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Introduction 
 
The federal budget is one of the most awaited 

documents of real economic policy. It encapsulates the 

government’s priorities and offers key insights into the 

future direction of the economy. The budget not only 
lays out how the general public resources will be 

managed but it also informs various stakeholders 

about the activities that will be incentivized or 
discouraged through taxes. In the post 18th 

Amendment era, much of the public service directly 

affects local-level development and people’s welfare, 
and is carried out using provincial budgets. Therefore, 

the federal budget needs to be visualized in 

conjunction with the provincial budgets to better 

forecast the government’s role in different sectors. 
Herein, the focus is primarily on the Federal Budget 

2021-22. 

 
The government will be looking to build on the 3.94% 

economic growth in Fiscal Year 2021 (FY21). 

Although the growth figure was surprising due to low 
expectations even by the government itself, there has 

been a considerable increase in agricultural, services, 

and manufacturing output compared to FY20. A low 

base from the preceding year is a part of the reason for 
this growth, but there are strong indications that 

economic activity is rapidly picking up, as Pakistan 

emerges from the worst of the Covid-19 pandemic. 
However, high inflation and unequal pattern of wealth 

distribution have meant that the common citizen does 

not enjoy the virtues of the growing economy. That 

truly depicts that the economic growth has not been 
pro-poor. Members of the treasury benches are also 

aware of the fact that only two years remain of their 

government, which need to be utilized to make up for 
the unpopular belt-tightening measures of the last 

three years. 

Key Highlights of FY22 Federal Budget 
 
The PTI-led government’s third federal budget is of 

Rs8,487 billion. Of these, Rs3,060 billion are allocated 

for interest payments, Rs1,370 billion for national 

defense, and Rs1,168 billion will be transferred to the 
provinces as grants and transfers. Federal PSDP 

constitutes Rs900 billion, a 38% increase over last 

year’s Rs650 billion. On the resources side, the FBR 
tax collection target has been set at Rs5,829 billion, a 

24% increase over the revised target of Rs4,691 billion 

in FY21. Adding to its non-tax revenue of Rs2,080 
billion brings the planned gross revenue to Rs7,909 

billion. Rs3,412 billion of that will be disbursed 

among the provinces under the 7th NFC Award 

formula. The projected fiscal deficit will be Rs3,990 
billion. Around 31% of that will be financed through 

Rs1,246 billion in external loans, whereas 62.5% of 

the fiscal deficit will be funded using Rs2,492 billion 
of domestic borrowing. The rest will be raised from 

privatization. 

 
The government is looking to shift from the unpopular, 

IMF-mandated stabilization policy to a phase of 

“sustainable and inclusive growth”. It is planning to 

prioritize construction, agriculture, and export sectors 
in order to boost economic activity and employment in 

the country. Citing the failure of trickle-down theory, 

the finance minister has announced that a bottom-up 
approach will be followed to ensure that the poorest 

are given top priority. In this regard, four to six million 

identified low-income households will be eligible for 

receiving interest-free loans for building homes, 
upgrading farms, and pursuing businesses. These 

households will also get Sehat cards for health 

insurance, as well as technical training for one member 
per household. These are commendable initiatives, 
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and if implemented in letter and spirit, will bring relief 

to the poorest. 
 

Review of Key Sectors 

 
 The Federal Budget 2021-22 is expansionary and 

will certainly foster economic activity in the 

direction of the 4.8% growth target. There are 
numerous subsidies, tax cuts, tax exemptions, and 

custom duty concessions for almost every sector. 

According to the budget speech of the finance 

minister, no new taxes are being levied. The 
minimum wage has been increased by Rs2,000. 

Salaries of government employees are up by 

10%, which will increase wage benchmarks in the 
private sector as well. At the same time, the 

government is holding off pressure from IMF to 

increase electricity tariffs, rationalize subsidies, 
and reduce expenditures. All these measures will 

create economic relief for the masses. 

 

 Whether this budget gets to the implementation 
stage depends critically on the IMF’s approval as 

IMF funding is providing a key lifeline to the 

fiscal side. If the IMF refuses to support this 
budget, the revised version or a later mini-budget 

would not be as expansionary in nature, and belt-

tightening would continue on multiple 
fronts. Keeping the repercussions in mind, the 

government must continue to negotiate with IMF. 

An intellectual challenge is confronting the 

financial and development thinkers in the ruling 
echelons.   

 

 The crux of PTI’s 2018 manifesto was a promise 
of reforms. Party leaders criticized former 

governments for excessive spending on 

infrastructure, allowing development funds to be 

misused by MNA/MPAs, and not investing 
enough in reforms and human development. Yet 

three years into power, this government has 

largely not succeeded in delivering on its promise 
of reforms. The proposed budget continues the 

trend of heavy spending on physical 

infrastructure and running a cumbersome, 
colonial-style government. Structural reforms do 

not appear to be on the agenda in the 

government’s fourth year as well. 

 
 If the budget is seen as a whole, the portion 

concerned with the uplift of the overall society is 

the PSDP, constituting 11% of the budget. More 
than 40% of the PSDP is going into just highways 

and railways. While the importance of 

infrastructure remains, the real growth potential 

lies in human development sectors such as 

education and skills training. The budget fails to 
give due priority to human development and 

Sustainable Development Goals (SDGs). 

 

 The government approved development funds of 
Rs500 million for its MNAs and MPAs earlier 

this year, which was challenged by a judge of the 

Supreme Court. Now the Punjab government has 
also allocated Rs100 billion for MPAs to spend 

on district development projects. This is a flawed 

policy as it leads to a wastage of resources and 
perpetuates corruption and feudalism. 

 

 It is evident from the budget that the aimed 

growth from these policies would not be 
sustainable in the longer run, particularly when 

trade deficit is likely to be very high. Such 

expansionary budgets cannot be introduced every 
year. Without the requisite standard of 

governance and rate of private investment, 

growth will eventually flatten out in the years 
with non-expansionary budgets. Thus, there is a 

much greater need for reforming the governance 

and investment environment to ensure sustained 

growth. 
 

 The revenue side is going to remain challenging 

with an ambitious target, a high volume of tax 
expenditures, unwillingness to tax the wealthy 

elite, plans to wind up withholding taxes, 

reluctance to raise electricity tariffs, and a 

promise to not enact new taxes. The decisions to 
end ‘FBR harassment’ of businesses, 

incentivizing Point of Sale (POS) stations at 

shops, and instituting random third-party tax 
audits are commendable.  

 

 It is notable that the indirect taxes are 63% of the 
FBR tax target. Moreover, a large part of the 

direct taxes are withholding taxes, which are also 

regressive in practice. Thus, in effect, indirect 

taxation is as high as 80% of total taxation. It is a 
testament to a lack of tax reforms, because 

indirect taxes charge the poor disproportionately 

more than the rich, thus contributing to the 
widening inequality and worsening the impact of 

high inflation on them. There is a greater need to 

tax the rich using progressive and direct taxation. 
The configuration or direct and indirect taxes 

should gradually be equated. 

 

 The federal government is hoping to collect about 
Rs5.8 trillion through direct taxes. This target can 

be achieved via two methods; either by 
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implementing higher taxes on the current tax 

payers or through expanding the tax net in the 
country. The latter may be opted for so that the 

maximum proportion of the population will be 

paying tax. This will ultimately reduce the 

pressure of increasing tax on the poor. 
 

 Petroleum levy is expected to be increased by 

Rs15 per liter in order to achieve the Rs610 
billion target (FY21 target was Rs450 billion). If 

sanctions on Iran by the United States are not 

lifted, as the government expects, such a measure 
could considerably hurt the poor due to the hike 

in inflation. 

 

 The government is also planning to incentivize 
investment in the construction sector in the 

upcoming fiscal year. Cities are the centers of 

economic activity and if they are not designed 
well, they grow in a haphazard manner, causing 

low living standards and stifling urban economic 

potential. In Pakistan, the urban sprawl needs to 
be checked. Vertical and mixed-use growth 

should be encouraged to ensure that more 

residents can live closer to employment centers 

and commuting time and fuel can be saved which 
can translate into massive resource savings 

nationally. 

 

 Regarding the agriculture sector, the proposed 

budget is more favorable compared to budgets in 

recent past. However, gains will be limited as 

long as the focus remains on the major crops 

while minor crops, fruits, and vegetables are 
neglected. Furthermore, the country needs to shift 

away from the current practice of harvesting 

water-intensive crops like sugarcane and rice, and 
then selling them cheaply with very limited 

value-addition.  

 

 Extensive and reliable data collection needs to be 

prioritized in order to better understand the 

development situation. Pakistan Bureau of 

Statistics (PBS) should be better funded, 

upgraded, and made more autonomous. 

 The waiver of VAT and a 5% reduction in sales 

tax on cars under 850 cc is aimed at making car-
owning affordable for the middle class. However, 

this category only has three passenger vehicle 

models that are not ideal for family use. But at the 

same time, one should be careful that continued 
run of such a scheme for a long time would incur 

a huge import bill on national exchequer. It would 

be much better to instead focus on providing mass 
transit facilities and better means of public 

transport. 

 
 The fiscal deficit of Rs3,990 billion is primarily 

being financed through the domestic financial 

sector: 60.5% of the fiscal deficit will be financed 

through the sale of government securities to 
commercial banks. This provides easy profit to 

the domestic financial sector which then fails to 

provide sufficient credit to the private sector and 
households, as that entails much more risk and 

effort. There is a need for the regulator to check 

the crowding-out by mandating a minimum 
percentage of a bank’s loanable funds that cannot 

be used for buying government papers. 

  

Conclusion 
 

Federal Budget 2021-22 is growth-oriented and if 

implemented in its current form, will certainly 
generate a flurry of economic activity. However, there 

are multiple risk factors that can jeopardize the plans, 

chief among which is IMF refusing to continue the 

Extended Fund Facility (EFF) with this expansionary 
budget. The FBR will have to deliver in terms of 

administrative measures to achieve the high tax target. 

There is no indication that the government is planning 
to undertake large-scale reforms in the upcoming 

fiscal year, which means that growth will not sustain 

over the longer term. Moreover, in order to make 
economic growth inclusive, the irrational grant of 

subsidies to the rich may be curtailed while the burden 

of indirect taxes on the poor segments of population 

needs to be minimized. 
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