KCCI Pre-Budget Report FY21

Surviving New Challenges
The government is expected to present the FY20 federal budget in the parliament on 12th June,
2020 which will set the economic tone for what may be a difficult year ahead. There are high
expectations backed by the statements of high-level government officials that the budget will be
highly influenced by the global pandemic Coronavirus that has inflicted a devastating blow to the
global economy. Prime Minister Imran Khan has hinted that even though improving social
indicators in the wake of the pandemic will be an area of focus in the upcoming budget, boosting
the country’s industrial sector, provision of maximum relief to traders and promoting ease of
doing business remain a priority.
However, it should be noted that COVID-19 and its impact on Pakistan’s economic and social
sectors may not be the only driving forces behind the budget. Even before the pandemic made
its way to Pakistan, the country was already facing a rocky economic front, battling concerns such
as high inflation. Also, a general opinion prevailed throughout the country that the government
was limiting support to the social sector and making it difficult to conduct business by
implementing measures agreed with the International Monetary Fund (IMF) under the $ 6Bn
bailout package. With these factors and more looming over the government, only time can tell
how the country’s FY21 budget can help its people and yet still meet the commitments pertaining
to IMF, FATF, debt management, business community and more including China Pakistan
Economic Corridor (CPEC).
In light of the current global situation, global agencies such as IMF and the G20 countries have
started to offer aid packages including loans and debt restructuring activities. Although Pakistan
has opted for a number of these, FY21 may see expansion in fiscal deficit. This is backed by the
fact that the Federal Board of Revenue (FBR) is likely to fail to meet its four times downward
revised revenue collection target of PKR 3.9Tn, unless it somehow collects PKR 382Bn in June
2020.
The year FY20 has been marred by a number of issues and has not been the year of growth that
the government had hoped for this time last year. COVID-19 could possibly be considered as the
straw that broke the camel’s back. Sadly, it came at a time when Pakistan’s economy had just
started to witness some signs of recovery.
With different topics, such as COVID-19, dominating the news as well as the government’s
attention, the upcoming budget has been rather foreshadowed. This year, semi-confirmed
expectations prior to the announcement of the budget regarding its contents are scarce while
numerous stakeholder groups seek relief from the government by submitting their proposals.
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All Eyes on the Administration
Adviser to the Prime Minister on finance and revenue, Dr. Abdul Hafeez Shaikh has said that he
wants the upcoming budget to be a simple document. However, this budget and its
accompanying Finance Bill will require the government to concentrate its efforts towards the
benefit of the people while keeping international stakeholders such as IMF at bay. Keeping all
stakeholders happy or even mildly satisfied will take some artistic levels of crafting economic
policy, something necessary if FY21 is to be a year of economic recovery and growth. Looking
towards the not so distant future, this document contains information regarding what can be
expected from the FY21 budget.
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Key Expectations from Budget FY21

PKR 4.64Tn for Debt Servicing

Expected Outlay

PKR 7.6 Tn

PKR 1.41Tn Total PSDP
includes

PKR 1.41Tn Defense
PKR 260Bn for Subsidies
PKR 130Bn for contingencies

Pakistan's Fiscal Operations Snapshot

PKR Billion

FY19

FY20
Budgeted

9MFY20

FY21
Expectations

Total Revenue

4,901

6,717

4,690

7,600

Tax Revenue

4,473

5,822

3,594

5,129

Non-Tax

427

894

1,096

2,471

Total Expenditure

8,346

8,423

6,376

10,400

Current Expenditure

7,104

7,473

5,612

-

Of which : Mark-up Payments

2,091

2,891

1,880

-

Defense

1,147

1,153

802

1,402

Development Expenditure & net
lending

1,219

950

781

1,413

Budget Deficit

-3,445

-1,706

-1,686

-2,800

Source: KCCI Research, MoF, News flows
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Components

FY19

FY20
Budgeted

Estimated FY20

FY21 Expected
Targets

Current Account Deficit as %
GDP

4.80%

5.10%

1.50%*

1.60%

Fiscal Deficit to GDP

8.90%

7.10%

3.80%**

7.10%

GDP Growth

3.29%

3.00%

-0.38%

2.30%

Agriculture Growth

0.85%

2.85%

2.67%

2.90%

Industrial Growth

1.40%

1.95%

-2.64%

0.10%

Service Sector Growth

4.70%

4.04%

-0.59%

2.80%

*10MFY20, **9MFY20
Source: KCCI Research, MoF, News flows

Economic Indicators

Unit

FY19

FY20
Budgeted

10MFY20

FY21
Expected
Targets

Remittances

$ Bn

21.84

24

18.8

21.5

Exports

$ Bn

22.98

26.8

18.4

22.7

Imports

$ Bn

54.8

51.8

37.9

42.14

Trade Balance

$ Bn

-31.8

-25

-19.5

-19.44

Current Account

$ Bn

-13.58

-6.5

-3.3

4.4

Foreign Direct Inv.

$ Bn

1.74

-

2.3

-

LSM Growth

%

-3.64

3.1

-5.4*

-

Avg. CPI

%

7.34

11-13

11.2

6.5

Discount Rate

%

12.25
(Jun'19)

-

8.0
(Jun'20)

-

Forex Reserves

$ Bn

14.44
(Jun'19)

-

16.92
(May'20)

-

*9MFY20
Source: KCCI Research, SBP, PBS, News flows
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 Federal public sector development program (PSDP) worth PKR 630Bn has been approved. The
four provinces would have cumulative development plans of PKR 783Bn for next year.
 The govt. intends to remove tax exemptions, preferential treatments and concessions that
are likely to result in added tax collection of around 2% of the GDP.
 The projected size of next year’s GDP is around PKR 49.5Tn and 2% will translate into PKR 1Tn
worth of additional taxation in next fiscal. In FY20, the govt. had also imposed PKR 735Bn
worth additional taxes.
 Reduction in the capital gains tax (CGT) rates for two years on disposal of listed securities
expected.
 The govt. has so far decided to keep existing duty structure for import of used/old cars
unchanged for the next budget.
 Amid whopping fiscal losses faced by Pakistan so far escalating to $ 14Bn after outbreak of
deadly coronavirus, Pakistan’s fiscal deficit is projected to be in the range of 8 to 17% of GDP
in the upcoming fiscal year.
 It is also in consideration to end preferential tax treatment for foreign companies working in
the country aimed at bringing them on a par with domestic firms and getting an additional
PKR 22Bn in revenues from them.
 The Ministry of Finance has estimated that the government will have to get foreign loans of
$ 14 to $ 15Bn in the next budget while repayment of public debt is going to consume $ 11Bn.
So net external borrowing will be standing around over $ 4Bn in the next budget.
 The cost of pensions would further surge to PKR 475Bn for FY21 up from PKR 435Bn.
 The govt. has decided to increase its reliance on the petroleum levy to fetch additional PKR
194Bn revenue in the upcoming budget 2020-21.
 There will be no intervention price of cotton and any duty on import of cotton will be opposed
at the level of ECC.
 The cost of running the civilian govt. would increase to PKR 495Bn in next fiscal year.
 SBP is seeking to abolish WHT on cash withdrawal from banks in the upcoming budget.
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 SBP also wants to abolish Super Tax on the banking sector.

Sales Tax

 The govt. is also considering expanding sales tax in the shape of value added tax (VAT) mode
within the whole supply of value chain.
 The government is considering reducing the further GST (applied in addition to the standard
17% GST) of 3% to either 2% or 1%.
 There is a possibility of reduced single digit Sales Tax rate.
 General Sales Tax (GST) on petroleum products would be kept at 17% and no change would
be brought in its collection mechanism.
 Restoration of zero-rating or reduction of sales tax rate to 5% across the value chain was shot
down after Chairperson FBR expressed her opposition.
 FBR is also considering expanding the list of items that were subject to 17% GST by
considering market prices of goods instead of their factory rates. The items could include
wearing apparels, imported garments, e-cigarettes, umbrellas, glass, mirrors and knives.

Federal Excise Duty

 The govt. is contemplating to provide major relief to the beverage industry in coming budget
2020-2021 by proposing reduction in the federal excise duty (FED) from existing 13 % to 9 %,
reflecting a reduction of 4%.
 Authorities are considering reducing FED on cement from PKR 100 per bag to PKR 75.
 FED on beverages may be reduced from 13% to 11.5% – the level from where the duty was
jacked up in the last budget.
 FBR has rejected the proposal of local and multinational companies to increase advance
Federal Excise Duty (FED) from PKR 10 to PKR 500 on tobacco growers.
 FED on tobacco leaf will remain intact for FY21 at PKR 10.
 There is a possibility that FED on locally produced cigarettes might be increased by 24% or
PKR 400 if their retail price exceeds PKR 5,965 per thousand cigarettes.
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 Whereas, FED on locally produced cigarettes might be reduced by 7.7% or PKR 400 if their
printed retail price does not exceed PKR 596 per thousand cigarettes.

Expectations related to Customs and Duties

 The govt. has decided to introduce two major reforms to the Pakistan Customs in the budget
for next fiscal year for cross-border movement of goods under the Trade Facilitation
Agreement (TFA) in line with WTO procedures.
 The govt. is considering bringing down Additional Customs Duty (ACD) ranging from 2 to 7%
on different items into lower side and Regulatory Duty (RD) that ranges up to 40% on
hundreds of imported items of raw material and inter-mediatory goods.
 There is another proposal under consideration to exclude around 200 items from the fifth
schedule of Customs Act where there is no attached condition and make it part of normal
tariff slabs.
 The govt. is planning to bring certain items from the higher duty slabs to lower duty slabs for
reduction in customs duty at the import stage. At present, customs duty slabs comprise 0%,
3%, 11%, 16%, and 20%. This would be a major relief to the local industries in the coming
budget.
 The concessional rate of 2% customs duty on the import of agricultural machinery and
harvesting, threshing and storage equipment used for agriculture sector would continue to
enjoy lower rate of taxes in the coming budget.
 The govt. would propose exemption of customs duty on raw materials/industrial inputs to
incentivize local industry.
 To control the consumption of smuggled cigarettes, the govt. is planning to remove a major
distortion in the customs laws during budget (2020-21), by amending a Customs General
Order (CGO) 12 of 2002, which allows confiscated/seized smuggled cigarettes to be offered
to the PIA/Duty Free Shops on appraised value with 25% discount.
 0% duty would continue on the import seeding or planting equipment and irrigation, drainage
and agro-chemical application equipment.
 Fertilizer and plant protection equipment is subjected to 5% duty with the condition to be
used for the agriculture sector.
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 Dairy, livestock and poultry, machinery is subjected to lower rate of 2% duty with the
condition to be used for agriculture, dairy, livestock, and poultry sector.
 Abolishing 2% additional customs duty on more than 1,600 tariff lines — raw materials and
intermediate goods of industrial sector.
 Reduce customs duty on 70 tariff lines of raw materials and intermediate goods to 3% and
zero on five tariff lines from 11%.
 Reduce duties on 250 tariff lines.

Some Expected Subsidies

 The subsidies will go down from PKR 273Bn in this fiscal to PKR 260Bn in next fiscal year.
 The federal govt. is likely to earmark PKR 216Bn subsidy for power sector, including KarachiElectric (KE) in federal budget 2020-21.
 The govt. has reportedly agreed on provision of PKR 20Bn as subsidy on RLNG/electricity for
textile sector in the federal budget 2020-12.
 Possibility of a regionally competitive fixed electricity tariff @ 7.5 cents/KWh for export
oriented sectors to ensure elimination of cross subsidy to other consumers by this sector and
uninterrupted and stable power supply and continuity of regionally competitive RLNG @ US
$ 6.5/MMbtu and system gas @ PKR 786 / MMBTU for export oriented sectors.

Other FBR Related Expectations

 On the income tax side, there is possibility to keep taxable ceiling limit of PKR 600,000
remained unchanged for the coming budget. The FBR is considering increase limit of providing
CNICs condition from PKR 50,000 to PKR 100,000 in the upcoming budget.
 The FBR has proposed that the tax withheld from contractual payments to permanent
establishments of non-resident companies should be treated as “minimum” withholding tax.
 The govt. may integrate the National Database and Registration Authority’s (NADRA)
databank with the Federal Board of Revenue (FBR) aimed at unearthing hidden assets of
citizens to enhance revenue collection.
 The IMF has agreed to slash down the FBR’s tax collection envisaged at PKR 5.105Tn to PKR
4.95Tn for the next budget however, the govt. had requested revision to PKR 4.7Tn.
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 FBR is contemplating upon different options for slapping Corona Tax on super rich and
wealthy in the next budget for 2020-21.
 FBR strongly opposed the increase in turnover tax to 1.5%, despite unflinching support of
Advisor on Commerce Abdul Razak Dawood.
 FBR is extensively working to raise valuation rates of immovable properties across the
country.
 The Federal Board of Revenue (FBR) has proposed the introduction of 0.6% withholding tax
(WHT) on the purchase of foreign currency.
 FBR might introduce a half-year rule for depreciation of assets aimed at curtailing expenses
of industrialists by amending Section 22 of the Income Tax Ordinance.
 FBR has proposed a reduction in the rate of normal depreciation for business assets.

Agreements with the IMF
 IMF has asked Pakistan to undertake massive fiscal adjustments of PKR 1, 150Bn to bring
down primary deficit at negative 0.4% of GDP for the upcoming budget 2020-21 post COVID19 pandemic.
 The IMF staff proposed freezing all major non-development expenditures heads, including
salaries and defense, in order to bring down primary deficit from projected negative 2.9 % in
outgoing fiscal year to -0.4 % of GDP in the next budget for 2020-21.
 The govt. is considering different options to provide incentives to severely impacted sectors
like hotel industry, airlines and poultry sector after outbreak of COVID-19 pandemic. The
retailers for tier-1 tax are likely to be reduced, as efforts are underway to convince the IMF.
The cement sector is also under consideration for provision of relief in the next budget.
 An agreement seems to have been reached to freeze the size and expenditures of the federal
government.
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KCCI’s Recommendations to the Government
Repeating its yearly exercise, KCCI performed its role as the intermediary between the
government and Karachi’s business community by gathering budget proposals from various
sectors and reporting them to the government for consideration in the FY21 budget. This fruitful
exercise ensures that the government is made aware of the measures, which the business
community deems necessary to promote ease of doing business.
KCCI has asked the government to first and foremost reduce all applicable tax rates by 50% of
the current rates including Income Tax, WHT and FED. Furthermore, sales tax should be reduced
from 17% to 5% across the board and SBP’s policy rate should be reduced to 4% in light of
declining inflation. Within the long list of proposals, KCCI has also asked the government to
provide an across the board incentive package for investment in all industries, allied businesses
and particularly the SMEs through amendment in Income Tax Ordinance.
This year, in January 2020, KCCI launched its first survey designed to gauge business sentiment
over a variety of factors including inflation, interest rates and international concerns such as
FATF. In this survey, respondents utilized the feedback section to suggest, convey and voice their
opinions regarding the factors that affect smooth operations of their businesses. This included
recommendations for the upcoming budget including abolishing FBR’s condition to provide a
copy of CNIC on transactions greater than PKR 50,000. They also suggested that businessmen
should be given a one window solution to get all the government permissions and requirements
and that the multiple taxation authorities should be replaced with a single body to bring federal
and provincial taxation to a unitary and fair system.
During a meeting between Advisor on Finance Dr. Abdul Hafeez Shaikh and the leadership of
KCCI, the government has indicated that numerous proposals presented by the Chamber have
been made part of the upcoming budget. However, how many of these proposals are actually
incorporated in the official budget document remains to be seen. This budget will be presented
in truly unprecedented times and although relief from the government is highly expected, there
are limited resources available and nearly all sectors of the economy are in need of aid.
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Disclaimer
This report produced by KCCI Research & Development Department (KCCI Research) contains information from
sources believed to be trustworthy; it is not guaranteed that the matter is accurate or complete. This report may not
be reproduced, distributed or published by any person for any purpose whatsoever, without the prior written
permission/approval of KCCI and/or KCCI Research. It is not intended as professional and/or financial advice nor does
any information contained herein constitute a comprehensive or complete statement of the matters discussed or the
law relating thereto. The information in this report is not intended as an offer or recommendation to buy, sell or call
on any commodity, security, currency, product, service or investment.
Analyst Certification
The views expressed in this report accurately reflect the personal views of the Analyst(s)*. The Analyst(s) involved in
the preparation of this report certify that (1) the views expressed in this report accurately reflect his/her/their
personal views about all of the subject sectors and topics and (2) no part of their compensations were, are or will be
directly or indirectly related to the specific recommendations or views expressed in this report.
The Analyst(s) compile this document based on opinions and judgments, which may vary and be revised at any time
without notice. KCCI Research makes no exemplification as to its exactitude or completeness and it should not be
relied upon as such. This report is provided only for the information of members of KCCI and business community
representatives who are expected to make their own corporate decisions and investment without undue reliance on
this report and KCCI Research accepts no responsibility whatsoever for any direct or indirect consequential loss arising
from any use of this report or its contents. The views expressed in this document are those of KCCI Research and do
not necessarily reflect those of KCCI or its management.
The information contained in any research report does not constitute an offer to sell commodities / securities /
currencies or the solicitation of an offer to buy, or recommendation for investment within any jurisdiction. Moreover,
none of the research reports is intended as a prospectus within the meaning of the applicable laws of any jurisdiction
and none of the research reports is directed to any person in any country in which the distribution of such research
report is unlawful. The information and opinions in each research report constitute a judgment as at the date
indicated and are subject to change without notice. The information may therefore not be accurate or current. The
information and opinions contained in research reports have been compiled or arrived at from sources believed to be
reliable in good faith, but no representation or warranty, express or implied, is made by KCCI as to their accuracy,
completeness or correctness and KCCI also does not warrant that the information is up to date. Moreover, the reader
should be aware of the fact that investments in commodities, currencies, undertakings, securities or other financial
instruments involve risks. Past results do not guarantee future performance.

* Analysts: Uzma Taslim - Director, Asad Bilal Sheikh – Research Analyst, Kamran Khan – Research Analyst, Yasir
Farooqui– Research Analyst, and Sunny Kumar– Research Database Officer.
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