IV.
Public Finance and Fiscal Policy

Introduction

In FY00, the combined fiscal efforts of the federal and provincial governments resulted in an increase of 14.6 percent in revenue receipts, exceeding nominal GDP growth rate of 8.9 percent.  However, this buoyant appearance of fiscal efforts should be viewed with the composition of revenue collection in mind; the rate of increase in tax collection was less than half of GDP growth, while non-tax revenues increased substantially by 68.2 percent, adding more to total revenue collection than tax revenues.  This slower growth of tax receipts lowered the tax/GDP ratio to 12.8 percent, from 13.4 percent in FY99.  

Adding a dampener to increased revenue collection, growth in combined expenditures of the federal and provincial governments also exceeded GDP growth; increase in total expenditure was 40.5 percent higher than the size of additional revenue receipts in FY00.  This resulted in an expansion of the overall fiscal deficit, from 6.1 percent of GDP in FY99 to 6.5 percent in FY00.  

The Consolidated FY00 Budget  

The consolidated federal and provincial budget for FY00 estimated total revenues and expenditures at Rs 570.9 billion and Rs 683.7 billion.  The overall deficit of Rs 112.8 billion was to be financed from net borrowings of Rs 59.3 billion from external sources, Rs 67.1 billion from non-bank sources, along with a Rs 13.7 billion retirement to the banking system.  

The provisional actual estimates for FY00 indicate a shortfall of Rs 34.1 billion in revenue receipts, along with excess expenditures of Rs 59.9 billion over budget targets.  The shortfall in total revenue receipts was primarily the result of lower federal government revenues; on the other hand, provincial governments revenue was higher than envisaged in the FY00 budget.  Similarly, the increase in consolidated expenditure was due to higher federal spending, while there was a marginal increase in provincial governments’ expenditure.

Due to this shortfall in revenues and excess expenditures, the overall deficit widened to Rs 206.8 billion from the envisaged target of Rs 112.8 billion.  To finance this widened deficit, financing exceeded budget targets resulting in net borrowing of Rs 73.6 billion from external sources,
 Rs 93.2 billion from non-bank sources and Rs 40.0 billion from the banking sector.  The additional revenue of Rs 68.2 billion in FY00 was clearly not enough to meet the Rs 95.6 billion increase in current expenditure, resulting in an expansion of the revenue deficit to Rs 106.1 billion in FY00, from Rs 78.7 billion the previous year.  

In FY00, the rate of increase in current expenditures was nearly double that of GDP, indicating the inability of federal and provincial governments to contain current expenditures within budget targets.  Over the years, efforts to contain these expenditures have resulted in a containment of development spending; the largest components of current expenditures (debt servicing, defence, and general administration) tend to be stubborn.  The resulting increase in budget deficits have led to a significant accumulation of total debt entailing a high and increasing volume of debt servicing.  At the end of FY00, debt servicing alone was larger than the conventional budget deficit and has been growing faster than GDP since FY96.  The budget continued showing a primary surplus for the 2nd consecutive year in FY00 indicating that the deficit is largely driven by interest payments
 (see Figure IV.1 and IV.2).  A summary of public finances is shown in Table IV.1. 
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In theory, if a country borrows only to finance development expenditures, a budget deficit is not a severe problem.  However, if it is borrowing for current expenditures, this becomes a burden on the economy, as the additional debt does not increase repayment capacity.  In Pakistan’s case, there has been a revenue deficit since FY85, indicating that borrowings finance both development and current expenditures.
	Table IV.1:  Summary of Public Finance

	Consolidated Federal and Provincial Governments

	(Rs billion)

	 Heads
	FY99
	FY00
	FY01

	
	
	Target B
	Prov. Actual
	Target B

	 A.
	Revenue Receipts (a+b)
	468.6
	570.9  
	536.8
	608.6

	 
	
	a) Tax Revenue
	390.7
	443.4
	405.8
	497.8

	 
	
	b) Non-Tax Receipts
	77.9
	127.6
	131.0
	110.8

	 B.
	Total Expenditure (a+b+c)
	647.8
	683.7
	743.6
	770.7

	 
	
	a) Current
	547.3
	577.7
	642.9
	658.5

	 
	
	
	   Debt Servicing
	220.1
	213.5
	265.7
	249.1

	 
	
	
	   Defense
	143.5
	142.0
	150.4
	133.5

	 
	
	
	   Others
	183.7
	222.1
	226.8
	275.9

	 
	
	b) Development
	98.3
	116.3
	95.6
	120.4

	 
	
	c) Net Lending to PSEs etc.
	2.2
	-10.3
	5.1
	-8.2

	 C.
	Revenue Surplus/Deficit (A-B.a)
	-78.7
	-6.8
	-106.1
	-49.9

	 D.
	Overall Deficit (A-B)
	-179.2
	-112.8
	-206.8
	-162.1

	 E.
	Financing Through:
	179.2
	112.8
	206.8
	162.1

	 
	a) External Resources (Net)*
	147.0
	59.3
	73.6
	90.9

	 
	b) Internal Resources (I+ii)
	32.2
	53.4
	133.2
	71.2

	 
	
	i)  Domestic Non-Bank
	107.4
	67.1
	93.2
	73.4

	 
	
	Ii) Banking System
	-75.2
	-13.7
	40.0
	-2.3

	As percent of GDP (mp)

	 A.
	Revenue Receipts (a+b)
	16.1
	16.8
	16.9
	17.3

	 
	
	a) Tax Revenue
	13.4
	13.1
	12.8
	14.2

	 
	
	b) Non-Tax Receipts
	2.7
	3.8
	4.1
	3.2

	 B.
	Total Expenditure (a+b+c)
	22.2
	20.2
	23.4
	22.0

	 
	
	a) Current
	18.8
	17.0
	20.2
	18.8

	 
	
	
	   Debt Servicing
	7.6
	6.3
	8.3
	7.1

	 
	
	
	   Defense
	4.9
	4.2
	4.7
	3.8

	 
	
	
	   Others
	6.3
	6.6
	7.1
	7.9

	 
	
	b) Development
	3.4
	3.4
	3.0
	3.4

	 
	
	c) Net Lending to PSEs etc.
	0.1
	-0.3
	0.2
	-0.2

	 C.
	Revenue Surplus/Deficit (A-B.a)
	-2.7
	-0.2
	-3.3
	-1.4

	 D.
	Overall Deficit (A-B)
	-6.1
	-3.3
	-6.5
	-4.6

	 E.
	Financing Through:
	6.1
	3.3
	6.5
	4.6

	 
	a) External Resources (Net)
	5.0
	1.8
	2.3
	2.6

	 
	b) Internal Resources (i+ii)
	1.1
	1.6
	4.2
	2.0

	 
	
	i)  Domestic Non-Bank
	3.7
	2.0
	2.9
	2.1

	 
	 
	ii) Banking System
	-2.6
	-0.4
	1.3
	-0.1

	B: Budget

*Most recent estimate from Finance Division (MOF). This will not tally with the Economic Survey.


[image: image2.emf]Figure IV.2: Pattern of Key Expenditure Heads

0.0

2.0

4.0

6.0

8.0

10.0

FY81FY82FY83FY84FY85FY86FY87FY88FY89FY90FY91FY92FY93FY94FY95FY96FY97FY98FY99FY00

(As percent of GDP)

Debt Servicing Defence Dev. Exp.

Even within current expenditures, the persistent increase in debt servicing since the early 1980s is cause for concern.  As shown in Figure IV.2, since FY95 debt servicing eclipsed development spending and the gap between the two continues to rise.
  With the IFI sponsored focus on fiscal austerity and the contractual nature of debt servicing, both development and defence spending has been curtailed since FY93.  

The FY00 Federal Budget

Revenues  

· Against a budget target of Rs 560.9 billion for gross revenue receipts, revised collection stood at Rs 519.4 billion indicating an actual shortfall of Rs 41.5 billion.  Two-thirds of this shortfall was on account of surcharges, one-fourth due to non-tax revenues, and one-tenth due to total taxes.  

· Surcharge collections not only fell short of target, but also showed an absolute decline over last year.  Had surcharges not declined by Rs 41.7 billion, gross revenue collection would have exceeded its target.  

· Nevertheless, gross revenue collection increased by 11.9 percent in FY00, exceeding the nominal GDP growth rate.  This improved performance over the previous year was largely on account of a combined increase of Rs 96.7 billion in tax and non-tax revenues.  

· Non-tax receipts were higher on account of increased earnings from public property & enterprises and civil administration, while tax receipts were higher due to an extension of GST to electricity, gas and petroleum products.  

· The Tax Amnesty Scheme also contributed to higher collection of tax revenue by more than 9.0 billion.  This has been included in item II.i (a) in Table IV.2.

· Against a target of Rs 138.0 billion, transfers to provinces were Rs 4.3 billion higher, resulting in net revenue receipts of Rs 377.1 billion for the federal government (see Table IV.2).  

	Table IV.2:  Federal Government Revenue Receipts

	(Rs billion)

	HEADS
	FY99
	FY00
	FY01

	
	ReceiptsA
	TargetB
	ReceiptsR
	Excess/Shortfall from
	TargetB
	Excess over Last Year

	
	
	
	
	Target
	Last Year
	
	

	A.
	Revenue Receipts (II+III+IV)
	464.4
	560.9
	519.4
	-41.5
	55.0
	594.6
	75.2

	 
	
	I.
	Total Taxes and Surcharges
	386.8
	419.3
	388.3
	-31.0
	1.4
	473.7
	85.4

	 
	
	II.
	Total Taxes
	308.5
	356.0
	351.6
	-4.4
	43.1
	435.7
	84.1

	 
	
	
	i) Direct Taxes
	110.2
	127.0
	109.8
	-17.2
	-0.4
	137.5
	27.7

	 
	
	
	  a) Taxes on Income
	103.2
	119.0
	102.4
	-16.6
	-0.8
	124.3
	21.9

	 
	
	
	  b) Wealth Tax
	3.5
	4.6
	4.3
	-0.3
	0.8
	9.8
	5.5

	 
	
	
	  c) Workers Welfare Tax
	2.2
	1.2
	2.6
	1.4
	0.4
	2.9
	0.3

	 
	
	
	  d) Capital Value Tax
	1.3
	2.3
	0.5
	-1.8
	-0.8
	0.6
	0.1

	 
	
	
	ii) Indirect Taxes
	198.3
	229.0
	241.8
	12.8
	43.5
	298.2
	56.4

	 
	
	
	  a) Customs
	65.3
	65.5
	64.8
	-0.7
	-0.5
	73.0
	8.2

	 
	
	
	  b) Central Excise
	60.9
	67.0
	57.0
	-10.0
	-3.9
	52.6
	-4.4

	 
	
	
	  c) Sales Tax
	72.1
	96.5
	120.0
	23.5
	47.9
	172.6
	52.6

	 
	
	III.
	Surcharges
	78.3
	63.3
	36.7
	-26.6
	-41.7
	38.0
	1.32

	 
	
	
	a) Petroleum
	66.4
	58.1
	26.5
	-31.6
	-39.9
	23.0
	-3.5

	 
	
	
	b) Natural Gas
	11.9
	5.2
	10.2
	5.0
	-1.8
	15.0
	4.8

	 
	
	IV.
	 Non-Tax Revenue 
	77.5
	141.7
	131.1
	-10.6
	53.6
	120.9
	-10.2

	 
	
	
	a) Property and Enterprises
	50.1
	75.1
	74.3
	-0.9
	24.2
	71.1
	-3.2

	 
	
	
	b) Civil Administration
	11.1
	38.8
	33.8
	-5.0
	22.6
	27.6
	-6.2

	 
	
	
	c) Miscellaneous
	16.3
	27.8
	23.1
	-4.7
	6.8
	22.2
	-0.9

	B.
	Less Transfers to Provinces
	121.9
	138.0
	142.3
	4.3
	20.4
	182.5
	40.2

	Revenue Receipts (Net)
	342.5
	422.9
	377.1
	-45.8
	34.6
	412.1
	35.0

	A = Actual, B = Budget, R = Revised
	Source: Annual Budget Statement of the Federal Government


Taxes and Surcharges

A tax target of Rs 356.0 billion was set in the FY00 Budget, while revised collection stood at Rs 351.6 billion, indicating a minor shortfall of Rs 4.4 billion, which was much smaller compared to the shortfall in the previous year.  A compositional break-up into direct and indirect taxes shows that the Rs 12.8 billion excess under indirect taxes (against a budget target of Rs 229.0 billion), was not enough to meet the Rs 17.2 billion shortfall in direct taxes.  

Income taxes have lost buoyancy since FY98, largely on account of slower growth in withholding taxes; lower interest rates on treasury bills and a shift of government borrowing towards SBP financing (returns on T-bills held by the central bank is not taxed) has led to a sharp reduction in tax revenues from government securities.  Nevertheless, this fall in tax revenues was compensated by larger non-tax receipts to the federal government on account of higher transfers of SBP profits in FY00.  Reliance on commercial bank borrowing would have resulted in higher interest accruing to these institutions and thus a higher withholding tax collection.  

Discretionary measures adopted in FY00 to boost economic activity, included the exemption of withholding tax on industrial and commercial gas consumers, bank drafts, and other transfer instruments under the Home Remittances Scheme, and withdrawal of capital value tax on locally manufactured jeeps.  These measures also led to a suppression of revenue collection of direct taxes.  

Revised revenue receipts from indirect taxes were estimated at Rs 241.8 billion compared with a budget target of Rs 229.0 billion.  Amongst the components of indirect taxes, there was a sharp upsurge of Rs 23.5 billion in sales tax revenues over the budget target.  This increase was driven by the extension of GST to electricity, gas, petroleum products, a five percent rate increase on manufactured plastic goods etc, and the partial replacement of CED and surcharges with GST.  Although, total collection benefited from higher sales revenues, this reflects a change in the incidence of the tax than an overall increase in revenues.  

On the other hand, against a budget target of Rs 65.6 billion, the revised custom revenues stood at Rs 64.8 billion in FY00.  The reasons for this are given below: 

· Falling non-oil imports in FY00, together with the relative stability of the Rupee seemed to have contributed to this shortfall, and 

· The steps taken to boost the industrial sector in FY00 included a reduction in the custom duty rate from 10 to 5 percent on vinyl chloride monomer, waiver of 1-percent custom duty on edible oil, permission of duty-free release of raw material from bonded warehouses, etc.

Receipts from CED also lagged behind the budget target and showed a negative growth over the previous year.  This is the outcome of the partial replacement of CED with sales tax and the reduction in rates on various items; in the previous fiscal year, the government replaced CED with sales tax on gas, sugar, plastic goods, hotels, etc.  Moreover, the reduction in the CED rate from 15 to 5 percent on polyester chips, from 10 to 5 percent on polyester filament yarn, and the removal of CED on the import of sack craft paper and locally manufactured paper sack, also depressed revenues.  

Revised receipts from surcharges
 stood at Rs 36.7 billion, representing a shortfall of Rs 26.6 billion over the budget target of Rs 63.3 billion and Rs 41.7 billion over last year’s collection.  This was primarily on account of the decrease in oil development surcharge (ODS) due to rising international prices that were not passed on to consumers.  On the other hand, natural gas surcharges increased by Rs 5.0 billion after consumer prices were increased on 16th August 1999.  In effect, the massive decline in surcharges during FY00 was not only the result of an increase in international oil prices but also on account of switching receipts from ODS to GST.  

Non-Tax Revenue

The federal budget for FY00 envisaged a target of Rs 141.7 billion for non-tax revenues, while revised receipts stood at Rs 131.1 billion representing a shortfall of Rs 10.6 billion.
  Non-tax receipts, however, showed an impressive increase of 69.1 percent over FY99.  The additional revenue generated in FY00 stood at Rs 53.6 billion, in which receipts from property and enterprises contributed Rs 24.2 billion, followed by civil administration (at Rs 22.6 billion) and miscellaneous receipts (at Rs 6.8 billion).  

Receipts from property and enterprises, with a share of 56.7 percent in non-tax receipts, comprise interest and dividend income earned by the federal government on loans extended to provinces and various institutions, and shares held in various public sector enterprises.  Receipts from civil administration comprise fees, fines, rents, service charges earned by various organs of state, and transfer of SBP profit to the federal government.  Finally, miscellaneous receipts are made up of oil and gas royalties, sale proceeds, workers participation fund, passport fee, airport tax, foreign travel tax, etc (see Table IV.3).  

Expenditure

Total expenditure on the revenue and capital accounts amounted to Rs 736.9 billion in the revised estimates for FY00, which were Rs 31.4 billion and Rs 50.9 billion higher than the budget estimates and actual expenditures in FY99, respectively.  Higher debt servicing, and expenditures on grants to provinces and subsidies, drove this increase in government expenditures.  Compared to budget targets, current expenditure increased by 7.5 percent on the revenue 

	Table IV.3:  Federal Government Non-Tax Receipts

	(Rs million)

	Heads
	FY99
	FY00
	FY00
	FY01

	
	Receipts R
	Target B
	Receipts R
	Target B

	A.
	Property and Enterprises (I+II+III)
	    53,947.0 
	    75,143.0 
	    74,276.6 
	    71,110.2 

	 
	
	I.  Interest Income (i+ii)
	    42,251.7 
	    60,544.7 
	    61,671.8 
	    56,935.0 

	 
	
	
	i) Provinces
	    25,465.9 
	    27,516.4 
	    28,269.9 
	    28,986.8 

	 
	
	
	
	Punjab
	      12,235.8 
	      12,678.6 
	      12,609.7 
	      13,314.0 

	 
	
	
	
	Sindh
	        6,297.4 
	        7,530.1 
	        7,967.7 
	        7,461.4 

	 
	
	
	
	NWFP
	        4,564.8 
	        4,876.8 
	        5,209.8 
	        5,575.3 

	 
	
	
	
	Balochistan
	        2,368.0 
	        2,431.0 
	        2,482.8 
	        2,636.2 

	 
	
	
	ii) Institutions
	    16,785.8 
	    33,028.3 
	    33,402.0 
	    27,948.2 

	 
	
	II.  Dividend Income
	    11,766.8 
	    14,598.3 
	    12,781.7 
	    14,450.4 

	 
	
	
	PTCL
	        8,104.3 
	        9,400.0 
	        8,994.2 
	      10,000.0 

	 
	
	
	OGDC
	        2,000.0 
	        2,000.0 
	        2,000.0 
	        2,500.0 

	 
	
	
	PARL
	           440.6 
	           650.0 
	           466.6 
	           500.0 

	 
	
	
	PSO
	           399.2 
	           450.0 
	           400.0 
	           400.0 

	 
	
	
	NIC
	           300.0 
	           300.0 
	           320.0 
	           350.0 

	 
	
	
	Others Receipts
	           522.7 
	        1,798.3 
	           601.0 
	           700.4 

	 
	
	III.  Railways & Post Offices
	           (71.5)
	             (0.1)
	        (177.0)
	        (275.2)

	B.
	Civil Administration
	    10,848.9 
	    38,751.0 
	    33,759.5 
	    27,589.1 

	 
	
	Transfer from SBP
	        8,000.0 
	      35,000.0 
	      30,000.0 
	      23,000.0 

	 
	
	Other Receipts
	        2,848.9 
	        3,751.0 
	        3,759.5 
	        4,589.1 

	C.
	Miscellaneous
	    55,885.0 
	    27,782.9 
	    23,084.4 
	    22,185.8 

	 
	
	Royalty on Oil and Gas
	        3,714.8 
	        4,682.2 
	        7,965.7 
	        7,535.2 

	 
	
	Sale Proceeds of Oil and Gas
	        3,700.3 
	        4,070.3 
	        6,017.6 
	        5,230.7 

	 
	
	Workers Profit Participation Fund
	        1,400.0 
	        1,800.0 
	        1,800.0 
	        1,900.0 

	 
	
	Foreign Travel Tax
	        2,000.0 
	        2,200.0 
	        1,700.0 
	        1,800.0 

	 
	
	Passport & Copyright Fee
	        3,558.7 
	        3,736.6 
	        2,930.0 
	        2,980.0 

	 
	
	Other Receipts*
	      41,511.2 
	      11,293.8 
	        2,671.1 
	        2,739.9 

	Total
	  120,680.9 
	  141,676.9 
	  131,120.5 
	  120,885.1 

	R = Revised, B = Budget.
	Source: Explanatory Memorandum on Federal Receipts

	* The revised estimate of FY99 includes the refund for F-16, the Saudi Oil facility and arrears


account and 27.9 percent on the capital account.  On the other hand, development expenditure decreased by 29.7 percent on the revenue account and 13.2 percent on the capital account.  Thus, the combined current expenditures on revenue and capital accounts at Rs 628.3 billion was Rs 53.2 billion higher than FY00 budget estimates, and Rs 53.6 billion higher than the actual in FY99.  Similarly, combined development expenditures on the revenue and capital accounts were Rs 108.6 billion lower than the budget estimates, and Rs 2.8 billion lower than development expenditure in FY99 (see Table IV.4).  

	Table IV.4:  Federal Government Expenditure

	(Rs billion)

	Heads
	FY99
	FY00
	FY01

	
	Expend-itureA
	TargetB
	Expend-itureR
	Excess/Shortfall from
	TargetB
	Excess over Last Year

	
	
	
	
	Target
	Last Year
	
	

	A.
	Revenue Expenditure (1+2)
	529.0
	553.9
	585.1
	31.2
	56.1
	604.0
	18.9

	 
	
	1. 
	Current Expenditure
	515.4
	525.9
	565.4
	39.5
	50.1
	577.6
	12.1

	 
	
	a.
	   Debt Servicing
	290.7
	287.4
	313.7
	26.2
	23.0
	305.6
	-8.0

	 
	
	
	  i.   Interest on Domestic Debt
	175.3
	160.6
	183.9
	23.3
	8.6
	175.4
	-8.5

	 
	
	
	  ii.  Interest on Foreign Debt
	38.0
	42.4
	50.5
	8.1
	12.6
	55.0
	4.5

	 
	
	
	  Iii.  Repayment of Foreign Debt
	77.4
	84.4
	79.2
	-5.2
	1.8
	75.2
	-4.0

	 
	
	b.
	Defense
	143.5
	142.0
	143.4
	1.4
	-0.1
	133.5
	-9.9

	 
	
	c.
	General Administration
	18.5
	21.2
	19.5
	-1.7
	1.0
	48.1
	28.6

	 
	
	d.
	Grants and Subventions
	16.3
	38.0
	41.0
	3.0
	24.7
	44.2
	3.2

	 
	
	e.
	Social Services
	9.6
	9.8
	10.3
	0.6
	0.7
	11.8
	1.4

	 
	
	f.
	Law and Order
	8.1
	8.6
	9.1
	0.5
	1.0
	10.1
	1.0

	 
	
	g.
	Community Services
	5.7
	6.1
	6.3
	0.2
	0.6
	7.0
	0.6

	 
	
	h.
	Subsidies
	9.5
	2.4
	14.4
	12.0
	4.9
	11.8
	-2.6

	 
	
	I.
	Economic Services
	5.0
	2.6
	2.6
	0.0
	-2.4
	3.2
	0.6

	 
	
	j.
	Unallocable
	8.4
	7.7
	5.1
	-2.6
	-3.3
	2.3
	-2.8

	 
	
	2.
	Development Expenditure
	13.7
	28.0
	19.7
	-8.3
	6.0
	26.4
	6.8

	B.
	Capital Disbursements (a+b)
	157.0
	151.5
	151.7
	0.2
	-5.2
	90.3
	-61.4

	 
	
	a.
	Current Expenditure
	59.3
	49.2
	62.9
	13.7
	3.5
	20.4
	-42.5

	 
	
	b.
	Development Expenditure
	97.7
	102.3
	88.9
	-13.5
	-8.8
	70.0
	-18.9

	 Total Expenditure 
	686.0
	705.4
	736.9
	31.4
	50.9
	694.3
	-42.5

	A = Actual, B = Budget, R = Revised
	
	Source: Annual Budget Statement of the Federal Government


A detailed appraisal of current expenditures reveals that expenditures on general administration, economic services and unallocable items remained within target, while all other heads exceeded budget targets.  

Subsidies on different heads totaled Rs 14.4 billion in the revised budget of FY00, a Rs 12.0 billion increase over budget estimates.  This abrupt increase was due to the following reasons: 

· A massive increase in payments to WAPDA to sustain a tariff reduction to accommodate GST payments and downward adjustments in additional surcharges.  This was due to the partial pass through of international prices to domestic consumers. 

· Similar payments were also increased to KESC for repayments of federal government dues and the GST, and 

· Subsidies also increased on account of wheat imports in FY00.  

In the revised budget estimates, debt servicing stood at Rs 313.7 billion which was Rs 26.3 billion higher than budget estimates and Rs 23.0 billion over FY99.  Within debt servicing, interest payments on domestic debt were 14.5 percent higher than the budget target.  The increase was attributed to higher interest payments on permanent and floating debt.  In the case of permanent debt, returns on Special US Dollar Bonds had a large impact, while interest payments on GOP borrowing from SBP, factored into the increase in floating debt.  To ease the burden of interest payments, the government reduced rates on NSS instruments during FY00, but the effect of these cuts will be realized in subsequent years (except Prize Bonds).  Interest on foreign debt was revised to Rs 50.5 billion, which was an increase of Rs 8.1 billion over budget estimates.  Principal repayments on foreign debt stood at Rs 79.2 billion, which is Rs 5.2 billion lower than budget estimates.  As can be seen, higher debt servicing is a major constraint on the government’s efforts to reduce the fiscal deficit.  This unsustainably high level of debt servicing is a consequence of borrowing at high rates of return. 

Revised defense expenditure at Rs 143.4 billion was Rs 1.4 billion higher than budgeted.  Debt servicing (including repayment of foreign debt) and defense together accounted for 62.0 percent of total expenditure during FY00, compared with 63.3 percent in FY99.  Expenditure on general administration totaled Rs 19.5 billion, a Rs 1.7 billion fall over budget estimates.

The revised estimates for total federal expenditures stood at Rs 736.9 billion in FY00, and were financed by: 

· Net revenue receipts of Rs 377.1 billion, 

· Internal capital and public account receipts of Rs 125.3 billion, 

· External capital receipts of Rs 191.3 billion, 

· Banking borrowing of Rs 28.3 billion, and 

· Rs 14.8 billion from provincial surpluses (see Table IV.5). 

The Consolidated FY01 Budget   

The prime objective of the governments is the reduction in budget deficit, which is expected to decline by 1.9 percent of GDP in FY01.  To achieve this target, 0.4 is through higher revenue and the remaining by reducing total expenditures.  The following points indicate the salient features of the consolidated budget for FY01: 

· Total revenues of Rs 608.6 billion, total expenditures of Rs 770.7 billion, and a resulting budget deficit of Rs 162.1 billion (or 4.6 percent of estimated GDP).

· Tax revenue is targeted at Rs 497.8 billion and non-tax receipts at Rs 110.8 billion.  The tax revenue target is Rs 92.0 billion higher, while non-tax receipts are Rs 20.2 billion lower than provisional actuals for FY00.  Growth in nominal GDP is projected at 10.3 percent and tax revenue by 22.7 percent in FY01, which implies that buoyancy estimate is 2.2 against 0.44 in last year.  This reflects the intent to capture more payers in the tax net and imposition of GST on additional sectors of the economy.

	Table IV.5:  Financing of the Federal Government Expenditures

	(Rs billion)

	Heads
	FY99
	FY00
	FY01

	
	Finan-cing A
	Target B
	Finan-cing R
	Excess/Shortfall from
	Target B
	Excess over Last Year

	
	
	
	
	Target
	Last Year
	
	

	1.
	Revenue Receipts (Net)
	342.5
	422.9
	377.1
	-45.8
	34.6
	412.1
	35.0

	2.
	Internal Resources
	172.5
	93.8
	125.3
	31.6
	-47.2
	98.9
	-26.5

	 
	a.
	Capital Receipts
	41.2
	29.6
	30.9
	1.3
	-10.3
	42.5
	11.7

	 
	b.
	Public Account:
	131.4
	64.2
	94.5
	30.3
	-36.9
	56.3
	-38.2

	3.
	External Resources 
	236.8
	202.4
	191.3
	-11.1
	-45.5
	185.6
	-5.7

	 
	a.
	Plan Resources
	127.0
	118.0
	104.1
	-13.9
	-23.0
	146.6
	42.5

	 
	b.
	Debt Rescheduling
	93.4
	67.0
	73.0
	6.0
	-20.4
	31.9
	-41.0

	 
	c.
	Non-Plan Resources
	16.4
	17.4
	14.3
	-3.1
	-2.1
	7.1
	-7.2

	4.
	Total Receipts
	751.9
	719.1
	693.8
	-25.3
	-58.1
	696.6
	2.8

	5.
	Credit From Banking System
	-73.8
	-13.7
	28.3
	42.0
	102.1
	-2.2
	-30.6

	6.
	Provincial Surplus (+)/Deficit (-)
	7.9
	0.0
	14.8
	14.8
	6.8
	0.0
	-14.8

	7.
	Total Resources
	686.0
	705.4
	736.9
	31.4
	50.9
	694.3
	-42.5

	A = Actual, B = Budget, R = Revised
	
	Source: Annual Budget Statement of the Federal Government 


· Current expenditures are projected at Rs 658.5 billion, compared to Rs 642.9 billion realized in FY00. 

· As shown in Table IV.6, defense expenditures are showing a downward trend since the early 1990s.  Even adjusting for the change in treatment of military pensions, defense spending is projected at 4.5 percent of GDP in FY01.  As a fraction of current expenditures, the 15-percentage point fall during the 1990s is a reflection of both the growing pressure to contain public expenditures and also the continuous increase in debt servicing.  

· The federal and provincial governments showed their commitments to maintain their plans that envisage a reasonable increase in development expenditures.  Development expenditure at Rs 120.4 billion, is 26.0 percent higher than the provisional actual for FY00. 

· Despite larger fiscal deficits in FY98 and FY99 than had been reported, the role of interest payments is clearly shown in Table IV.7.  This refers to the fact that interest payments had already reached 7.6 percent of GDP in FY98, which forced the primary balance to near zero.  The following two years, the fiscal deficit was brought down by running primary surpluses.  This austerity will continue into FY01.  

	Table IV.6: Trends in Defense Expenditure

	(Rs billion)

	Heads
	FY90
	FY95
	FY99
	FY00A
	FY01B
	FY01*

	Defense
	58.7
	104.5
	143.5
	150.4
	133.5
	159.6

	As % of GDP
	6.9
	5.6
	4.9
	4.7
	3.8
	4.5

	As % of Current Expenditure
	35.5
	30.2
	26.2
	23.4
	20.3
	24.2

	As % of Total Revenue
	37.0
	32.9
	30.6
	28.0
	21.9
	26.2

	Source: Summary of Public Finance (Finance Division, MOF).

	A= Prov. Actual, B= Budget

	* The extra column includes military pensions of Rs 26.1 billion, which have been reclassified and transferred to General Administration.


	Table IV. 7:  Evolution of Fiscal Deficit

	(as % of GDP)

	Heads
	FY98
	FY99
	FY00
	FY01

	Overall Deficit
	-7.7
	-6.1
	-6.5
	-4.6

	Primary Balance
	-0.1
	1.4
	1.9
	2.5

	Current Deficit
	-3.8
	-2.7
	-3.3
	-1.4

	Source: Summary of Public Finance (Finance Division, MOF) and Economic Survey 1999-2000.


These points clearly show that fiscal austerity is key in FY01, paving the way towards a poverty reduction and growth facility (PRGF) on the basis of higher development spending in FY01.  In terms of specifics, interest payments have been estimated at Rs 249.1 billion, a 6.3 percent decrease over the provisional actual estimates of Rs 265.7 billion in FY00.  The estimated budget deficit of Rs 162.1 billion is expected to be financed from external (net) borrowing of Rs 90.9 billion and domestic financing of Rs 71.2 billion.  Within domestic sources, non-bank borrowing is estimated at Rs 73.4 billion, and a Rs 2.3 billion retirement is planned to the banking sector.  

The Federal Budget FY01  

Revenue

Gross revenue receipts are projected at Rs 594.6 billion: an increase of 14.5 percent over the revised FY00 budget.  Total expenditures, on the other hand, are projected at Rs 694.3 billions, which is 5.8 percent lower than the revised budget estimate of FY00.  This signals the government’s resolve to reduce the revenue-expenditure gap through a simultaneous increase in revenue, and reduction in total expenditure.  

Net revenue receipts have been estimated at Rs 412.1 billion, a 9.3 percent increase over the revised estimates of FY00.  

Tax revenues are projected at Rs 435.7 billion indicating a 23.9 percent increase over the revised estimates of FY00.  An improvement in both direct and indirect taxes is envisaged, with the former expected to rise by 25.2 percent and the latter by 23.3 percent.  Within direct taxes, a 21.4 percent increase is expected under income taxes and 126.9 percent in wealth tax.
  Although the targets appear to be optimistic, these take into account the on-going Tax Survey and the new Tax Amnesty Scheme.  Under indirect taxes, customs revenue is estimated to increase by 12.7 percent and sales tax by 43.8 percent, while revenue from CED is expected to decline by 7.7 percent over the revised budget estimates of FY00.  

A break-up of the budget estimates for indirect taxes, indicates sales tax as the prime source of revenue.  This is based on three factors: 

1. The government is expecting the impact of the GST extension (in the energy sector) to continue into FY01, 

2. GST has been levied at the retail level from 1st July 2000, and 

3. The government is not only substituting CED with sales tax, but also extending the scope of sales tax.  

Although the government is trying to raise direct taxes, indirect taxes will remain the mainstay of fiscal efforts, as the share of direct taxes in total tax revenue is expected to decline in FY01.

Non-tax revenues are projected to decline by 7.8 percent in FY01, from Rs 131.1 billion in FY00.  In terms of a breakdown, civil administration receipts are projected to decrease by 18.3 percent from the FY00 revised estimates, which is primarily attributable to lower SBP profits in FY01.  Transfers to provinces are estimated at Rs 182.5 billion against Rs 142.3 billion in the revised budget for FY00.  One possible explanation for this increase might be the imposition of agriculture income tax by provinces with effect from 1st  July 2000, and the levy of sales tax on select services.  

In conclusion, it should be stated that the thrust of the tax policy is on widening the tax base, increasing equity in the incidence of taxes and simplifying the tax procedures.  Towards this end, the government is reducing the number of federal taxes, and providing specific concessions within its tight fiscal position.  The concessions to industry on fresh investments specifically to the Information Technology (IT) sector are quite generous, while the abolishment of wealth tax has also been welcomed.  

Expenditures  

The ratio of federal government expenditure to GDP is projected to decline from 23.2 to 19.8 percent in FY01.  However, defense and debt servicing continue to dominate.  The reduction of Rs 9.9 billion in defense expenditures is due to the shift of military pensions (of Rs 26.1 billion) to general administration.  If this is shifted back to the defense budget to keep the figure comparable with the previous year, defense spending actually rises by Rs 16.2 billion, accounting for more than one third of net revenue receipts during FY00.  This explains the 146.6 percent increase in expenditures under general administration (see Table IV.4).  

The 2.6 percent decline in debt servicing was driven by domestic debt while external debt servicing has risen by 8.9 percent over the previous year.  This decline in domestic debt servicing is on account of the rate cuts on NSS instruments and a fall in T-bill rates during FY00.  The higher interest payment on external debt is mainly the result of increased interest payment on rescheduled debt. 

The federal government has allocated Rs 96.4 billion for development expenditures compared to Rs 108.6 billion in revised budget estimates for FY00.
  The budget also indicates a reduction in subsidies by 18.0 percent in FY01, from Rs 14.4 billion to Rs 11.8 billion.  It should be noted that a portion of these subsidies is related to KESC and WAPDA.   Additionally, a major amount of subsidies was spent on imported wheat.  This year, with the bumper crop at home, a negligible subsidy is envisaged in the FY01 budget.  

General Sales Tax (GST)

Used in a number of countries, it is known as the Value Added Tax (VAT).  This captures the simple concept of value addition to assess the amount of tax at each stage of production.  Tax paid at the buying stage (Input Tax) is deducted from the total tax (Output Tax) collected at the selling stage.  The difference between the two is the VAT, which is referred to as the General Sales Tax (GST) in Pakistan.  If the difference is positive, it is paid to the government, and if negative, the refund is to be claimed from the government.  However, claims for refund require proper accounting procedures and detailing of invoices; the system is based on documented record keeping.  It is, therefore, also known as the invoice-based consumption tax.  

As far as the sales tax procedures in Pakistan are concerned, traders are categorised into two types by CBR.  Registered Traders, who pay GST at the rate of 15 percent and claim input tax, and Enrolled Traders who pay 2 percent turnover tax and cannot claim input tax relief.  Enrolled traders are being considered as un-registered up till 30th June 2000, after which they will be categorized as registered.  Transactions between registered traders are subject to 15 percent sales tax, while transactions between registered and non-registered (or enrolled) traders are subject to an 18 percent GST liability.  The additional 3 percent is applied as a penalty for non-registration.  The government holds the view that all enrolled and registered traders should pay according to the different categories of business.  

Consumption taxes are paid by consumers in the form of higher prices, it follows that the agitating group should be consumers, not traders or producers.  However, the real resistance to GST is spearheaded by retail/wholesale traders because of the documentation it entails.  Once GST is comprehensively levied, the incomes of each business are crystallised, making tax evasion difficult.  As mentioned above, GST allows adjustment to taxpayers who pay taxes diligently at each stage of production and maintain proper records of their invoices.  Those who fail to clearly document their income are unable to adjust their GST liability, possibly rendering their products uncompetitive and overpriced.  

Tax Amnesty Scheme (TAS) 2000

In FY00, the government announced a Tax Amnesty Scheme (TAS) for regularizing undeclared income and assets by paying a 10 percent tax on it.  According to this scheme, any undisclosed/untaxed income and any assets created out of such income, could be declared with no penalty greater than the fixed tax.  Furthermore, the assets declared under the scheme are not liable to wealth tax both for preceding years and also for the next five years.  The success of the scheme can be gauged by the fact that on its expiry on 30th June 2000, assets worth Rs 90 billion had been declared, and Rs 9 billion collected in taxes.  The scheme was also successful in easing the general public’s apprehensions of the on-going tax survey.  

In general, successive tax amnesty schemes have not been welcomed, on the argument that it gives businessmen and individuals the incentive to hold their assets without documentation and wait for the next scheme.  Frequent extensions in deadlines however, do reduce the government’s credibility.  However, the idea behind this initiative is to reduce the public’s anxiety concerning the on-going Tax Survey and to provide an avenue for individuals to enter the tax net.  It is hoped that this drive gains enough momentum to dispel the view that another amnesty scheme will follow.  

The Tax Survey  

With a view towards laying the foundations of a fully documented economy with a broad tax base, the federal government launched a Tax Survey and Registration Scheme on 27th May 2000.  The survey work started simultaneously in 13 major cities of the country.  A simple and comprehensive form has been designed to collect information from prospective taxpayers.  The government has also offered special concessions to those who take advantage of the survey through the TAS.  As stated traders went on strike against the survey, and after a period of general strikes, the government and traders reached an agreement, along the following lines: 

· Existing assessees who have NTN numbers need not fill column 13 of the survey form, relating to declaration of stocks. 
· There will be not be any on-the-spot assessment of existing taxpayers for FY99.  
· In case of non-NTN holders, on-the-spot assessments will be made.






� EMBED Excel.Chart.8 \s ���








� These include project aid, commodity aid, food aid, other aid, Saudi oil facility and debt rescheduling.


� By definition, the primary deficit excludes interest payments from the conventional measure of the fiscal deficit. Or more simply, this is expenditure - revenue + interest payments.


� The impetus for this rise in debt servicing can be traced to FY91, when government borrowing form the banking system was mandated at market rates.


� Surcharges on petroleum products and natural gas represent the difference between cost of production and the retail price, or the differential between the average import price and the prescribed sale price of petroleum products.


� The shortfall in non-tax revenue was the outcome of lower profit transfers from SBP (than budgeted) and reclassification of F-16 refund receipts, which were earlier classified under “Miscellaneous Receipts”, but are now reflected as external financing in the revised budget FY00.


� It is important to realize that wealth tax is being collected during FY01. Subsequently, this tax will not be levied.


� The apparent decline in federal development expenditure is deceptive, when seen in the context of the consolidated budget that showed an increase of 26.0 percent over FY00. This point also suggests that the federal government is substituting its development responsibilities with provincial governments.
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IV.1

		

		Table IV.1:  Summary of Pulic Finance

		Consolidated Federal and Provincial Governments

		(Rs billion)

		Heads								FY99		FY00				FY01

												Target B		Prov. Actual		Target B

		A.		Revenue Receipts (a+b)						468.6		570.9		536.8		608.6

						a) Tax Revenue				390.7		443.4		405.8		497.8

						b) Non-Tax Receipts				77.9		127.6		131.0		110.8

		B.		Total Expenditure (a+b+c)						647.8		683.7		743.6		770.7

						a) Current				547.3		577.7		642.9		658.5

								Debt Servicing		220.1		213.5		265.7		249.1

								Defence		143.5		142.0		150.4		133.5

								Others		183.7		222.1		226.8		275.9

						b) Development				98.3		116.3		95.6		120.4

						c) Net Lending to PSEs etc.				2.2		-10.3		5.1		-8.2

		C.		Revenue Surplus/Deficit (A-B.a)						-78.7		-6.8		-106.1		-49.9

		D.		Overall Deficit (A-B)						-179.2		-112.8		-206.8		-162.1

		E.		Financing Through:						179.2		112.8		206.8		162.1

				a) External Resources (Net)						97.1		59.3		66.9		90.9

				b) Internal Resources (i+ii)						82.1		53.4		139.9		71.2

						i)  Domestic Non-Bank				155.9		67.1		100.0		73.4

						ii) Banking System				-73.8		-13.7		40.0		-2.3

		As per cent of GDP (mp)

		A.		Revenue Receipts (a+b)						16.08		16.85		16.87		17.34

						a) Tax Revenue				13.41		13.08		12.75		14.18

						b) Non-Tax Receipts				2.67		3.76		4.12		3.16

		B.		Total Expenditure (a+b+c)						22.23		20.17		23.37		21.96

						a) Current				18.78		17.05		20.21		18.76

								Debt Servicing		7.55		6.30		8.35		7.10

								Defence		4.92		4.19		4.73		3.80

								Others		6.30		6.56		7.13		7.86

						b) Development				3.37		3.43		3.00		3.43

						c) Net Lending to PSEs etc.				0.08		-0.30		0.16		-0.23

		C.		Revenue Surplus/Deficit (1-2.a)						-2.70		-0.20		-3.33		-1.42

		D.		Overall Deficit (1-2)						-6.15		-3.33		-6.50		-4.62

		E.		Financing Through:						6.15		3.33		6.50		4.62

				a) External Resources (Net)						3.33		1.75		2.10		2.59

				b) Internal Resources (i+ii)						2.82		1.58		4.40		2.03

						i)  Domestic Non-Bank				5.35		1.98		3.14		2.09

						ii) Banking System				-2.53		-0.40		1.26		-0.06

		B = Budget

		GDP (Rs in billion)								2914		3389		3182		3510





IV.2

		

		Table IV.2:  Federal Government Revenue Receipts

		(Rs billion)

		HEADS								FY99		FY00								FY01

										Receipts A		Target B		Receipts R		Excess/Shortfall from				Target B		Excess over Last Year

																Target		Last Year

		A.		Revenue Receipts (II+III+IV)						464.4		560.9		519.4		-41.5		55.0		594.6		75.18

						I.		Total Taxes and Surcharges		386.8		419.3		388.3		-31.0		1.4		473.7		85.42

						II.		Total Taxes		308.5		356.0		351.6		-4.4		43.1		435.7		84.10

								i) Direct Taxes		110.2		127.0		109.8		-17.2		-0.4		137.5		27.70

								a) Taxes on Income		103.2		119.0		102.4		-16.6		-0.8		124.3		21.92

								b) Wealth Tax		3.5		4.6		4.3		-0.3		0.8		9.8		5.46

								c) Workers Welfare Tax		2.2		1.2		2.6		1.4		0.4		2.9		0.28

								d) Capital Value Tax		1.3		2.3		0.5		-1.8		-0.8		0.6		0.06

								ii)Indirect Taxes		198.3		229.0		241.8		12.8		43.5		298.2		56.40

								a) Customs		65.3		65.5		64.8		-0.7		-0.5		73.0		8.20

								b) Central Excise		60.9		67.0		57.0		-10.0		-3.9		52.6		-4.40

								c) Sales Tax		72.1		96.5		120.0		23.5		47.9		172.6		52.60

						III.		Surcharges		78.3		63.3		36.7		-26.6		-41.7		38.0		1.32

								a) Petroleum		66.4		58.1		26.5		-31.6		-39.9		23.0		-3.50

								b) Natural Gas		11.9		5.2		10.2		5.0		-1.8		15.0		4.82

						IV.		Non-Tax Revenue		77.5		141.7		131.1		-10.6		53.6		120.9		-10.24

								a) Property and Enterprises		50.1		75.1		74.3		-0.9		24.2		71.1		-3.17

								b) Civil Administration		11.1		38.8		33.8		-5.0		22.6		27.6		-6.17

								c) Miscellaneous		16.3		27.8		23.1		-4.7		6.8		22.2		-0.90

		B.		Less Transfers to Provinces						121.9		138.0		142.3		4.3		20.4		182.5		40.20

																0.0		0.0				0.00

						i.		Taxes on Income				142		131		-10.6		131.1		121		-10.24

						ii.		Sales Tax				75		74		-0.9		74.3		71		-3.17

						iii.		Export Duty (Cotton)				39		34		-5.0		33.8		28		-6.17

						iv.		Excise Duty & Royalty on Natural Gas				28		23		-4.7		23.1		22		-0.90

						v.		Exicise Duty on Sugar								0.0		0.0				0.00

						vi.		Exicise Duty on Tobacco				138		142		4.3		142.3		182		40.20

						vii.		Royalty on Crude oil/Ex- Gratia Grants								0.0		0.0				0.00

						viii.		Surcharges								0.0		0.0				0.00

						ix.		Custom Duties								0.0		0.0				0.00

						x.		wealth Tax								0.0		0.0				0.00

						xi.		Capital Value Tax								0.0		0.0				0.00

						xii.		Federal Excise (Net of Gas)								0.0		0.0				0.00

																0.0		0.0				0.00

		Revenue Receipts (Net)								342.5		422.9		377.1		-45.8		34.6		412.1		34.98

		A = Actual, B = Budget, R = Revised												Source: Annual Budget Statement  of the Federal Government

		Complete and Checked from Annual Budget Statement  of the Federal Government





IV.3

		

		Table IV.3:  Federal Government Non-Tax Receipts

		(Rs million)

		Heads										FY99		FY00		FY00		FY01

												Receipts R		Target B		Receipts R		Target B

		A.		Property and Enterprises (I+II+III)								53,947.0		75,143.0		74,276.6		71,110.2

						I.  Interest Income (i+ii)						42,251.7		60,544.7		61,671.8		56,935.0

								i) Provinces				25,465.9		27,516.4		28,269.9		28,986.8

										Punjab		12,235.8		12,678.6		12,609.7		13,314.0

										Sindh		6,297.4		7,530.1		7,967.7		7,461.4

										NWFP		4,564.8		4,876.8		5,209.8		5,575.3

										Balochistan		2,368.0		2,431.0		2,482.8		2,636.2

								ii) Institutions				16,785.8		33,028.3		33,402.0		27,948.2

						II.  Dividend Income						11,766.8		14,598.3		12,781.7		14,450.4

								PTCL				8,104.3		9,400.0		8,994.2		10,000.0

								OGDC				2,000.0		2,000.0		2,000.0		2,500.0

								PARL				440.6		650.0		466.6		500.0

								PSO				399.2		450.0		400.0		400.0

								NIC				300.0		300.0		320.0		350.0

								Others Receipts				522.7		1,798.3		601.0		700.4

						III.  Railways & Post Offices						(71.5)		(0.1)		(177.0)		(275.2)

		B.		Civil Administration								10,848.9		38,751.0		33,759.5		27,589.1

						Transfer from SBP						8,000.0		35,000.0		30,000.0		23,000.0

						Other Receipts						2,848.9		3,751.0		3,759.5		4,589.1

		C.		Miscellaneous								55,885.0		27,782.9		23,084.4		22,185.8

						Royalty on Oil and Gas						3,714.8		4,682.2		7,965.7		7,535.2

						Sale Proceeds of Oil and Gas						3,700.3		4,070.3		6,017.6		5,230.7

						Workers Profit Participation Fund						1,400.0		1,800.0		1,800.0		1,900.0

						Foreign Travel Tax						2,000.0		2,200.0		1,700.0		1,800.0

						Passport & Copyright Fee						3,558.7		3,736.6		2,930.0		2,980.0

						Other Receipts*						41,511.2		11,293.8		2,671.1		2,739.9

		Total										120,680.9		141,676.9		131,120.5		120,885.1

		R = Revised, B = Budget.										Source: Explanatory Memorandum on Federal Receipts

		* The revised estimate of 1998-99 includes the refund of F-16, amount from oil facility and arrears, while

				the refund of F-16 is also included in budget figure for FY00
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		Table IV.4:  Federal Government Expenditure

		(Rs billion)

		Heads								FY99		FY00								FY01

										Expenditure A		Target B		Expenditure R		Excess/Shortfall from				Target B		Excess over Last Year

																Target		Last Year

		A.		Revenue Expenditure (1+2)						529.0		553.9		585.1		31.2		56.1		604.0		18.9

						1.		Current  Expenditure		515.4		525.9		565.4		39.5		50.1		577.6		12.1

						a.		Debt Servicing		290.7		287.4		313.7		26.2		23.0		305.6		-8.0

								i.   Interest on Domestic Debt		175.3		160.6		183.9		23.3		8.6		175.4		-8.5

								ii.   Interest on Foreign Debt		38.0		42.4		50.5		8.1		12.6		55.0		4.5

								iii.  Repayment of Foreign Debt		77.4		84.4		79.2		-5.2		1.8		75.2		-4.0

						b.		Defense		143.5		142.0		143.4		1.4		-0.1		133.5		-9.9

						c.		General Administration		18.5		21.2		19.5		-1.7		1.0		48.1		28.6

						d.		Grants and Subventions		16.3		38.0		41.0		3.0		24.7		44.2		3.2

						e.		Social Services		9.6		9.8		10.3		0.6		0.7		11.8		1.4

						f.		Law and Order		8.1		8.6		9.1		0.5		1.0		10.1		1.0

						g.		Community Services		5.7		6.1		6.3		0.2		0.6		7.0		0.6

						h.		Subsidies		9.5		2.4		14.4		12.0		4.9		11.8		-2.6

						I.		Economic Services		5.0		2.6		2.6		-0.0		-2.4		3.2		0.6

						j.		Unallocable		8.4		7.7		5.1		-2.6		-3.3		2.3		-2.8

						2.		Development Expenditure		13.7		28.0		19.7		-8.3		6.0		26.4		6.8

		B.		Capital Disbursements (a+b)						157.0		151.5		151.7		0.2		-5.2		90.3		-61.4

						1.		Current Expenditure		59.3		49.2		62.9		13.7		3.5		20.4		-42.5

						2.		Development Expenditure		97.7		102.3		88.9		-13.5		-8.8		70.0		-18.9

		Total Expenditure								686.0		705.4		736.9		31.4		50.9		694.3		-42.5

		A = Actual, B = Budget, R = Revised														Source: Annual Budget Statement  of the Federal Government

		Complete and Checked from Annual Budget Statement  of the Federal Government
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		Table IV.5:  Financing of the Federal Government Expenditures

		(Rs billion)

		Heads						FY99		FY00								FY01

								Financing A		Target B		Financing R		Excess/Shortfall from				Target B		Excess over Last Year

														Target		Last Year

		1.		Revenue Receipts (Net)				342.5		422.9		377.1		-45.8		34.6		412.1		35.0

		2.		Internal Resources				172.5		93.8		125.3		31.6		-47.2		98.9		-26.5

				a.		Capital Receipts		41.2		29.6		30.9		1.3		-10.3		42.5		11.7

				b.		Public Account:		131.4		64.2		94.5		30.3		-36.9		56.3		-38.2

		3.		External Resources				236.8		202.4		191.3		-11.1		-45.5		185.6		-5.7

				a.		Plan Resources		127.0		118.0		104.1		-13.9		-23.0		146.6		42.5

				b.		Debt Rescheduling		93.4		67.0		73.0		6.0		-20.4		31.9		-41.0

				c.		Non-Plan Resources		16.4		17.4		14.3		-3.1		-2.1		7.1		-7.2

		4.		Total Receipts				751.9		719.1		693.8		-25.3		-58.1		696.6		2.8

		5.		Credit From Banking System				-73.8		-13.7		28.3		42.0		102.1		-2.2		-30.6

		6.		Provincial Surplus(+)/Deficit(-)				7.9		0.0		14.8		14.8		6.8		0.0		-14.8

		7.		Total Resources				686.0		705.4		736.9		31.4		50.9		694.3		-42.5

		A = Actual, B = Budget, R = Revised												Source: Annual Budget Statement of the Federal Government

		Complete and Checked from Annual Budget Statement  of the Federal Government
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		Table IV.6:  Comparision Among GST, RSTand TOT

		(Rupees)

		Stage		Value Addition at each Stage		Value Added Tax @ 10%		TOT at each Stage of Production @ 5%		Tax at each stage under TOT

		1		200.00		20.00		200 x (1.05) = 210.00		10.00

		2		150.00		15.00		210+150 = 360 x (1.05) = 378.00		18.00

		3		100.00		10.00		378+100 = 478 x (1.05) = 501.90		23.90

		4		50.00		5.00		501.9+50 = 551.9 x (1.05) = 579.50		27.60

		5		50.00		5.00		579.5+50 = 629.5 x (1.05) = 660.97		31.47

		Total		550.00		55.00		660.97		110.97

		Pre-tax Price		550.00		550.00		550.00		-

		Retail Sales Tax		55.00		-		-		-

		Post-tax Price		605.00		605.00		660.97		-

		Government Revenue		55.00		55.00		110.97		110.97
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		Trends of Conventional & Primary Deficits and Interest Payments

		Year		Conventional Deficit		Interest Payments		Primary Deficit

		FY81		14.6		5.9		8.7

		FY82		17.2		7.7		9.5

		FY83		25.7		11.1		14.6

		FY84		25.1		14.1		11.0

		FY85		36.8		16.5		20.3

		FY86		41.6		19.7		21.9

		FY87		46.7		24.0		22.7

		FY88		57.6		33.2		24.4

		FY89		56.9		38.1		18.8

		FY90		56.1		46.7		9.4

		FY91		89.2		50.0		39.2

		FY92		90.0		62.4		27.6

		FY93		107.5		78.8		28.7

		FY94		92.2		90.9		1.3

		FY95		105.4		97.2		8.2

		FY96		137.8		132.5		5.3

		FY97		156.6		161.2		-4.6

		FY98		205.0		196.3		8.7

		FY99		179.2		220.1		-40.9

		FY00		206.8		265.7		-58.9
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Figure IV.1:  Trends of Deficits and Interest Payments
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		Year		Debt Servicing		Defence		Dev. Exp.

		FY81		2.1		5.5		9.3

		FY82		2.4		5.7		8.2

		FY83		3.1		6.4		8.1

		FY84		3.4		6.4		6.7

		FY85		3.5		6.7		7.0

		FY86		3.8		6.9		7.7

		FY87		4.2		7.2		6.3

		FY88		4.9		7.0		6.9

		FY89		5.0		6.6		6.3

		FY90		5.5		6.9		6.5

		FY91		4.9		6.3		6.4

		FY92		5.2		6.3		7.5

		FY93		5.9		6.5		5.7

		FY94		5.8		5.8		4.5

		FY95		5.2		5.6		4.4

		FY96		6.2		5.6		4.4

		FY97		6.6		5.2		3.5

		FY98		7.3		5.1		3.9

		FY99		7.6		4.9		3.4

		FY00		8.3				3.0
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Figure IV.2: Pattern of Key Expenditure Heads
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		Year		Sales Tax		Central Excise		Customs Duty

		FY86		10		31		59

		FY87		12		28		61

		FY88		14		27		59

		FY89		19		26		55

		FY90		17		26		57

		FY91		18		27		55

		FY92		18		27		55

		FY93		19		29		52

		FY94		24		27		50

		FY95		26		26		47

		FY96		26		27		47

		FY97		28		30		42

		FY98		28		33		39

		FY99		36		31		33

		FY00		50		24		26
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Figure IV.3:  Shares of Sales Tax, Central Excise Duty and Customs Duty in Indirect Taxes




