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Executive Summary
This report examines the question of public sector investment on children from the fiscal policy
perspective. It is a well-known fact that the social indicators in Pakistan are very low and its
position in Human Development Index (HDI) ranking is lower than several other countries in
South Asia and Africa with comparable or even with lower per capita incomes. This lower than
expected position of Pakistan in terms of social sector performance needs to be analyzed in
detail to chalk out future strategy for enhanced expenditures on this sector.
The revenue side of the fiscal policy of Pakistan is examined in the first part of the
report and it is compared with some other countries in South Asia, East Asia and Africa. It is
found that Pakistan has low tax revenues as compared with several other countries and its nontax revenue is particularly lower than others such as India. The taxation system is then
discussed in detail and the loopholes and inefficiencies in the tax collection system are
highlighted. Similarly, the lower revenues from non-tax sources are also analyzed and the
wastages in the system are figured out.
The expenditure side of the fiscal policy of Pakistan is examined from the social sector
perspective, particularly for health and education sectors. It is found that Pakistan makes lesser
allocations as a percentage of GDP for education and health sectors compared to many other
countries that are poorer than Pakistan such as Ethiopia and Nepal. As the younger population
in Pakistan is quite significant, almost 48% of the total population, the per-child expenditure on
health and education in Pakistan is very low. These lower investments in Pakistan have very
serious implications in terms of key social indicators of child welfare in the country.
Apart from health and education, some additional programs of the government for child
welfare and protection are also summarized. Moreover, the issues pertaining to transparency,
governance and efficiency of social service delivery in Pakistan are also highlighted. The report
recommends additional allocations to be made for the vital sectors of health, education and
social welfare of the children of this country to ensure that we make necessary supplies of
essential public goods for our children.

Taxation and Investment on Children in Pakistan
Section 1: Introduction and Background
1.1 Introduction
Fiscal policy is one of the most effective tools by which the governments are able to
affect the allocation of resources and altering the outcomes of various socioeconomic activities.
The fiscal policy affects the life of every citizen directly or indirectly and in a positive or in a
negative manner.
The fiscal policy, inter alia, describes the sources of revenue for the government and the
way these resources would be spent by the government in order to achieve various policy
objectives. The annual budgets, as a key instrument of fiscal policy, are the estimates of
incomes and expenditures of the government for the next year. The major sources of revenues
for the governments are the direct and indirect taxes (income tax, corporate taxes, duties, etc.)
and the non-tax receipts.
The governments’ ability to spend for various public goods and services depends on the
available revenues obtained through all possible sources. If the resources available are limited,
the allocations/expenditures on important sectors are seriously curtailed thereby lowering the
outcomes in those sectors than the level desired.
1.2 The Rationale of Public Spending on Social Sector
Public expenditure on certain types of social services is essential to bring about a
meaningful and socially desirable change in the society. Unless and until this spending is made,
the social outcomes are generally low and often negative. Among several other social services
where public financing is considered essential, health and education are among the top most
priorities.
There are several set of arguments to support the above viewpoint of the need of public
financing in health and education. The economic reasoning is that both of these services have
strong (positive) externalities and given these (positive) externalities, the private expenditure
on these services will always be sub-optimal from the societal point of view. From the angle of
social justice and morality, these public investments on health and education are a means of redistribution of resources and assets and reducing poverty and inequality in the society.
Moreover, the political dynamics in several countries also require the governments to make
investments in these sectors to create and maintain a softer image of the government or the
party that holds the power in a country.
As the investments on health and education is a key driver for overall socioeconomic
growth of any society, the development organizations around the world urge the national

governments of developing countries to make significant investments in these sectors to
reduce poverty, enhance possibilities of participatory growth and to make the world a better
place for everyone. International commitments like MDGs and EFA are part of this broader
multilateral development agenda which is generally agreed upon and commonly pursued by
everyone.
1.3 Brief Overview of Pakistan
Pakistan is a country with extremely low social indicators, a position which is not
commensurate with its income per capita and the growth rate experienced by it in the past. For
example, Pakistan’s ranking in HDI was 146 in the world in 2014although its relative position in
terms of GDP per capita (PPP) was 135.1Pakistan had the second highest number of out of
school children in 2011 in the world, only after Nigeria.2 Moreover, there was strong disparity
for primary school enrollment of girls in the country, a factor not experienced by girls of any
other region in the world. Similarly, the key health related indicators in Pakistan also show a
similar problem.
Several thinkers have attributed Pakistan’s inability to raise the socioeconomic lives of
the masses as a case study for “growth without development”3 and an example of a “failed
state.”When the social sector is of low priority for a State, it is generally observed that the
already meager allocated resources are highly skewed in favor of dominant groups and classes.
The weak, vulnerable and marginalized communities/groups are further sidelined in this
process. Children,4 which generally constitute a significant proportion of the population of
several countries, are not given due priority while allocating public resources for various
socioeconomic groups. The low preference of investment on children has serious implications
in terms of their health and education and for the future of the country. Pakistan is facing this
type of situation where not only the social services are accorded lower preference in allocating
public resources but also the share of children in this social allocation is relatively weak and
poorly defined.
Given the low social outcomes for children in Pakistan and its relatively weak position
among other comparable countries, the social dimensions of Pakistan’s fiscal policy need to be
examined closely to identify the supply gaps in the social service delivery and to make
recommendations to improve key social indicators for children in the country.
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‘International Human Development Indicators’, UNDP, 2013. Accessed on June 15, 2014 through website
https://data.undp.org/dataset/GDP-per-capita-2005-PPP-/navj-mda7
2
‘Education For All Global Monitoring Report’, UNESCO, 2013-14.
3
Easterly, William; ‘The Political Economy of Growth without Development: A case study of Pakistan’, World Bank,
2001.
4
‘Children’ refer to all the children up to age 18.

1.4 Objective of the Study
The objective of this study is to examine the fiscal policy of Pakistan from the child rights
perspective and to make suggestions for improved allocations and better management of
public resources for more transparent service delivery for the children in Pakistan.
Accordingly, the study will examine the following dimensions of fiscal policy with
reference to poor social outcomes for children in Pakistan as compared with other countries in
the region:
(i)
(ii)

The sources of revenue of the Government of Pakistan
The resource allocation for the social sector

1.5 Methodology
This study is primarily a desk review using secondary sources. The documents pertaining
to key social indicators in Pakistan, fiscal operations in the country and the revenue sources are
examined to ascertain the structure of revenues and expenditures. Structured interviews with
key experts were also undertaken wherever needed.
The study employs relevant data of other countries in the region (South Asia, East Asia
and Africa) to examine Pakistan’s relative position against each indicator and its policy
preferences as compared with these countries. The countries in South Asia used for this
comparative analysis are Bangladesh, India, Nepal and Sri Lanka; in East Asia, Philippines and
Malaysia are included in the comparison and Ethiopia, Ghana and Kenya are used to draw a
comparison with countries of sub-Saharan Africa. These comparisons are essential because the
social outcomes of a particular fiscal policy can be examined only when a different outcome is
available for comparison given the similar fiscal space that was available.
1.6 Scheme of the Study
The rest of the report is divided into three sections. Next section examines the sources
of revenues in Pakistan as compared with other countries. This section is further subdivided
into tax resources and non-tax resources. Section 3 looks into the expenditure side of the fiscal
policy of Pakistan and other countries in the region. Thereafter, a brief of various public social
services for children is given. Conclusion is given in the last section.
Section 2: Tax and Non-Tax Revenues
Like in many other developing countries, the collection of revenue has been the most serious
challenge of public finance in Pakistan. The poor revenue collection has seriously hampered
appropriate resource allocations for the development needs of the country (compared with
other comparable countries) which has further magnified development challenges faced by the
weaker and marginalized groups in Pakistan. This section will analyze the issue of revenue
receipts in Pakistan in comparison with some other countries i.e. Bangladesh, India, Nepal and

Sri Lanka in South Asia; Philippines and Malaysia in East Asia; and Ethiopia, Ghana and Kenya in
Africa.
2.1 Tax Revenues in Pakistan
2.1.1 Functions of Taxation
Effective and dynamic tax administration system is essential for smooth functioning of
the government. Without an appropriate taxation system, no government can function.
Taxation has several functions to play in the economy and governance. For example:
(a) It is a major source of revenue for the government. Every government needs
resources to discharge its obligations and to perform its mandated functions and the
tax revenues provide the essential resource base for the governments to undertake
their assigned functions
(b) Taxes are a major tool of fiscal policy of a government. Taxes and subsidies imposed
by the government alter the incentives of the economic agents and distort the
prices. These distortions affect the decisions of the economic agents towards a
desirable social and/or political objective
(c) Taxation is an important instrument of social policy and economic equity in every
country. These objectives are achieved by taxing the higher income groups in a
society and redistributing the resources to the poor and deprived sections of the
society.
2.1.2 Tax Collection in Pakistan
The tax to GDP ratio in Pakistan has been around 10% for the last decade. This ratio has
been stagnant or even declining during the last couple of decades which shows that the ability
of the concerned authorities to collect taxes has been declining despite the fact the Federal
Board of Revenue undertook major reforms initiatives through World Bank assisted ‘Tax
Administration Reforms Project’ during 2005-2012.
If we compare the tax collection in Pakistan with some other countries particularly in
South Asia, it is unfortunate to note that in 2010, Pakistan had lower tax to GDP ratio than
countries like Sri Lanka, Nepal and Philippines. Only Bangladesh and Ethiopia, in this selection of
countries were collecting lower tax as a percentage of GDP than Pakistan. It is also interesting
to note that Pakistan’s tax to GDP ratio was equal to that of India. However, it is unfortunate to
note that Pakistan’s ability to collect taxes has shown a decline or stagnation during the last
decade because the tax to GDP ratio has never exceeded the 10.3% level achieved in 2002.

Tax to GDP Ratio in Selected Countries
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2.1.3 Taxation System in Pakistan
Pakistan has a multi-tiered tax collection system as the federal government, provincial
governments, and the local governments can impose and levy various types of taxes and duties.
A detailed distribution of federal and provincial taxes is briefly given below:
Federal and Provincial Taxes in Pakistan
Federal Taxes
Income Tax
General Sales Tax on Goods
Customs Duty
Excise Duty

Provincial Taxes
General Sales Tax on Services
Motor Vehicle Tax
Stamp Duty
Property Tax

Tax
Management in
Pakistan

Provincial Taxes

Federal Taxes

District Taxes

Agriculture
Income Tax

Capital Value Tax

Income Tax

Sales Tax

Entertainment
tax

Transfer of
immovable
property

Motor Vehicle
Tax

Land Tax

Federal Excise
Duty

Custom Duty

Market fee

Parking fee

Property tax

Cess

Petroleum Levy

Fee on approval
of building plan

Water supply
and drainage

Sale of animal

Adver sement
fee

Excise (Hotel,
Cinema etc)

Source: Economic Survey of Pakistan, 2013, District Government Budget Rules, 2003
Sources of revenue for district government in the above illustration are not exhaustive. Only
major sources of revenues are given here. However, it must be noted that total share of a
typical district government’s Own Source Revenue (OSR) is around 2%. The rest of 98% budget
comes from Provincial Finance Commission.
The major sources of federal tax revenue are the Income Tax, General Sales Tax on Goods and
the Customs Duty. The provinces can collect General Sales Tax on Services, Stamp Duty,
Property Tax, Motor Vehicle Tax and professional taxes.
Taxes in Pakistan are mainly collected by the Federal Government, largely through
Federal Board of Revenue. The federal government collects 95% of the total tax revenue in
Pakistan whereas the provincial governments collect only 5% of the tax revenue.5This shows
that the major challenge in tax collection remains with the provincial governments. The urge
and the need for the provincial governments is low as the transfers from the federal
5

Draft Study: Reforming Tax System in Pakistan’, Sustainable Development Policy Institute, 2013.

government to the provinces under NFC are the major source of provincial finances. There are
other political factors which affect the provincial governments’ ability to collect taxes. For
example, tax on agriculture is a provincial subject but the provinces have been unable to raise
the revenues through taxation on agriculture as is evidenced from the fact that while
agriculture is around 21% of the total income in Pakistan, the share of agriculture sector is
hardly 1% of the total tax revenue. Moreover, General Sales Tax is a provincial subject but it is
collected by the Federal Board of Revenue. It may further be added that the provincial own tax
revenue share in the total provincial financing has been decreasing from 9.3% in 2000 to 7.4%
in 2010 showing that the provincial governments have not exerted serious efforts to improve
their tax revenues.6 Another area which needs serious efforts by the provincial governments is
collection of taxes from on the services sector which makes up more than half of the total
economy but its share in the tax revenues is negligible. Particularly important is the wholesale
and retails sub-sector which makes up one-third of the services sector.
Another striking feature of Pakistan’s tax structure is that the indirect taxes comprise
two-thirds of the total tax collection. Despite its regressive nature, its adverse impacts on the
income distribution and distorting the economic incentives, the indirect taxes are the main
source of tax revenue in Pakistan because its’ collection is easy and predictable. Even for the
direct taxes, like the Income Tax, around 60% was collected at source and another 28% was
collected through voluntary payments in 2011-12. Around 40% of the total tax revenue is
collected at the ports and 25% of the taxes are collected on petroleum products alone. These
aspects of the taxation structure of Pakistan clearly indicate very little tax effort undertaken by
tax collecting authorities in Pakistan.
Apart from the poor taxation structure and tax collection mechanism, the tax
expenditure in Pakistan is also high. Tax expenditure is the amount of revenue lost due to
various concessions, exemptions and special treatments accorded to selected
individuals/firms/businesses etc., which otherwise should have been collected under the
normal tax regime. It is estimated that the tax expenditure in Pakistan is more than 20% of the
tax revenues.

Civil Society Organizations’ (CSOs) Role in Increasing Tax Revenue Collection in
Pakistan:
If we carefully look at the reasons behind low tax revenue generation in Pakistan, we would find that the
State alone is not responsible for the phenomenon; rather, there are two sides of the problem. The first
obviously relates to the ineffective policies and inefficient implementation on part of the government.
The other relates to a low understanding on part of the common people and civil society at large
6

IjazHussain and SumbalRana, ‘A Comparison of Fiscal Effort by Provincial Governments in Pakistan’, downloaded
on 3-07-2014 from http://pide.org.pk/psde/pdf/agm26/day2/Ijaz%20Hussain.pdf

regarding the importance of paying taxes. On top of these are the ambiguous and confusing regulatory
hindrances that have made tax-filing a cumbersome process in the country. This is made worse by a tax
collecting system that is non-transparent and unaccountable. In the given scenario, following are some
of the roles that civil society organizations can play to enhance the tax revenue collection in Pakistan.
Help to promote accountable and effective governance system:
Significantly a large number of potential tax-payers in Pakistan do not file their tax returns assuming that
the money paid in taxes will not be utilized for the projects and services that are intended at larger
public welfare – rather, it will end up in to financing lavish spending on personal luxuries of the
politicians. (The below mentioned chart shows the reasons why people avoid paying taxes)7
Declining Real Incomes
Corruption in Tax
Administration
Lack of trust regarding
tax utilization
Cumbersome tax filing
process
Others

This assumption of theirs is validated when they see the living styles of their political leaders and heads
of the political parties who virtually pay nothing in the name of taxes. The CSOs can encourage tax
payments by educating the masses to hold their political leaders accountable at all levels and on all
three fronts of paying taxes themselves, spending these monies responsibly, and in welcoming thirdparty monitoring and auditing of the public projects if the people desire for it.
Mobilizing grass-root communities and relevant stakeholders:
Another important role that the CSOs can play is to mobilize the communities and increase their
awareness on the importance of paying taxes and on the potential losses to the collective economy that
are caused by an empty kitty of the State. They should also be made aware of the ceilings and floors of
tax limits so that they may be able to launch complaints to the public authorities in case traders,
businessmen, and other wealthy members of the society do not pay taxes according to their living styles
and magnitude of business. The more the stakeholder involved in tax-accountability, the lesser will be
the chances for anyone including government officials to avoid tax submission or misquote their
earnings. Spreading awareness and raising the public’s capacity to understand tax issues is a complex,

7

Please see, for example, Tax Reforms in Pakistan, published by the Sustainable Development Policy Institute

slow, and long term process. But for working as a collective conscience of the society, it is responsibility
of the CSOs to take up the job.
Monitoring Government Policies and Practices:
Sometimes, despite having sound tax collection policies, the government does not implement them in
letter and spirit or in many cases, their selective implementation is observed. In such a situation, the
CSOs can highlight the anomalies in policy implementation and can create social pressure on the
government to ensure transparency and fair play for all. An effective and across-the-board policy
implementation can be ensured through promoting uniformity of such policies. The less uniformed such
policies, the more loopholes for the corrupt and tax evading individuals and companies.
Promoting local ownership and social mobilization:
The society at large is also encouraged to pay taxes when they have firsthand experience of seeing their
collective money coming back to facilitate them through implementation of public projects. The CSOs
can promote tax submission through inculcating a sense of ownership among the local communities.
The more they will own the projects that promote their welfare, the more they will be willing finance
such projects through filing tax returns.
Building coalitions and networks for greater civil society coordination and impact:
Finally, the CSOs cannot effectively promote awareness among masses on paying taxes, nor can they
compel the government to opt for fair, transparent, and uniform tax collection practices unless
coalitions and networks for greater coordination, voice, and collective pressure are built. A network of
civil society organizations aimed at promoting tax reforms and across-the-board implementation of tax
policies will be more visible, carry more credibility, and enjoy greater media coverage which is essential
for spreading awareness among the masses.

2.2 Non-Tax Revenues
It may be noted that the difference in tax to GDP ratio of Pakistan and its neighboring
countries in South Asia was not very large. However, the problem with Pakistan was not only its
low tax collection; it was coupled with the additional problem of low non-tax revenues
collected by the government.

Tax and Non-Tax Revenues in Selected Countries
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Data Source: World Development Indicators, World Bank, online tables accessed on 26-062014, and IMF World Economic Outlook Database 2014.
The table above describes the total revenues available as a percentage to GDP with the
governments of selected countries in 2010 as compared with the tax and non-tax revenues
collected by these governments. It is again unfortunate to note that the revenue to GDP ratio in
Pakistan was among the lowest in this group of countries. It is quite evident that the poor
resource availability for public expenditure in Pakistan results not only from low tax collection
but also from lower non-tax revenues as compared with other countries. For example in 2010,
both Pakistan and India collected around 10% of their respective GDPs as taxes. India however
collected an additional 8.8% of the GDP as non-tax revenue whereas Pakistan could receive only
half of that amount as non-tax revenue (4.3%).
Non-tax revenues are an important source of income for every government. It
comprises of several sources which generate revenue for the governments like fees, fines or
penalties, surplus/loss from public enterprises, grants and gifts, etc. The non-tax revenue base
in Pakistan is narrow and includes several public sector enterprises which need continuous
financial support for their operations. The table below shows the major non-tax revenue
sources of Pakistan, wherein State Bank of Pakistan profits made up around half of the total
non-tax revenues in 2009-10.
As the table below explains, revenues or profits generated by Pakistan Postal Services in
year 2009-10 was PKR 30 million (understandably, spread of internet, ubiquitous cellular
technology, and emergence of private courier services that are far more reliable, quick, and
efficient is taking a toll on the profits generated by the national postal service, and thus, they
are declining with an increasing rate in every passing year). Similarly, interests and dividends on

government’s investments make a respective figure of 10,532 million and 52,791 million. Amid
rapid promotion of privatization, revenues under the two heads are also declining over the
years.
State Bank of Pakistan (SBP), for the scale and magnitude of its function and business,
understandably tops the list of revenue earning bodies for the Government of Pakistan; In the
reported year too (2009-10), it added about 233,000 million rupees into the State kitty.
Earnings made by SBP are closely followed by the revenues generated by Pakistan’s defense
industry. A State enterprise, Pakistan’s defense industry enjoys a great demand of its arms and
ammunition within the SAARC region, Middle East, and in many other countries around the
world. During the financial year 2009-10, amid its sales and profits, it emerged as one of the top
most revenue generation entity by adding 115,585 million rupees to the exchequer.
Other important profit making entities for the Government of Pakistan, as mentioned in
the table below, include development surcharges on gas, and oil and gas royalty that it receives
from national and international mining firms working in Pakistan. The revenue head “others”
explains the monies generated through fines, penalties, and fees against various State provided
services.

Non-Tax Revenue 2009-10

(In millions of Pakistan Rupees)

Revenue generating organizations and depts. PKR
USD
Profits (Post Office Dept./PTA)
30mn
0.3 mn
Interest (PSEs and others)
10,532mn
105.32 mn
Dividends
52,791mn
527.91 mn
SBP Profit
233,000mn
2330 mn
Defense
115,585mn
1155.85 mn
Citizenship, Naturalization, Passport Fees
9,654mn
96.54 mn
Development Surcharges on Gas
25,908mn
259.08 mn
Discount Retained on crude oil
12,495mn
124.95 mn
Royalty on Oil/Gas
33,014mn
330.14 mn
Others
112,335mn
1123.35 mn
Source: Summary of Consolidated Federal and Provincial Fiscal Operations, 2009-10, Ministry of
Finance, Government of Pakistan website.
An analysis of the tax statistics in Pakistan shows that tax spread is erratic. Agriculture and
Services contribute 21% and 53% respectively to the GDP, but their combined contribution to
tax revenues is a paltry 10% of the total taxes. Petroleum sector alone is contributing around
27% of the total tax revenues with telecom, tobacco, auto and auto parts and edible oil sectors
as the other major revenue spinners. This unequal spread needs to be balanced by an equitable

distribution of taxes in different sectors of economy.
A two pronged approach needs to be adopted to explore the potential revenue avenues which
are either out of net or availing undue concessions i.e. tap new sources and plug the leakages.
The former is a policy issue whereas the latter relates to effective implementation. This
approach then needs to be followed in various economic sectors with agriculture and services
as the main priority areas.
The agriculture sector is taking advantage of the lack of political will to tax the sector. The
successive governments have shown a lack of political will to tax agriculture income due to
strong political resistance by the agriculturists lobby which has a strong representation in the
political corridors of the country. Surprisingly, provinces have legislations on agriculture taxes
but the implementation has been very weak. A simple theory needs to be propagated that any
one who earns beyond a certain threshold of money in a year needs to be taxed irrespective of
his source of earning. This not only makes the idea simple rather will also help allay the fears of
small farmers. A soft start with a lower rate of taxation or fixing higher income thresholds for
tax needs to be introduced in the initial phase to avoid resistance.
On the other hand in the services sector, wholesale, retail and transport are the sub-sectors
which account for 20% of the GDP but are still out of the tax net. This is due to lack of effective
implementation which is partly because of the lack of political will of the government due to its
political compulsions and partly due to the lack of capacity of the tax machinery to determine
the actual potential of the individuals working in these sectors. So, to exploit the full potential
of taxes, the government needs to give full backing to the tax drive with no interference in the
form of concessions or exemptions and the tax machinery needs to be fully equipped with the
data and understanding of the business processes to bring them in the tax net.

Some Recommendations for Broadening Tax Base
The current tax collection system is marred by a number of policy, administrative, and
regulatory issues. Unless these issues are done away with amicably, the tax collections are
expected to remain low. In this regard, following are some of the suggestions that may help in
reforming the tax structure in Pakistan and help the government increase its revenue
collections significantly.
Bring the agricultural income under tax net:

Despite contributing 21% into Pakistan’s GDP, agriculture sector’s percentage in total collected
tax is only 1%.8. The current system of taxing agriculture is based on land based income and
thus it is inherently inefficient and creates inequality and distortion in the economy. The
8
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provincial governments collect agriculture taxes through district revenue departments that are
run by patwaris at the micro level. According to various research studies conducted by
Transparency International and other governance institutions, amid the corrupt practices of
patwaris, district revenue departments in Pakistan are among the top most corrupt State
institutions in the country. For being poorly trained, poorly paid, and given enormous powers to
play with land rights of the masses, the patwaris are not only unable to collect the due taxes,
but whatever amount is collected; a large part is siphoned off before it reaches the national
kitty. Moreover, there is no incentive for local governments to collect and utilize the
agricultural tax thus they make no effort in increasing its collections. Some of the specific
suggestions that may help in increasing agriculture revenue include:








The land revenue rates need to be revised. Despite many fold increase in price of
agricultural land and agricultural products, the land revenue rates range between PKR
100 to 300 per acre. This needs to be changed (at least for the large scale land holders)
with the current rate of crop prices, the government can easily increases these rates
around 5 to 10 times.
Pakistan lacks a rigorous system of auditing agriculture taxes and despite the lack of a
formal auditing mechanism, the current magnitude of corruption in local revenue
departments becomes inevitable. Thus, not only an efficient and rigorous tax audit
system needs to be imposed but also the penalty on failing to file tax returns on
agricultural land needs to be increased from a meager PKR 1,000 to at least 100,000.
The agricultural tax collection needs to be incentivized at local level. This can be done
through giving incentives to the respective districts – if they achieve a certain target in
agricultural tax collection, they may be allowed to keep a portion of the monies received
and may be able to utilize it for the promotion of agricultural infrastructure at grassroots level.
The district administrations in-charge of collecting agriculture tax needs to be trained on
employing the latest technology and modern methods of collecting taxes. The lack of
clarity in annual tax targets, unaccountability, and employing obsolete methods of tax
collection causes a huge loss to the national kitty which is totally avoidable with some
planning, training, and modernization.

Corporate taxes should be lowered to the regional average:

One of the main reasons why corporate and business sectors underpay their taxes or avoid
paying it altogether is the higher rate of corporate taxes in the country. Pakistan is a small
economy where businesses usually do not have enough profits to afford a hefty tax rate of 34%
(corporate tax in United States of America is 33%). Thus, in order to maximize tax returns, the
government needs to gradually lower the corporate tax rates and bring them down to the
regional average of 23%: Doing so will encourage more and more companies to opt for paying
taxes and become a part of the formal economy.

Make tax collection, more transparent through reducing exemptions, controlling preferential
treatment, and promoting uniformity in tax rates:

Pakistan provides tax exemptions to many groups and individuals (for example military
personnel).Moreover, depending upon the strength of their lobby, certain sectors, such as
textiles can also get preferential treatments on paying their taxes. Such practices undoubtedly
discourage the tax paying sectors, organizations, groups, and individuals. Thus, all kinds of
preferential treatments, concessions, tax credits, and zero rate income brackets, and special
provisions should be removed to bring in uniformity in the tax collection system.
Custom duties should be rationalized:

Marred by the issues and problems that are generally faced by the overall tax collecting system, the
custom tax collection system is also fraught with exemptions and complicated tax codes with no clear
understanding and is subject to distorted explanations of the custom officials. On top of these issues are
the discriminatory practices. A distorted and inefficient custom system badly affects commercial
importers and small business owners as they usually do not have the financial muscle to go through the
rigorous and time consuming processes of obtaining concessions. Some specific suggestions that can
help reform the malpractices in custom collection in Pakistan are given below:







Legislative errors like unclear tariff code headings should be either removed or corrected
The text that explains custom duties is rather complex and unclear, this needs to be simplified
Quotas and conditions should be removed to promote a fair play for everyone
Adherence to statutory tariffs should be mandatory
Statutory Regulatory Orders (SRO) other than those that relate to trade agreements should be
completely removed
Through enhancing greater monitoring and vigilance, issues of under-invoicing should be
controlled. This may also be done through creating a system of minimum import price for
certain commodities whose price should be subject to revision after a specific period.

A broadbased value added tax system should replace the general sales tax regime:

For uniformity of sales taxes, the existing general sales taxes should be replaced by a more
comprehensive value added tax (VAT) system. Though after passage of the 18thConstitutional
Amendment, implementation of GST is more of a provincial matter and a VAT proposal may be
difficult to come along but they will allow inclusion of services like credit cards, security
services, consultancy fees, air travel and accounting and auditing under the tax net.
Wealth tax should be revived:

Wealth tax was abolished in Pakistan back in 2000 – though an objectionable move, doing so
had got all-out support from wealthy politicians and the corporate business class. Now, it has

been made a provincial matter after the 18thAmendment. In order to increase the federal tax
revenue, revival of wealth tax can make a considerable contribution.
Taxes should be imposed on capital gains, stock exchange and property:

Though capital gains, stock exchange and properties are already under the tax net but given the
meager revenue they generate against the huge potential, these taxes should be analyzed
carefully. Particularly, the capital gains tax should be revised. Given the profit margin generated
through capital gains, the government should be receiving at least 10% tax on them.
The above mentioned measures need to be implemented in letter and spirit to establish an
effective and efficient taxation system in Pakistan. This will certainly give a boost to the revenue
collection to offset the scarcity of resources.
Section 3: Resource Allocation and Efficiency in the Social Sector
3.1 Resource Allocations for Health and Education
The federal and provincial governments of Pakistan are under constitutional and legal
obligation to take steps for the overall welfare of the citizens of Pakistan, particularly for the
protection of the mother and the child (Article 35), to promote with special care the
educational and economic interests of the backward classes or areas (Article 37), and to provide
educational and medical services to all the citizens who are unable to earn their livelihood
(Article 38). Moreover, under Article 25A, inserted through the 18th Constitutional Amendment,
the State is responsible to provide free and compulsory education to all the children of age 5 to
16.
Moreover, the Government of Pakistan is also signatory to several international
conventions and declarations including the UNCRC, MDGs and EFA, whereby the government
has committed to take steps to achieve certain milestones on several key social indicators of
health, education and poverty.
This section will examine how much the Government of Pakistan allocates for the
promotion of social services in the country in pursuance of its constitutional, legal and
international commitments and what is the possible correlation between low public spending
and poor social outcomes in the country.
The table below shows that Pakistan is consistently spending less than even 1% of the
GDP on health. This extremely low spending in health sector speaks of the low priority accorded
to social development in Pakistan as compared with several other countries in this region or
elsewhere in the world. The public spending on health as a share of GDP in Bangladesh was 1.5
to 2 times than that in Pakistan during 2000-2010. The shares of health expenditure in
countries like Ghana, Kenya and Ethiopia were 3 to 4 times that of Pakistan during this time. It

further needs to be noted with concern that the share of public health expenditure in GDP is
almost stagnant in Pakistan and has not shown any significant improvement during the period
under discussion.
Even in the case of education sector, the public sector spending in Pakistan was the
lowest in this group of countries in 2000 and remained one of the lowest throughout the
decade ending 2010. The Education Policy 2009 of the Government of Pakistan envisages that
the allocations to the education sector must increase to 5% of the GDP by 2010 and may
further be increased to 7% of the GDP by 2015. However, none of these plans and
commitments could materialize as education was never a priority sector in public planning. The
large scale institutional transformation, in the wake of 18 th Constitutional Amendment and the
subsequent abolishment of the federal ministries of health and of education, further
complicated the situation as the federal government seemed reluctant to take major initiatives
in these sectors thinking that both education and health are provincial subjects and the
provinces have exclusive jurisdiction (may be read as “responsibility”) to legislate and provide
essential services in these sectors.
Expenditure as a Percentage of GDP in 2000/2010 (or most recent available)
Health
Country
Expenditure
Bangladesh
1.1/1.2
Ethiopia
2.3/2.6
Ghana
3/3.1
India
1.3/1.2
Kenya
1.9/2.1
Malaysia
1.7/2.4
Nepal
1.3/1.8
Pakistan
0.6/0.8
Philippines
1.6/1.3
Sri Lanka
1.8/1.3
Source: Human Development Report, 2013. UNDP

Education
Expenditure
2.4/2.2
3.9/4.7
NA/5.5
4.4/3.1
5.2/6.7
6/5.8
3/4.7
1.8/2.4
3.3/2.7

Another additional problem with resource allocations and development planning in
Pakistan vis-à-vis children is that there are not any separate budgetary allocation lines or
accounting parts for children. While children (18 years and below) comprise around 48% of the
total population of Pakistan, it is noted that only 6% of the total public expenditure is spent for
child-specific purposes which mainly include education, health programs and social welfare

programs. As a share of GDP, the children related public expenditure was only 0.48% in 201011, 0.6% in 2011-12 and 0.77% in 2012-13 in Pakistan.9
The extremely low social sector spending in Pakistan and further lower share of this
expenditure on children leads to a situation where children in Pakistan are among the most
deprived, malnourished and marginalized groups in the world. For example, in the health
sector, Pakistan is one of the three countries in the world which does not have complete polio
vaccination coverage yet. The infant mortality rate in Pakistan in 2010 was higher than even
that in Ethiopia. Similarly the under-5 mortality rate in Pakistan was highest in the region at a
level almost double that of Bangladesh. The immunization coverage in Pakistan was
comparable with only that of Ethiopia in the selected group of countries.
Key Health Indicators in Selected Countries
Immunization
Coverage

Underweight
Children

Country
DPT/Measles
Percentage under 5
Bangladesh
98/94
41
Ethiopia
90/81
33.2
Ghana
96/93
13.9
India
83/74
42.5
Kenya
93/86
16.1
Malaysia
98/96
12.9
Nepal
93/85
38.6
Pakistan
90/86
31.3
Philippines
89/88
21.6
Sri Lanka
99/99
21.1
Source: Human Development Report, 2013. UNDP

Mortality Rate
Infant
(Per
1000)
38
68
50
48
55
5
41
70
23
14

Mortality Rate
Under 5 (Per
1000)
48
106
74
63
85
6
50
87
29
17

A similar pathetic situation emerges when we look at the education outcomes of
children in Pakistan. The primary Adjusted Net Enrollment Ratio (ANER) for 2011 in Pakistan
was the lowest in this selection of countries. Same is the case when we look at the survival rate
in primary schools in Pakistan, the GER for the secondary education and the Gender Parity
Index (GPI) for primary ANER. On almost all key education indicators, related with MDGs and
key EFA 2 targets, Pakistan’s position was even lower than several countries in sub-Saharan
Africa such as Ethiopia. In 2011, Pakistan had the second highest number of primary age-group
out of school children in the world, only after Nigeria. Similarly, Pakistan’s Gender Parity
Index(GPI) was showing acute discrimination against girls at the primary school level and was
9
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one of the lowest in the world. If we add reports about the poor quality of educational
outcomes in the country, it can be easily concluded that children in Pakistan particularly from
the lower income strata, suffer from serious challenges both in terms of access and of quality of
education.
Keeping in view its relatively weak progress and low level of key indicators, Pakistan is
likely to miss most of the MDGs targets related to health and education with a wide margin.
This entails additional challenges for the country as it will enter thepost-2015 development
period with an unfinished agenda putting the country at serious risk of missing out the next
development targets again if serious efforts are not put in place to significantly enhance
allocations for and make effective use of resources for the children of this country.
Although, the Government of Pakistan is under constitutional and legal obligation to
provide free and compulsory education to all the children of 5 to 16 years of age, there is lack
of serious efforts to achieve this objective in near future.
Key Education Indicators of Selected Countries
GPI for Primary Primary
Country
Primary ANER
ANER
Rate
Bangladesh
94
1.05
66
Ethiopia
81
0.94
41
Ghana
84
1.01
72
India
92
0.99
NA
Kenya
83
1.01
NA
Malaysia
NA
NA
99
Nepal
90
0.99
NA
Pakistan
74
0.82
52
Philippines
88
1.02
99
Sri Lanka
94
1.01
97
Source: Global Monitoring Report, 2012 and 2013/14. UNESCO

Survival
GER Secondary
52
38
59
63
60
69
66
35
97
102

3.2Other Programs/Institutions Working for the Welfare of Children:
Benazir Income Support Program (BISP) has started a conditional cash transfer program
by the name of Waseela-e-Taleem Program, a co-responsibility cash transfer program.
According to this Program, the beneficiary families of BISP are selected through a Poverty Score
Card. Under this Program, each beneficiary family of BISP will be given an additional PKR 200
per month per child for up to 3 children, if the family gets its child(ren) enrolled and retains
them in school. These cash transfers are made on a quarterly basis on
confirmations/verifications that the child is actually attending the school.

The program is initially launched in 20 selected districts and will be expanded to other
areas of the country with financial support from World Bank and DfID. Around 3 million
children are targeted to be supported under this program by 2015-16.
Pakistan Bait-ul-Mal has initiated establishing Pakistan Sweet Homes: Residential
facilities for the orphan children (4-6 years of ages). 25 Sweet Homes have been established by
PBM so far with around 100 children are in each Sweet Home. Moreover, PBM also has the
credit of initiating the first Child Support Program of Conditional Cash Transfer through which
each beneficiary family is entitled to receive cash support of PKR 300/month for the first child
and PKR 600/month for two or more children, for enrolling and retaining their children in
school. The programe was initiated in 2005 which is still in progress in some of the most
backward districts in the country.
A National Commission for Child Welfare and Development is established at the center
and its counterparts established at provincial levels. The objective of the Commission is to
protect the child from challenging circumstances and promote the rights of children in the
country in pursuance of the United Nation Convention on the Rights of the Child (UNCRC). The
Commission has taken steps to strengthen the legal rights of the children in the country and to
provide institutional support for the children in crisis.
The provincial governments of Punjab, Sindh, Khyber Pakhtunkhwa and Balochistan
have also established various departments for the welfare of children. Apart from the health
and education departments in each province, the Social Welfare Departments in the four
provinces generally deal with matters pertaining to child welfare like establishing and operating
orphanages, taking steps for the protection of the rights of the child at the provincial level and
the issues pertaining to morals and overall welfare initiatives for various social groups.
3.3Effectiveness and Efficiency of Social Sector Spending
When the affairs of the State are not managed in a transparent, accountable and
efficient manner, the allocated resources for various purposes are unable to achieve the
desired objectives. Somehow, Pakistan is facing immense challenges in making its institutions
and systems more responsive and transparent, with various degrees of success. The challenges
of governance in the country have affected every sector of the economy and all dimensions of
statecraft.
The examples of misuse of resources in the social sector are immense and every day
affair. There are reports of thousands of ghost schools in the country particularly in the rural
areas. The quality of education in the public schools is lower as compared to their private
counterparts even though the teachers in the public schools get better salaries than in the

private schools. Similarly, the conditions and responsiveness of health services in the public
sector are repeatedly questioned.
Concern about the negative social and economic impacts of corruption has grown
rapidly, and major international organizations constantly claim that corruption hinders
economic growth. Corruption in Pakistan hurts the economy as well as businesses. Although it
has widespread implications for each and every aspect of life, the economy bears the main
brunt.
According to Transparency International Pakistan (TIP) there is a slight improvement in
the Corruption Perception Index. Pakistan’s rank has edged up in the 2013 index from 27 to 28.
Although the conditions have improved a bit due to better governance but corruption is still
persistent with full force. TIP has stated in its report, “Corruption within the public sector
remains one of the biggest challenges, faced not only by Pakistan but the world as a whole,
particularly in areas such as political parties, police justice system, privatization, etc.”
In Pakistan, corruption has caused intolerable loss to the economy in recent decades. A
newspaper has reported that the estimated loss corruption caused was more than Rs. 12 billion
per day including Rs. 7 billion of tax evasion. The tax to GDP ratio remains low.10 According to
former finance minister, this is mainly due to corruption in the public sectors. The main source
of political corruption is the development budget where funds are allocated to elected
members of national and provincial assemblies who prefer to recover millions of rupees they
spend on their election campaign.
4 Recommendations and Conclusion
4.1 Recommendations
Based on the above discussion and the review of relevant literature, the following
recommendations are made to improve the outcomes of children in Pakistan on key education,
health and well-being indicators:
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Based on timely and online feedback from the tax-payers, there should be a mechanism
that may document and propose essential changes in the tax laws and tax-filing
procedures to make the system simple and user-friendly.
A toll-free number can also be set-up for instant advice on tax matters and on
explaining technical complexities to the taxpayers.

http://tribune.com.pk/story/652319/the-economic-cost-of-corruption/




















Whistle blowing should be encouraged and protected to identify the tax evading firms
and corporations.
Tax officers must be rotated on periodic basis so that they won’t be able to indulge in
corrupt practices that encourage tax evasion.
Filing of suits against tax-evaders and their proceedings should be made public so that
people at large may know culprits, facilitate the government in collecting the evidences,
and thereby, have a greater trust on transparency of the revenue offices.
Instead of merely relying on “whatever” revenue is available or submitted voluntarily to
the FBR, stringent rules should be made and applied to increase the tax to GDP ratio.
For not being modern and ICT based, the present tax collection system is obsolete and
replete with loopholes. This increases its cost of compliance. Through relying on
effective use of technology, cost of compliance and corruption can be controlled
significantly.
The tax collection administration in Pakistan (i.e. FBR) is weak and heavily politicized.
An independent body in true sense should be established to beef up capacity to collect
the due revenues from respective sectors, organizations, businesses, and individuals.
Tax exemptions/ tax burden needs to be immediately curtailed or eliminated at once.
All the additional revenues generated from withdrawing the exemptions/tax burden
must be allocated towards the social sector in Pakistan
Since expenditure allocations towards children is already minimal, increase in collected
revenue should be significantly reflected in allocation for them
Provincial governments need to enhance their revenue base and increase their tax
collection efforts. All sources of income need to be uniformly taxed like agriculture and
wholesale and retail. Exemptions, if any, need to be given for the incomes/expenditures
in the social sector like education and health services to provide incentives in these
sectors
Non-tax revenue resources need to be expanded and tapped. The existing literature
identifies the areas of improvements and essential steps to increase non-tax revenue.
Social sector needs to be given priority in resource allocations. Enhanced investments
have to be made in the health and education sectors, otherwise the outcomes in these
sectors will remain low
Investments for children need to be ensured through targeted allocations for children
specific allocations within the social sector. Regional and group disparities, wherever
these exist, need to be removed immediately
The governance structures need to be improved and transparency in allocations and
expenditures need to be ensured at all levels

4.2 Conclusion
The key social development indicators for children in Pakistan are one of the poorest in
the world and are not commensurate with its per capita income and its economic growth. The
main reason for this weak position of social outcomes is the skewed fiscal policy of Pakistan
wherein the social sector is a weak priority. Any improvement in the social indicators,
particularly for the children, demands a redefining of priorities in resource allocations and
reassessment of service delivery systems in the country, without which no meaningful change is
likely.
This study finds that low revenues in Pakistan are a major challenge of public finance,
particularly for the social sector. Both the tax and non-tax revenues in Pakistan are not
optimally utilized. Tax exemptions leading to tax burden is a major drain of possible public
resources. Moreover, the poor tax collection effort particularly on behalf of the provincial
governments narrow down the resource base of the provincial governments for increased
allocations to the social sector. The poor tax collection from the agriculture incomes and from
the wholesale and retail sectors is an example of unwillingness and inability of our policy
makers and tax administrators in tapping the possible revenue resources for enhanced revenue
base. The poor management of public sector enterprises and inability to collect income from
other non-tax sources has further complicated the challenges faced by the government in
allocating additional resources for the social sector.
In addition to low revenue base, the social sector has been not a key priority of the
governments when resource allocations are made. Pakistan makes lower allocations (as a
percentage of GDP) for the education sector, and particularly for the health sector, than many
other countries of the world with comparable or even lower average income categories like
Ethiopia. As the share of younger population in Pakistan is large and the children are not
accorded due priority in resource allocations, the expenditure on education and health per
child in Pakistan is very low. This situation leads to a situation where Pakistani children suffer
from serious challenges and risks in their lives and their growth potentials.
The study makes some recommendations to improve the situation of investment on
children in Pakistan which needs due consideration by the government and the people. If
serious and concerted efforts are not made to take immediate steps to improve the
investments on children in Pakistan, it is feared that the present situation of children may
further deteriorate.
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Annex. 1
Federal Government Taxes in Pakistan
• Income Tax
• Super Tax
• Wealth Tax
• Gift tax
• Turnover Tax
• Corporate Asset Tax
• Corporate Income Tax (A)
• Import Duties
• Import Surcharge
• Export Duties
• Iqra Surcharge
• Income Tax on imports
• Import License Fee
• Import Registration Fee
• Export Registration Fee
• Central Excise Duty
• Sales Tax on Manufactured goods
• Capital Value Tax
• Export development Surcharge
• Development Surcharge on Petroleum
• Gas Development Surcharge
• General Sales Tax
• Federal Education Cess
• Workers Participation Fund
• Workers Welfare Fund
• Estate Duty
• Zakat
• Ushr
• Oilseeds Development Cess on Companies
• Tobacco Cess
• Cotton Cess
• Development Surcharge on Electricity
• Textile Technology Cess
• Airport Tax
• Cargo throughout @ 2% charges freight charges and an additional three 3% for immediate
clearance at Quaid-e-Azam Airport, according to an advertisement in daily, Business Recorder,
February 12, 1998.
• Capital Gain Tax

Provincial Taxes
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

Property Tax
Vehicle Tax
Stamp Duty
Entertainment Tax
Betterment Tax
Social Security Contribution
Explosive License Fee
Provincial Education Cess
Capital Gain Tax
Punjab Airport Tax
Provincial Excise Duty
Karachi Dock Labor Board Cess
Cess on Hotels
Cotton Fees
Paddy Development Cess
Provincial Excise Duty
Land Revenue Tax
Employee Old Age Benefit Contribution

