troubled 
previous budgets. 
 

The government’s strategy for responding to 

these shocks has been to provide 

concessions in the federal budget for select 

sectors of the economy to spur economic 

growth. But this policy has led to a large and 

growing deficit. To finance these deficits, the 

government borrowed from both the State 

Bank of Pakistan (SBP) and commercial 

banks. Borrowing from commercial banks 

was done at high interest, and it reduced the 

amount those banks could lend to the private 

sector. This led to high inflation, lower 

national savings, pressure on exchange rates, 

unanticipated redistributions of income and 

a flow of resources to less productive 

sectors. To reduce the fiscal deficit and make 

the economy more stable, the government 

has had to seek the assistance of 

International Financial Institutions (IFIs) 

such as the International Monetary Fund 

(IMF).  

 

Large deficits have intensified a budgetary 

policy that is burdened by costs in current 

expenditure (financing debt, defense and 
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civil and military pensions), leaving less 

money available to spend on vital 

development projects. To avoid higher 

deficits and spending cuts, the government’s 

only option is to raise more revenue through 

taxation, but a lack of political will and 

institutional capacity to do so has kept 

development spending much lower than 

comparator countries.  

 

Over the last ten years, the federal budget 

has also suffered from worsening credibility 

for repeatedly missing its own economic 

growth targets and incurring deficits far 

higher than projected (Figure 1). However, 

that gap has narrowed considerably since the 

election of the PML-N government, the 

beginning of the IMF stabilization program in 

2013 and the sharp decline in global oil 

prices.  

 

An important explanation for why the actual 

deficit differs from the budgeted deficit is the 

disparity between federal and provincial 

estimates of provincial balances. While the 

federal government can accurately 

determine how much federal and foreign 

transfers, loans and grants influence 

provincial balances, they are unable to 

calculate good estimates of the tax and non-

tax revenues and development expenditures 

of each province. Because of this discrepancy 

of information, there was, on average, an Rs 

161 billion annual gap between provincial 

and federal estimates of provincial balances 

from Fiscal Year (FY) 2006-07 to FY 2014-

15. 

 

Budgets have been focused on crisis 
management to keep the economy 
afloat after poor policy decisions 
and domestic and external shocks 
threatened painful recessions. 
 

Pakistan’s budgets are also hindered by 

insufficient tax revenue, which has been 

falling as a percentage of GDP since the 

international commodity market crisis began 

(although this percentage as risen since 

2013). A lack of political will to curb tax 

evasion among the highest earners and little 

progress in reforming tax policy and 

administration have made Pakistan one of 

the least taxed countries in the world, with a 

tax-to-GDP ratio of 10%. Revenue shortfalls 

force the government to compensate by 

tightening expenditures.  

 

The 2016-17 Budget 
Strategy 

 

The 2016-17 budget contains several 

anomalies that undermine its credibility.  

 

Most importantly, the estimated fiscal deficit 

of 3.8% relies on provinces generating a 

fiscal surplus of 1.2%. If provinces cannot 

deliver, the government would have to raise 

taxes, cut expenditures or run a higher fiscal 

deficit.  
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Figure 1: Pakistan - Consolidated 
Fiscal Deficit (% of GDP)
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The 2016-17 budget estimates are also hurt 

by the fact that they are based on the 

previous year’s incorrect revised estimates 

meant to improve the government’s initial 

projection of budget targets, as shown in 

Mukhtar and Nasim’s analysis.5  

 

Key budgetary measures include:  

 

Structural Measures 
Reduced customs tariff slabs: The number of 

customs tariff slabs – which impose custom 

duties depending on the kind of good 

imported – has been reduced from five to 

four. This was done by merging slabs that 

impose a 2% and 5% tariff into a new slab 

with a 3% tariff rate, which reduces the cost 

of 2,000 items for industrial imports. 

However, the 5% slab can still be virtually 

retained through shifting some of its tariff 

lines – the product code that specifies an 

item with a distinct tariff rate – to the fifth 

schedule of the Customs Act, which permits 

tariff rates outside of standard slabs. The 

three other slabs set tariff rates of 11%, 16% 

and 20%. But the highest slab of 20% is not 

an upper limit, as the Customs Act includes 

tariff lines with a 35% rate and allows the 

government to impose regulatory duties of 

up to 100% of the value of the goods on top 

of the tariffs imposed by the four slabs.   

Fiscal deficit ceiling targets: A proposed 

amendment to the Fiscal Responsibility and 

Debt Limitation Act (FRDLA) that places a 

ceiling on the fiscal deficit of 4% of GDP from 

FY 2017-18 to 2019-20, after which it will be 

                                                           
5 Mukhtar, Hanid and Nasim, Anjum, “An Analytical 
Review of the 2016/2017 Federal Budget,” p. 9 
6 While an increase in overall pay across the board 
would leave the extent of wage compression 
unchanged; the increase in salary is applied either to 
the base salary or some specific allowance. Officers 

lowered to 3.5%. Public debt will be lowered 

to 60% of GDP in FY 2017-18, and from FY 

2017-18 to 2022-23, debt will decline every 

year by .5%. From FY 2023-24 to 2032-33,  

debt would fall .75% every year until it 

reaches 50%, and from then on, that level of 

public debt will be maintained. While this 

policy is a step in the right direction, it lacks 

an enforcement mechanism and does not 

make important distinctions between federal 

and provincial fiscal operations.  

 

If provinces cannot deliver, the 
government would have to raise 
taxes, cut expenditures or run a 
higher fiscal deficit.  
 

Increased salaries and pensions for 

government employees: Salaries and 

pensions for government employees 

increased by 20%. It is unclear whether the 

fiscal impact of this measure was built into 

the expenditure estimates of the budget or is 

an additional expenditure. If the latter is true, 

is calls the government estimate of fiscal 

deficit into question, although it would likely 

not have a large impact on the federal 

budget. However, it would add significantly 

to provincial expenditure and reduce fiscal 

surplus. The salary increase could also lead to 

the further compression of salary structure, 

which has contributed to the declining 

quality of the Pakistan’s bureaucracy.6 

Finally, salary increases ought to be imposed 

in exchange for civil service reforms, but 

those have not been included in the budget.  

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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Sectoral relief measures 

  

Various cuts in custom duties and 

exemptions from tax payments have been 

announced for specified goods and sectors.7 

The measures favor farming-associated 

sectors including dairy, livestock, poultry and 

agriculture; renewable energy technology 

and the increased activity through the 

Gwadar port. It is important to note that 

exemptions like these can come at a cost to  

overall GDP (Figure 2).   

 

Income tax relief measures: Much of the 

income tax relief measures are extensions or 

adjustments of previous efforts. Noteworthy 

is the reduction of the corporate tax rate to 

31% in 2017, on track for meeting the target 

of reducing corporate tax to 30% in 2018. 

This relief is largely offset by a super tax 

announced in the 2015-16 budget that 

imposes a one-time tax of 4% on income 

earned at banking companies exceeding Rs 

500 million. A 3% tax is imposed on all other 

incomes of companies and persons. The tax 

                                                           
7 For a more detailed list of these measures, see Ibid, 
p. 12.  

was levied to rehabilitate people who were 

displaced by the Zarb-e-Azab counter-

terrorism operation that began in 2014. The 

supertax remains constant for companies, 

associations of persons (AOP) and 

individuals, which results in horizontal 

inequity between different parties with 

different incomes. And although the supertax 

has been officially imposed for the relief of 

internally displaced persons, it is used to 

recoup revenue losses from the falling 

corporate tax rate.     

 

Another income relief measure separates 

property incomes from other incomes 

earned by individuals and AOP. While 

income on property and other incomes ought 

to be treated the same for tax purposes, this 

measure regresses by unnecessarily 

differentiating by source of income.  

 

Capital gains tax measures: The holding 

period before tax on capital gains on 

securities is exempted has increased from 

four to five years, which reneges on the 

maximum holding period announced in the  

2015-16 budget for tax years 2015 and 

2016.   

After an amendment, new capital gains taxes 

on immovable property rates are set at 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 will be based on the FBR-

determined fair market value (FMV) instead 

of the value fixed by the provincial 

authorities for stamp duties. 

Comparatively, the capital gains on securities 

are taxed more steeply than property. 

Capital gains taxes on securities are 15% for 

0

0.5

1

1.5

2

Figure 2: Cost of Tax Exemptions 
(% of GDP)

Income tax GST Custom Duty Total

Source: IMF 
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a holding period up to one year, 12.5% for 

two years and 7.5% for two to five years (the 

rates for non-filers of tax returns are 18%, 

16% and 11% respectively.) This distinction 

between filers and non-filers does not apply 

to immovable property. Again, this is an 

example of the government discriminating 

between sources of incomes that ought to be 

treated the same. Differential taxation would 

create unintended incentives for investors to 

divert investments from the stock market to 

real estate.  

Conclusion  
While the government has failed to take 

crucial economic reforms, it deserves credit 

for preventing fiscal instability. With the help 

of falling global oil prices, the government 

did manage to reduce the fiscal deficit. The 

2016-17 budget reflects both a continuation 

of modest reforms initiated since the PML-N 

government took power in 2013, but it also 

bears all the ambiguities and anomalies that 

continue to undermine its credibility. 

Positive reforms contained in the budget 

suffer from dubious prospects for 

implementation as intended. It is also 

worrisome that the current budget does not 

have the guiding hand and pressure of the 

IMF, which could result in imprudent 

spending to serve the interests of a political 

agenda and a return to a period of high 

deficits and uncertainty. Maintaining fiscal 

discipline and establishing sound economic 

policies will be even more important as the 

government continues to make large 

infrastructure investments, whose returns 

will determine the success of Pakistan’s 

economic growth agenda. 


