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It is my pleasure to present what, I believe, is a defining moment in Pakistan's policy history and 
advocacy – EPBD's shadow documents – first ever produced by any think tank in the country. This 
initiative is rightly aligned with EPBD's founding purpose of providing independent, evidence-based 
alternatives to official policy frameworks, and advocacy for human-centric policy approaches. I am 
delighted to note that EPBD is presenting ‘Shadow Federal Budget’ based on the principle 'Budget 
for Growth, not just Survival’ as part of this landmark suite of four shadow documents. I would like to 
commend the lean, and highly committed team of EPBD, for the dedication, passion and rigour they 
have brought to this work.

All proposals in these documents are demand-driven and evidence-based, developed through 
rigorous sectoral research, structured stakeholder consultations, and expert peer reviews. It is my 
sincere hope that these will prove genuinely useful to policymakers and that this effort yields positive, 
tangible outcomes for growth of Pakistan's economy and its people. I would like to express my deep 
appreciation for the Board, particularly the Chairman Dr. Gohar Ejaz and the CEO Sardar Ahmad 
Nawaz Sukhera, whose vision, initiative, guidance and steadfast support that have made this 
pioneering endeavour possible.

Bashir Jan Muhammad 



Pakistan's private sector has long been a bystander in the budget-making process; subject to its 
consequences but rarely consulted in its design. Budgets have been crafted largely within the walls of 
government ministries, with limited genuine engagement with the private sector that drives 
employment, generates exports, and creates the wealth upon which the entire economy depends. 
Hardly any input is sought from academia or the civil society either. The result has been a recurring 
disconnect between fiscal policy and business reality, a disconnect that has cost Pakistan dearly in 
lost investment, stunted industrial growth, and missed export opportunities. This methodology 
should not continue.

This newly created think tank undertook the challenge of developing and presenting Pakistan's first 
ever Shadow Budget. The purpose of this exercise is clear: to fill a void that has persisted for too long, 
and to present a balanced and growth oriented, people and business friendly budget. Pakistan has 
never had a credible, independently prepared fiscal alternative to the government's budget, one that 
speaks from the ground up, rooted in the realities of industry, trade, and enterprise. This Shadow 
Budget exists because the private sector can no longer afford to be a passive recipient of fiscal 
decisions made without its voice. It exists to demonstrate that sound, evidence-based alternatives 
are possible, to raise the quality of Pakistan's fiscal debate, and to establish a tradition of 
independent economic accountability that this country has long needed but never had.

No plan document can cover everything under the sun. Our approach has been to identify those 
sectors where the quickest and most substantial dividends can be earned in the most cost-effective 
manner. Since we are taking a human-centric approach to high growth, poverty reduction is our core 
objective, to be achieved through increasing real incomes and job creation. Stopping brain drain by 
reducing tax on the salaried class would generate higher real incomes, increase demand for local 
industrial production and businesses, and feed into higher GDP growth.

EPBD's Shadow Federal Budget 2026-27 represents a decisive step toward correcting this 
imbalance. For the first time, Pakistan's business and industrial community has come together to 
produce a credible, evidence-based fiscal alternative, one that places private sector-led growth at the 
very center of its proposals. This is not a wish list. It is a serious, rigorously researched document that 
reflects the ground realities of doing business in Pakistan today.

Industry is the backbone of any economy. It creates jobs, develops skills, earns foreign exchange, 
and generates the tax revenues that fund public services. Yet Pakistan's industrial sector has long 
been burdened by an uncompetitive cost of energy, a complex and unpredictable tax regime, 
excessive regulatory friction, and limited access to affordable financing. Each budget cycle brings 
with it the hope of relief and, too often, the reality of further burden.

A people and business-friendly budget is not a concession to the businesses; it is an investment in the 
millions of workers employed by Pakistan's factories, mills, and enterprises. It is a signal to domestic 
and foreign investors that Pakistan is open, competitive, and serious about growth. It is the 
foundation upon which a modern, industrialized economy is built.

Our Shadow Federal Budget calls on the government to treat the private sector as a partner rather 
than a revenue target. We urge a fiscal framework that lowers the cost of doing business, rationalizes 
taxation, incentivizes industrial investment, and creates the conditions for Pakistan's exporters to 
compete confidently in global markets.Pakistan has the industrial base, the entrepreneurial spirit, 
and the human capital to become a serious regional economic power. What it needs is a budget that 
turns this dream into reality.

Dr. Gohar Ejaz, HI, SI

Dr. Gohar Ejaz, HI, SI
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Budgets are, at their core, statements of fiscal intent. They reveal what a government truly values, 
what it is willing to sacrifice, and what vision it holds for the people it serves. In Pakistan, however, 
budgets have for decades been something else entirely, annual rituals of incrementalism, where last 
year's allocations are nudged upward, structural problems are deferred, and the hard choices 
required for genuine fiscal transformation are quietly set aside. The result is a public finance system 
under severe strain: a debt burden that consumes the lion's share of national resources, a youth 
bulge that is rapidly becoming a youth crisis, and a poverty rate that — at 44.7% remains a national 
emergency by any measure.

Pakistan's budget process has long operated as an executive dominant exercise, with less than 
fifteen days afforded for parliamentary scrutiny and virtually no space for public or stakeholders' 
debate and input. This stands in sharp contrast to established democracies, where budget 
deliberation spans months, not days. EPBD's Shadow Budget exercise aims to address and bridge 
this democratic deficit offering an independent, citizen-driven alternative that reflects the priorities of 
those most affected by fiscal decisions, and advocating for a more transparent, participatory, and 
accountable budget process in Pakistan. Therefore, EPBD suggests amending annual budget 
calendar to provide two months space for extensive public and parliamentary debate on draft budget 
proposals before approval, on the Indian model. 

Pakistan is home to one of the youngest populations in the world. This should be our greatest asset. 
Instead, for millions of young Pakistanis, it is a source of profound anxiety, because the jobs are not 
there, the opportunities are not there, and the sense that the system is working for them is simply not 
there. The arithmetic here is unforgiving. Over the last three years, Pakistan's average GDP growth 
rate has been a mere 1.8%. Economists and development planners broadly agree that absorbing our 
growing youth population into productive employment requires sustained growth of 7-8 percent 
annually. 

Ours is a human-centric approach to high growth. Poverty reduction is our central objective, to be 
achieved through increasing real incomes and generating productive employment. A critical part of 
this is addressing brain drain: by reducing the tax burden on the salaried class, we can raise real 
incomes, stem the outflow of skilled talent, and simultaneously stimulate demand for local industrial 
production and businesses all of which feeds into higher GDP growth. No plan document can cover 
everything, nor does this one attempt to. Our approach has been to identify those sectors where the 
quickest and most substantial dividends can be earned in the most cost-effective manner, targeting 
interventions for maximum human impact.

It is to confront this reality — honestly, independently, and constructively — that the EPBD, a nascent  
independent and non-partisan think tank, decided to develop and present Pakistan's first ever 
Shadow Budget, keeping in view the people, businesses, and growth in mind. The concept of 
Shadow Budget is not new to the world. In the United Kingdom, the Opposition parties in parliament 
have for generations presented a formal Shadow Budget ahead of the government's own, holding 
the Chancellor of the Exchequer publicly accountable for every major fiscal choice. In Canada, 
independent parliamentary budget officers and think tanks routinely produce alternative fiscal 
frameworks that are taken seriously in legislative debate. Across the developing world — from India 
to South Africa to Kenya — civil society institutions have increasingly stepped into this space, 
producing credible fiscal alternatives that expand the boundaries of the policy conversation. 
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The Shadow Federal Budget 2026-27 was developed through a structured process benchmarked 
against international best practices and data. Fiscal data spanning five years was collected across 
revenue, expenditure, grants, and subsidies, and validated against IMF and World Bank projections. 
Stakeholder consultations were conducted throughout to incorporate private sector perspectives on 
taxation, revenue, and expenditure priorities. The document follows the government's own 'Budget 
in Brief' format, enhanced with graphs, visualizations, and in-depth analysis, and is accompanied by 
a 3-Year Medium-Term Budget Framework.

This Shadow Federal Budget presents detailed fiscal estimates for FY 2025–26 and FY 2026–27 
with viable and actionable policy recommendations across revenue, expenditure, debt 
management, and federal-provincial fiscal relations. The recommendations are grounded in 
Pakistan's own constitutional and legal framework and in internationally recognized principles of 
sound public financial management. 

The legal architecture largely already exists. The institutions, imperfect as they may be, already 
exist. What has been missing is the political will to deploy them as intended, and a public discourse 
demanding that they be. Having no ulterior motives, we offer this Shadow Federal Budget proposals 
not in a spirit of mere critique, but in a spirit of constructive engagement and to put across citizen 
voices to be heard. If our proposals are flawed, we welcome the rebuttal, with evidence and with rigor. 
If they are sound, we urge their consideration, incorporation and implementation.

The recommendations contained in this Shadow Federal Budget span the full breadth of Pakistan's 
fiscal architecture. On the revenue side, we propose measures to broaden the tax base, reduce the 
burden on the already overtaxed formal sector, and bring the untaxed informal economy into the net, 
not through coercion, but through simplification and incentive. On the expenditure side, we call for a 
fundamental reordering of priorities: reducing the fiscal space consumed by inefficient subsidies and 
loss-making state enterprises, and redirecting resources toward human capital, infrastructure, and 
social protection. And on federal-provincial fiscal relations, we urge a more rational and transparent 
implementation of the NFC Award, ensuring that resources reach the people they are meant to serve.

We propose implementation of Treasury Single Account, and on government borrowing we propose 
moving toward a cost-of-funds plus one percent profit rate structure, replacing the current 
arrangements that have allowed borrowing costs to balloon well beyond what sound fiscal 
management permits. We aim to achieve Zero fiscal deficit budget in three years. These are not 
radical proposals; they are the kind of structural corrections that serious economies make when they 
are ready to stop deferring the inevitable.

Pakistan's fiscal future will not be secured by one budget, one government, or one institution. It will be 
secured by the gradual building of a culture of fiscal accountability, one in which citizens demand 
better, institutions perform better, and governments, knowing they are being watched and measured, 
are compelled to rise to that standard. Every Pakistani, especially the generation coming of age 
today, impatient, talented, and deserving of far better than what our current trajectory offers, 
deserves a government and a policy community willing to navigate these choices with honesty, 
competence, and genuine urgency. This document is offered in that spirit.

We are grateful and acknowledge with sincere appreciation the EPBD Board of Governors for their 
strategic guidance and steadfast support throughout this exercise. Our deepest gratitude is reserved 
for our Chairman, Dr. Gohar Ejaz whose vision, leadership, and unwavering belief in the private 
sector's role in shaping Pakistan's economic future made this entire undertaking possible. To every 
stakeholder, policymaker, expert, business leader, and especially the FPCCI, who engaged with us, 
challenged our thinking, and sharpened our proposals; this document reflects your intellectual 
investment as much as our own. Finally, We thank and acknowledge our EPBD research team for the 
dedicated and sustained efforts, in tandem with our external consultants, that transformed months of 
analysis into this publication. 
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The National Budget is the most important and principal fiscal policy instrument of the Federal 

Government. The Constitution of Pakistan 1973 establishes foundational principles governing 

financial and legislative matters, with specific reference to the Annual Budget Statement, the levy of 

taxes, and the distribution of revenues between the Federation and the Provinces. The Public 

Finance Management Act 2019 further mandates medium-term quantified fiscal projections and 

performance-based budgeting.

A government budget is a formal statement of estimated federal receipts and expenditures for a 

financial year. A Shadow Budget, by contrast, is an alternative fiscal plan developed independently by 

opposition parties, non-government think tanks, or research organizations, prepared in parallel with 

the official government budget. It offers a structured critique of the prevailing fiscal policies of the 

sitting government and presents a concrete roadmap for improving financial management. Its 

purpose is to advance transparency, accountability, and public awareness, and to contribute to better 

service delivery.

This practice has been largely absent in Pakistan. Recognizing its critical significance, the EPBD 

Think Tank has developed and is now launching Pakistan's first-ever Shadow Budget for the next 

financial year. The primary purpose of this exercise is to bring forward a different perspective and a 

diverse vision for resource generation required for incurring expenditure during a financial year. It 

should be noted that this document was prepared during the ongoing Middle East war crisis; 

consequently, projections became challenging and will remain subject to variation until the end of the 

warfare, when the actual adverse impact on the economy can be more accurately estimated.

An independent analysis of federal fiscal and financial management over the past decade FY 2015-

16 to FY 2024-25 concludes that overall performance has remained unsatisfactory, weak, non-

productive, and inefficient. The objectives of fiscal federalism, fiscal consolidation, and expenditure 

rationalization have not been successfully accomplished. The constitutionally mandated NFC 

Award, required at intervals not exceeding five years, has not been implemented, which has shaken 

the sacred trust between the Federation and the Provinces in respect of the distribution of resources. 

No prudent mechanism has been developed to bridge the fiscal gaps created after the passage of the 

18th Constitutional Amendment, and the key constitutional bodies — the NEC and CCI — have 

remained inactive, unproductive, and superfluous.

Four major IMF Programs — the 2013–16 EFF, the 2019–22 EFF, and the 2023 SBA and 2024–27 

EFF & RSF — coupled with the government's own policies and measures, have not shown the 

desired improvements. After the release of over Rs 5 trillion in subsidies to the power sector, circular 

debt has still not been eliminated. The combined circular debt stock across the Power, Petroleum, 

and Gas sectors has now reached Rs 5 trillion, while the accumulated losses of state-owned 

enterprises, particularly power sector companies have reached Rs 6 trillion.

Pakistan's federal tax system is critically dysfunctional, mainly due to excessive rates, policy 

inefficiencies, non-liable tax impositions, structural complexities, and distortions. The FBR's failure to 

simplify procedures has systematically eroded state-taxpayer trust and violated core taxation 
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principles. Although revenue collection during the last five years has increased in absolute terms, it 

remains heavily concentrated in indirect, regressive taxation. FBR tax collection in FY 2020-21 was 

Rs 4,764 billion, rising to Rs 11,744 billion in FY 2024-25 — a growth of over 25%. Despite this 

increase, the tax-to-GDP ratio remains stagnant, hovering at around 10% of GDP, reflecting the 

absence of meaningful structural reform.

The federal government has equally failed to control total annual expenditures, and particularly non-

development recurrent expenses have shot up considerably. Total federal current expenditures 

stood at Rs 6,349 billion in FY 2020-21 and crossed Rs 15,814 billion in FY 2024-25, an increase of 

more than 25%. The federal fiscal deficit has consistently remained significantly high, often 

exceeding 6–7% of GDP, rising from Rs 3,717 billion in FY 2020-21 to Rs 7,089 billion in FY 2024-25. 

Provincial governments, by contrast, are running surpluses. These continuous deficits have resulted 

in huge domestic debt buildups and rising debt servicing costs for the Federal Government.

Public debt has increased exponentially from approximately Rs 19 trillion in FY 2015-16 to Rs 80 

trillion in FY 2025-26, ranging between 65% and 75% of GDP, driven mainly by persistent fiscal 

deficits, currency devaluations, high SBP policy rates, and enlarged interest payments. Domestic 

borrowings have grown from Rs 1,263 billion in FY 2015-16 to Rs 9,775 billion in FY 2024-25, 

account for a major portion of total federal government current expenditures. Even during dire need, 

the federal and provincial governments cannot borrow from the SBP, and the resulting dependency 

on commercial banks has placed the federal government in an increasingly appalling fiscal situation.

The Treasury Single Account framework has not been fully enforced across federal government 

organizations. Huge amounts have been deposited over the years by public sector entities in 

commercial bank accounts, and the unutilized money available with these offices and bodies is being 

invested by commercial banks in government securities at high rates of return, representing a direct 

and avoidable cost to the public exchequer. Under these prevailing dismal conditions, a brave effort 

has been made through the publication of the Shadow Federal Budget FY 2026-27, which provides 

ways and means for the federal government to confront the challenges of persistent fiscal 

imbalances and proposes a three-year consolidation and reform pathway to restore stability and 

enhance economic growth.

To begin with, a national, quantified, medium-term, performance-based fiscal budgetary framework 

— covering both revenues and expenditures — must be prepared and enforced across all federal 

and provincial governments and SOEs, under strict compliance with the FRDLA 2005, PFM Act 2019, 

and SOEs Act 2023. Complete operationalization of the vital constitutional bodies NFC, CCI, and 

NEC alongside a robust National Financial Management Plan to deal with crises, war, disasters, and 

emergencies, is a non-negotiable institutional requirement for the financial viability and development 

of Pakistan. Approval of the fiscal framework by the Federal and Provincial Governments, NEC/CCI, 

and the National and Provincial Assemblies, and execution of the federal taxation policy by the FBR 

in collaboration with the provinces, are the essential policy choices that must be made without further 

delay.

The FBR's direct and indirect taxation plans and procedures must be introduced and implemented by 

the Federal Government consistently for a three-year period, in consultation with the Provincial 

Governments and with the approval of the National Assembly. Phase-wise reduction in tax 

expenditures must be pursued, and the grant of exemptions by the FBR should be curtailed. Where 

sectoral support is genuinely necessary, subsidies by the Federal or Provincial Governments should 
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be granted to the deserving sectors for a limited time period only. Revenue mobilization must be 

driven by broadening the direct tax net and reducing income tax rates for the salaried class and 

industry, which should remain unchanged for three years. Enforcing a uniform and harmonized 

national sales tax, reducing GST rates over three years, and establishing a single unified revenue 

authority with provincial representation are the key additional policy interventions required.

Non-Tax Revenues, a vital non-divisible federal resource, have remained severely undermined by 

institutional misalignment, the absence of joint efforts, and unresolved streams including GIDC 

recovery, low collection of dividends and markup, unresolved issues in the transfer of surplus profits 

of Authorities and SOEs including NADRA, passport fee collection, and Workers Welfare 

Fund/Workers Profit Participation Fund matters. Various classes of NTRs should be merged and 

consolidated by the Finance Division in consultation with relevant organizations. Petroleum 

Development Levy rates, which are presently very high, should be capped at no more than Rs 100 

per liter, and all NTR-related policies, procedures, and rates should be formulated for a three-year 

period to ensure consistency and predictability.

All federal government autonomous bodies, organizations, corporations, entities, and authorities 

should compulsorily deposit their funds in the TSA system under the Rules, Regulations, and 

Procedures framed by the Finance Division and SBP. The Finance Division, in consultation with 

MOPDSI, should sanction and issue Indicative Budget Ceilings for current and development 

expenditures for three years. However, the annual approval of Budget Appropriations should 

continue to be obtained from the Federal Cabinet and National Assembly, along with authorization 

from the Prime Minister, as required under the Constitution, PFM Act, and the relevant Rules. No 

Supplementary Budget, Finance Bill, or Regular Supplementary Grant should be issued during any 

financial year except under special situations such as disaster or emergency, and only with the 

approval of the National Assembly.

Expenditure rationalization must be one of the foremost priorities of all governments. The federal 

fiscal deficit must be brought to zero percent of GDP over three years through a reduction of Rs 3 to 4 

trillion in current and development expenditures. Savings will be achieved through reductions in 

markup, Running of Civil Government (RoCG), pension, grants and subsidies expenses, and PSDP 

portfolio cleansing. The Primary Balance will remain positive and in surplus, and overall general 

government targets will be firmly achieved to complete the ongoing IMF Program. These measures 

will also raise the tax-to-GDP ratio to 16% during the next three years and to 18% over five years. In 

addition, a Medium-Term Fiscal Framework must be developed, and a shift to Performance-Based 

and Zero-Based Budgeting must replace the current incremental budgeting approach.

The SBP should develop a mechanism enabling citizens to invest in government securities through 

commercial banks with only a 1% intermediary charge. Commercial bank lending rates to the 

government should not be based on commercial or KIBOR+ rates but should instead be determined 

on the basis of the declared cost of funds plus 1% profit, on the pattern of National Savings Schemes. 

Civil government bloat must be addressed through cabinet rationalization, the merger of redundant 

Ministries, Divisions, and Departments, a three-year freeze on the creation of new entities and 

organizations, and strict enforcement of the austerity measures notified by the Cabinet Division. 

Increases in federal employees' salaries should be made on the recommendations of the Pay and 

Pension Commission and only after three years.
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Given regional security imperatives, allocations for Defence Services must be appropriately 

increased over the next three years within a rationalized overall expenditure envelope. Debt 

servicing costs require administrative transformation and structural reforms through competitive, 

economical, and diversified domestic borrowing. The SBP policy rate and exchange rate must be 

maintained at rational, sustainable, and justifiable levels for a longer period of time in order to restore 

macroeconomic stability. The enforcement of pension reforms in all Federal Government 

Organizations must be ensured, and increases in pension should be made on the recommendations 

of the Pay and Pension Commission only after every three years.

Expenditures on Grants-in-Aid to the provinces, AJK, GB, and other SOEs by the Federal 

Government must be reduced as non-recurring expenses and executed under the NFC review. Grant 

allocations for BISP and HEC should be shared between the Federal and the Provincial 

Governments, and Federal Baitul Mal should be funded through the Zakat Fund. Complete transfer 

and handover of all devolved subjects, projects, and entities from the federal to the respective 

provincial governments must be effected within the next three years. The expenditure-sharing 

formula and the laid-down procedure between the Federal and Provincial Governments should be 

amicably agreed upon and strictly enforced.

Implementation of the IMF program, energy sector reforms, and achievement of structural 

benchmarks by all governments and SOEs remain critical matters that cannot be deferred. The 

Annual Budget Calendar should be amended to provide two months of space for extensive public and 

parliamentary debate on draft budget proposals before approval, on the model practiced in India. 

Privatization or transfer of all DISCOs and Pakistan Steel Mills to the respective provinces must be 

ensured without further delay, and power and gas sector subsidies and funding for the circular debt 

must be reviewed and independently audited.

The PSDP portfolio requires immediate cleansing, and all provincial-based projects must be 

transferred to the respective provinces. The much-needed reforms and upgradation of auditing, 

accounting, reporting, and procurement systems should be completed within the next three years by 

the Finance Division, the Auditor General, the Controller General of Accounts, and the State Bank of 

Pakistan. The fiscal consolidation measures and tax system overhaul will result in adjustments of 

approximately Rs 1,000 billion in FBR tax collections for FY 2026-27 and during subsequent financial 

years. This revenue gap will be managed by bringing new filers into the direct tax net, increasing 

sales tax registrations, enforcing the POS regime, implementing e-invoicing and digital measures, 

reducing tax expenditures over the medium term, and reviewing the NFC formula.

In conclusion, the policy recommendations and proposals contained in this Shadow Budget will steer 

the way through a disciplined graduation — from stabilization to sustainable growth — building 

private sector confidence, domestic investment, employment generation, and technology-driven 

financial management. Pakistan's Shadow Federal Budget FY 2026-27 is anchored in four 

interlocking convictions: that fiscal policy must be balanced, people and business friendly, and 

growth-oriented, and that its ultimate measure must be poverty reduction. Every recommendation 

contained herein has been assessed against this unified standard, recognizing that tax relief, real 

income, job creation, and business competitiveness are not competing priorities but mutually 

reinforcing ones. This is an independently prepared, evidence-based fiscal alternative, offered in a 

spirit of constructive engagement — not to compete with the government but to complement it.

4



The Constitution of Pakistan 1973, along with the Laws, Rules, and Regulations made thereunder, 
provides a comprehensive legal framework for the preparation, approval, and execution of the 
annual budget by the Federal and Provincial Governments. The budgetary process is further 
governed by key statutory instruments, including Articles 78–84 and 153–167 of the Constitution, 
Sections 3, 5, 8, 9, and 17 of the Public Finance Management Act 2019, and Sections 3, 5, and 7A of 
the Fiscal Responsibility and Debt Limitation Act (FRDLA) 2005. These provisions collectively define 
the fiscal responsibilities of both the Federal and Provincial Governments and establish the legal 
boundaries within which budget preparation, execution, and accountability must operate. 

Under the existing democratic system, ruling political parties, on the basis of their majority in the 
National and Provincial Assemblies, remain responsible for the preparation and approval of 
budgetary expenditure estimates and finance bills. Opposition parties also participate in the 
budgetary process through criticism, cut motions, and voting. Public opinion is further channeled 
through media reports, publications of think tanks, NGOs, chambers of commerce, and other bodies.

One established tradition in developed democracies is the submission of a Shadow Federal Budget 
by opposition parties, a practice followed in many countries, e.g. Canada, South Africa, the United 
Kingdom, and Singapore. This practice has not yet been formally introduced in Pakistan.

Pakistan's budget process suffers from chronic structural weaknesses, minimal public consultation, 
strong executive dominance, weak fiscal transparency, and limited engagement from parliament, 
academia, think tanks, labour organizations, and the broader citizenry. EPBD's Shadow Budget 
addresses these deficiencies by modelling what an inclusive, transparent, and deliberative budget 
process could look like. Drawing on global best practices from India's 7–8 weeks of committee 
scrutiny to Germany's detailed multi-month parliamentary examination, EPBD proposes a Reformed 
Budget Calendar anchored around mid-April pre-budget consultations, April–May stakeholder 
hearings, a mid-May budget presentation, and robust parliamentary scrutiny through to final passage 
before 30 June. This document is both a policy alternative and a call to institutionalize meaningful 
citizen participation in Pakistan's fiscal governance.

The EPBD Think Tank has taken this initiative to analyze and review the Federal Budget's 
preparation, presentation, approval, and execution procedures and practices. After thoughtful 
deliberations, this Shadow Federal Budget largely follows the structure of the Federal Government's 
'Budget in Brief', enriched with graphs, data visualizations, analytical reviews, and in-depth 
assessments. A series of stakeholder consultations, including receipt of tax proposals from the 
FPCCI and various Business Chambers, were carried out to incorporate justified proposals on 
revenue measures, expenditure priorities, and taxation into the final document.

This Shadow Federal Budget has been prepared through a structured, evidence-based 
methodology. Fiscal data spanning five years (FY 2020-21 to FY 2025-26) covering tax and non-tax 
revenues, current and development expenditures, grants, subsidies, and debt obligations, were 
collected from official sources including Finance Division publications, FBR reports, SBP accounts, 
and Budget Explanatory Memoranda. Historic trends were analyzed alongside projections by the 
IMF, the World Bank, and other international institutions to build medium-term macroeconomic and 
fiscal assumptions. All analysis have been benchmarked against the constitutional and statutory 
framework outlined above to assess fiscal conduct and identify areas requiring reform. Stakeholder 
consultations with the FPCCI, Business Chambers and sectoral representatives were conducted, 
with their proposals on revenue measures, expenditure rationalization, and taxation selectively 
incorporated into the final recommendations.

INTRODUCTION 
& METHODOLOGY
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Growth figures expressed over multi-year periods in this document are calculated as Compound Annual Growth Rates (CAGR). 
Minor variances between stated and calculated percentages reflect standard rounding practices.
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Table 1 presents important percentages of the Budget & Revised Estimates of FY2025-26 and 

Shadow Federal Budget Estimates of FY2026-27 along with Financing.

Table - 1

SHADOW FEDERAL BUDGET AT A GLANCE
BE & RE FY2025-26 and BE FY2026-27

-4.6% -2.6%

1.4% 1.9%

-3.7% -1.9%

2.3% 2.5%

129,567 127,012 137,971



FBR Revenues

Pakistan's federal tax structure is complex and generally beyond the comprehension of an 

average taxpayer. Citizens are being subjected to excessive taxation to cover systemic 

inefficiencies within FBR, while full implementation of simplification of tax processes, despite 

various administrative and legislative exercises over the last decade, remains unachieved. 

Exorbitant rates charged on the same basis defy fundamental taxation principles, and the practice 

of taxing amounts otherwise not liable to tax has eroded the sacred trust between the state and its 

citizens. Left unaddressed, these distortions risk further layering and entrenchment.

Analysis

Direct Taxes collection has shown continuous growth over the last five fiscal years, rising from Rs. 

1,731 billion in FY 2020-21 to Rs. 5,791 billion in FY 2024-25, reflecting a growth of approximately 

35%. For the current financial year, the original FBR total revenue target was Rs. 14,131 billion 

(figure 1). By the half-year mark, total collection stood at Rs. 6,161 billion, 43.6% of the annual 

target with Income Tax collections reaching Rs. 3,030 billion against the target of Rs. 6,811 billion. 

By July–March, cumulative collection reached Rs. 9,307 billion, falling short of the quarterly target. 

Revised estimates for the current financial year now stand at Rs. 13,450 billion, indicating a 

shortfall of Rs. 680 billion.
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Table - 2 

REVENUE RECEIPTS

Table 2 presents the details of Revenues collected by FBR



Indirect Taxes have similarly grown from Rs. 3,032 billion in FY 2020-21 to Rs. 5,953 billion in FY 

2024-25, with an average growth of 18%. Sales Tax on goods is collected by FBR while Sales Tax on 

services falls under Provincial Governments. Uniformity of rates and harmonization of procedures 

across the country remains a persistent challenge for taxation authorities.

IMF targets for FY 2025-26 stand at Rs. 14,307 billion under the program, revised to Rs. 13,979 

billion in the IMF's December 2025 Report. For FY 2026-27, the IMF has projected a target of Rs. 

15,712 billion, Rs. 1,582 billion higher than the previous year. Finance Division and FBR are 

expected to align with the revenue targets agreed upon during the Third Review of the EFF and RSF 

in March 2026.

Macroeconomic pressures add further strain to the revenue outlook. Media reports, Business 

Chambers, and independent experts have flagged that tax rates are already excessively high, 

amounting to a regressive taxation regime. Geopolitical uncertainties, the Middle East conflict, rising 

fuel prices, and food supply pressures are expected to adversely impact consumers and economic 

activity during the current and next financial years.

Proposals

• Medium-Term Revenue Framework: A comprehensive Medium-Term Revenue 

Framework covering all FBR taxes should be introduced by the Federal Government in 

consultation with Provincial Governments and with approval of the National and Provincial 

Assemblies. All FBR taxation plans and strategies should be prepared for a rolling 3-year 

period and approved by the Federal Government and National Assembly. The practice of 

annual taxation policy revision through Finance Bills should be discontinued.

• One Revenue and Taxation Authority: A single Revenue and Taxation Authority should be 

established with legally ensured provincial representation in the Tax Policy Office of Finance 

Division and Revenue Division/FBR. A unified Revenue Service should be created within FBR, and 

the portfolio of Customs Duty should be transferred to a separate Board/Authority/Commission 

under the Ministry of Commerce and Trade so that it is not used for revenue purposes only but also 

to protect and promote indigenous industries.
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• No supplementary budget or Finance Bill should be moved during FY 2026-27. Medium-

term targets from FY 2026-27 to FY 2028-29 should be realistic, avoiding undue burden on 

the salaried class and industry, with tax broadening and enforcement measures 

progressively strengthened.

• Tax consolidation and simplification: Consolidation and merger of various taxes, levies, 

surcharges, and fees should be prioritized. Simplification of tax procedures and timely 

delivery of relief to taxpayers should be a prime objective. Fiscal data collection, integration, 

and sharing among SBP/RAAST, FBR/PRAL, and CGA/FABS should be further 

strengthened, with malpractices and departmental inefficiencies controlled under 

supervision of the Federal Government, CCI/NEC, and Provincial Governments.

• Tax relief measures: EPBD proposes the following:

• Reduction of maximum salary Income Tax to 20% from 35%, non-salaried individuals / AOPs 

from 45% to 25% and standard Corporate Tax rate to 25% from 29%; rationalization of tax 

slabs for salaried classes; withdrawal of Super Tax except for banks; withdrawal of inter-

corporate dividend tax and WHT with minimum collection

• Abolition of Income Tax non-filer category

• Reduction of General Sales Tax from 18% to 15% and harmonization of Federal and

 Provincial taxes and processes over 3 years; reduction in Custom Duties on selected items  

 in line with the National Tariff Policy

• Upward revision of FED on tobacco by 25%–30%; increase on sugary beverages from 20%  

 to 25%; extension of FED to luxury items currently outside the excise net

• (Total estimated revenue loss Rs. 1,380 billion and projected revenue gains Rs. 1,380 billion)

• Revenue target for FY 2026-27: EPBD proposes an achievable FBR revenue target of Rs. 

 14,500 billion, comprising Direct Taxes of Rs. 6,971 billion and Indirect Taxes of Rs. 7,529 

 billion. 

Collection of Workers Welfare Funds (WWF) and Workers Profit Participation Fund (WPPF) by 

FBR 

Following the 18th Constitutional Amendment, labor and welfare became provincial subjects. Sindh 

and Punjab now collect workers-related funds through their own institutions — such as the Punjab 

Employees Social Security Institution (PESSI) — and maintain separate records through their 

respective revenue authorities, the Punjab Revenue Authority (PRA) and Sindh Revenue Board 

(SRB). Despite this devolution, companies operating across multiple provinces are still required to 

pay Workers Welfare Fund (WWF) and Workers Profit Participation Fund (WPPF) to the Federal 

Government through FBR, which continues to include these amounts in its overall revenue 

collection.
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Analysis 

Federal collection despite devolution: FBR remains the designated collection agency for trans-

provincial entities, as the CCI decided in December 2019 that until a mutually agreed mechanism is 

developed between provinces, FBR will continue collecting WWF and WPPF from multi-province 

businesses. However, there is a significant backlog in transfers of these funds to the provinces, and 

businesses remain confused about whether to pay FBR or Provincial Authorities.

Misclassification in revenue figures: WWF and WPPF are not Tax Revenue receipts of the 

Federal Consolidated Fund, they are Public Accounts receipts. Their continued inclusion in FBR's tax 

revenue collection figures misrepresent the actual tax performance of FBR and distorts fiscal 

reporting.

Proposals

· One-Window Filing Portal: The CCI should approve creation of a single online portal 

through which a company files one return, with the system automatically splitting funds 

between federal and provincial accounts based on the company's operational footprint 

across provinces.

· Clear redistribution formula: The CCI should finalize a transparent formula for how FBR 

redistributes collected WWF and WPPF back to provinces based on where the workers are 

actually located.

· Tax consolidation as ease of doing business: Elimination, reduction, and consolidation 

of the wide variety of taxes, NTRs, and related levies should be pursued as a core 

component of ease of doing business in Pakistan.

· Private sector management of funds: Collected funds of WWF, WPPF, and EOBI should 

be efficiently utilized and managed by private sector companies or boards.

· Reclassification of WWF/WPPF: As WWF and WPPF are Public Accounts receipts and 

not Tax Revenue receipts of the Federal Consolidated Fund, they must not be included or 

reflected in FBR's tax revenue collection figures.

Tax Expenditures Statements

Tax expenditure refers to revenue that governments forgo by granting special tax exemptions, 

concessions, credits, and preferential rates to specific sectors or groups. These are effectively 

"hidden" subsidies provided through the tax code rather than direct government spending. Under 

Section 8 of the Public Finance Management Act 2019, the Federal Government and FBR are 

required to submit a statement of estimated tax expenditures, covering Sales Tax, Income Tax, and 

Customs Duty in the Annual Budget Statement every financial year.

11



Structural consequences: While these measures are primarily intended to attract investment, 
protect local industries, achieve social welfare goals, and reduce the administrative burden of direct 
subsidy programs, they often lack transparency, create market distortions, and erode the tax-to-GDP 
ratio, contributing to Pakistan's persistent fiscal deficit.

IMF conditionality: Under the Extended Fund Facility (EFF), the IMF has mandated specific 
revenue-raising measures involving the reduction of tax expenditures. The Federal Government and 
FBR are required to rationalize the tax regime by removing broad-based exemptions during the 
coming fiscal years.

Proposals

· Shift from SROs to Finance Act: The practice of granting exemptions through Statutory 

Regulatory Orders (SROs) should be discontinued. Any necessary relief must be 

incorporated directly into the Finance Act to ensure better parliamentary oversight and 

transparency.

· Gradual elimination of exemptions: Over the next 3 years, tax exemptions should be 

gradually eliminated or reduced to the minimum level. Where necessary, subsidies may be 

granted by respective Provincial Governments to protect specific sectors or sub-sectors. 

This will increase overall tax collection, eliminate distortions, and ensure Sales Tax 

collected is transferred to provinces under the NFC formula.

· Provincial tax expenditures: Any tax expenditure arising from Sales Tax on Services, 

which falls within the domain of Provincial Governments, should similarly be minimized or 

eliminated.
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Analysis 

Scale and growth of tax expenditures: FBR submitted tax expenditure of Rs. 2,434 billion, equivalent 

to 2.32% of GDP, with Sales Tax remaining the largest contributor at Rs. 1,237 billion. Tax 

expenditure reflects a consistent upward trend from Rs. 1,315 billion in FY 2019-20 to Rs. 2,434 

billion in FY 2023-24, Sales Tax has been the highest contributor throughout (Figure 2).

Source: Tax Expenditure Report 2025, FBR
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TABLE - 3

NON-TAX REVENUE RECEIPTS

Table 3 presents Non-Tax revenue receipts



Non-Tax Revenue 

Non-Tax Revenues (NTRs) are a major resource for the Federal Government and a critical 

component of the Federal Fiscal Framework, falling outside the divisible pool. These are recurring 

incomes earned from sources other than taxes, broadly falling under four major heads. They also 

include Straight Transfers to the Provinces such as Royalties on Gas, Oil, Excise Duty on Gas, and 

others.

Analysis 

Overall performance: During the last 5 years, NTR collection achieved growth of 35%–50% across 

many fields, with overall receipts rising from Rs. 1,506 billion in FY 2020-21 to Rs. 5,147 billion in FY 

2025-26. As projected in the Explanatory Memorandum on Federal Receipts Budget Book for FY 

2025-26, this growth has been largely driven by petroleum-related levies and central bank profits.

Structural weaknesses: Despite this growth, the Federal Government lacks coordination between 

Finance Division and other relevant Divisions and Departments. Joint and harmonized efforts are not 

being made by PAOs and Revenue Collecting Agencies to effectively manage NTRs. The Federal 

Government remains overly reliant on windfall gains particularly high interest rates driving SBP 

profits, which is not a sustainable revenue base.

GIDC recovery crisis: The GIDC Act 2015 provides the legal framework to levy and collect Cess 

from gas consumers outside the domestic sector, earmarked for infrastructure development of IPPP, 

TAPI, LNG, and ancillary projects. Recovery has been severely hindered by litigation and stay orders 

in lower courts, with the Federal Government also restrained from charging new GIDC until current 

arrears are recovered. The Supreme Court ordered payment of Rs. 417 billion in unpaid arrears, with 

the repayment schedule extended to 60 monthly installments in November 2020. The current 

recovery position is:

• Total outstanding as of early 2026: Rs. 400+ billion

• Amount recovered by 2024: Rs. 3.0 billion

Key defaulting sectors and their outstanding arrears:

Sector Arrears (Rs. billion)

171

82

76

32

Fertilizer

CNG

Captive Power & Textiles

K-Electric

Outstanding markup receipts: Finance Division has a pending recovery of Rs. 283 billion in 

markup receipts from provinces and autonomous bodies that have historically delayed payments.
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Proposals 

• Sustainable NTR strategy: The Federal Government must move beyond windfall reliance 

on SBP profits and develop an achievable 3-year strategy to stabilize and grow NTRs. 

Governance of major SOEs, particularly OGDCL and PPL, must be reformed to improve 

efficiency and ensure consistent dividend payouts. Beyond dividends, focus should shift to 

privatization of loss-making SOEs to stop the bleeding of NTRs.

• Cap on Petroleum Development Levy: PDL rates must not be increased to cover tax 

revenue shortfalls. A maximum cap of not more than Rs. 100 per liter should be imposed on 

PDL on petroleum products. Finance Division, Ministry of Petroleum, FBR, and relevant 

organizations must formulate a solid action plan to reform and digitalize the entire oil and gas 

revenue collection system.

• Regulatory Authorities and Civil Service Fees: Fees for civil services including 

passports, ICT administration, and regulatory services should be periodically enhanced to 

reflect current inflation and service costs. Surplus profits of all Regulatory Authorities 

including PTA, NEPRA, SECP, PNRA, PEMRA, OGRA, PQA, DRAP, and AOB must be 

timely deposited into the Federal Consolidated Fund, with strict oversight of their authorized 

expenditures.

• GIDC recovery: The Federal Government, Finance Division, and Ministry of 

Energy/Petroleum Division, with assistance of the Attorney General of Pakistan and 

Advocate Generals must proactively pursue recovery at all available judicial forums. Legal 

and administrative actions should be taken without further delay.

• Markup receipts recovery: Finance Division must aggressively pursue Rs. 283 billion in 

outstanding markup receipts from provinces and autonomous bodies, utilizing the Public 

Finance Management Act 2019 as the legal instrument for recovery.

•  PAO accountability and digitalization: Complete collection of Federal NTRs and their 

real-time transfer to the Government Treasury should be established as a key responsibility 

of all PAOs and Heads of Government Organizations and Bodies. Finance Division should 

carry out an exercise to consolidate, merge, or eliminate NTR items that contribute negligible 

amounts but create undue compliance burdens. All modern IT-based channels, digital 

payments, and branchless banking means should be legally permissible and actively used 

by Revenue Collecting Agencies and Authorities.
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TABLE - 4

DETAILS OF DIVISIBLE POOL TAXES
(TRANSFERS TO PROVINCES)

Table 4 presents details of divisible pool taxes



Analysis

Provincial share distribution: During FY 2020-21 to FY 2024-25, total NFC shares transferred to 

provinces increased by over 25%, with Punjab receiving Rs. 11,168 billion, Sindh Rs. 5,293 billion, 

KP Rs. 3,537 billion, and Balochistan Rs. 2,046 billion (figure 3). This excludes straight transfers of 

Rs. 55 billion to Punjab, Rs. 406 billion to Sindh, Rs. 202 billion to KP, and Rs. 91 billion to 

Balochistan.

Moreover, B.E for FY26 was Rs. 8,206 billion while projected R.E is Rs. 7,801 billion. EPBD 
proposed B.E for FY27 at Rs. 8,265 billion (figure 4).

17

National Finance Commission & Provincial Transfers

The National Finance Commission (NFC) is a key constitutional body established under Article 160 of 

the Constitution of Pakistan 1973, through which net proceeds of the Divisible Pool Taxes are 

distributed among the Federation and Provinces. Straight Transfers are also constitutional payments 

made directly to the provinces of origin

Source: EPBD
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Federal fiscal squeeze: The Federal Government frequently runs deficits while provinces run 

surpluses, as the Centre bears the full burden of national debt, defence, and development 

expenditures for territories such as AJK and Gilgit-Baltistan. Under the 6th NFC Award (2006), 

provinces received 47.5% of the Divisible Pool, increased to 57.5% under the 7th NFC Award (2010), 

leaving the Federal Government with only 42.5%. For FY 2025-26, total transfers to provinces under 

the existing formula are projected to reach a record Rs. 8.2 trillion.

A decade of constitutional failure: The 7th NFC Award came into force in July 2010 and was 

due for review every 5 years. It is now over a decade since a new formula has been agreed upon, a 

grave legal and administrative failure on the part of both Federal and Provincial Governments. Key 

unresolved matters include the decreased Federal share, the existing allocation formula, 

Balochistan's shortfall obligations, grant-in-aid to Sindh for abolition of OZT, settlement of the issue 

of erstwhile FATA in KP's share, Sales Tax on Services, provincial taxation of agriculture and real 

estate, and failure to hold quarterly NFC meetings.

Proposals 

• New NFC Award on priority basis: Both Federal and Provincial Governments must treat 

finalization of a new NFC Award as their foremost constitutional obligation, given that over a 

decade has passed without a review.

• Gradual increase in Federal share: Under the new NFC Award, the Federal Government's 

share of net proceeds should be gradually increased by 2% to 5% over three years to restore 

fiscal balance at the Centre.

• Shift of provincial subjects to provinces: Full financial responsibility for subjects that are 

provincial in nature, including Agriculture/PARC, Education/HEC, and Social Welfare/BISP 

should be transferred to the provinces, easing fiscal pressure on the Federal Government.

• Provincial contribution to national imperatives: Practical mechanisms should be 

explored whereby provinces contribute a defined share back to the Centre for collective 

national obligations such as debt servicing, defence, and internal security.

• Expenditure sharing mechanism: A solid and transparent expenditure sharing 

mechanism must be finalized between Federal and Provincial Governments to address the 

structural fiscal imbalance.

• Inclusion of AJK, GB, and ICT: AJK, Gilgit-Baltistan, and Islamabad Capital Territory 

should be formally included in the NFC framework to ensure equitable and constitutionally 

consistent resource distribution across all territories.
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TABLE - 5 

CURRENT EXPENDITURE

Table 5 presents summarized form of Current expenditure
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Current Expenditure

Current expenditure constitutes the largest component of Federal Government spending, 

encompassing the recurring obligations of the state that must be met each fiscal year. It includes 

markup payments on domestic and foreign debt, defence services, running of civil government 

(RoCG), grants, subsidies, and pension payments to retired civil and military employees. Over the 

last five years, current expenditure has grown substantially, driven primarily by rising debt servicing 

costs, an expanding pension burden, and persistently high civil administration expenses. 

Collectively, these pressures leave minimal fiscal space for development spending and social 

investment. 

For BE 2026-27, Markup Payments remain the dominant component at Rs. 6,216 billion, followed by 

Defence at Rs. 2,959 billion, Pension at Rs. 1,119 billion, Grants at Rs. 1,481 billion, Subsidies at Rs. 

1,248 billion and Running of Civil Government at Rs. 851 billion (figure 5).

Figure 5 Breakdown of BE2026-27 estimates of Current Expenditure, Rs. Billion

Markup payments account for 44% of current expenditure in BE 2026-27 while defence is at 21%. 

The share of each component in current expenditure is given in figure 6. 

Figure 6 Percentage share of each component in Current Expenditure BE 2026-27

Source: EPBD



The sec�ons below analyze each major component of current expenditure and present EPBD's proposals 

for reform and ra�onaliza�on.

Debt Management 

Borrowing by the Federal Government is permitted under Article 166 of the Constitution and 

provisions of the Fiscal Responsibility and Debt Limitation Act (FRDLA) 2005. The CCI, Finance 

Division, EAD, and SBP have been allocated the functions of Federal Debt Management.

Analysis 

Markup payments growth: During the last 5 years, markup payments have increased by 

approximately  34%, rising from Rs. 2,749 billion in FY 2020-21 to Rs. 8,887 billion in FY 2024-25. 

Interest payments for FY 2026 are estimated at Rs. 7.65 trillion, consuming approximately 60% of 

government revenue and leaving minimal fiscal space for development or social spending.

Structural vulnerabilities: Approximately 80% of domestic debt is subject to interest rate re-fixing 

within two years, making the budget extremely vulnerable to fluctuations in SBP's policy rate. For FY 

2026, domestic debt maturities are estimated at Rs. 15.6 trillion, requiring constant new borrowing 

to repay maturing loans. A significant portion of domestic debt remains short-term, compounding 

rollover risk.

Banking sector dominance and private sector crowding out: The Federal Government remains 

the primary borrower from the banking sector to finance its deficit, limiting credit available for private 

businesses. The market is heavily dominated by commercial banks, with retail individual 

participation remaining low due to limited financial literacy and lack of direct access to government 

securities.

FRDLA breach: The Federal Government has been in perpetual breach of the FRDLA, with the 

debt-to-GDP ratio reaching over 70% in FY 2026, well above the 60% legal limit. This situation has 

remained uncontrolled even during IMF programs and requires deliberation at the Council of 

Common Interests (CCI).

Policy Failures: The EPBD has concluded that Finance Division, EAD, their debt management 

offices, and SBP have not taken prudent decisions or framed effective long-term policies to manage 

deficit financing. Crucial measures are now required to control interest payments over the medium 

to long term.

Proposals 

• Medium-Term Debt Management Strategy: Finance Division, Debt Office, and SBP must 

prioritize implementation of the Medium-Term Debt Management Strategy (MTDS) FY 

2026-28, with focus on issuing medium-to-long-term instruments like Pakistan Investment 

Bonds (PIBs) to reduce frequency of debt rollovers. Liability Management Operations 

(LMOs) should be used to buy back expensive high-interest debt ahead of schedule using 

surplus cash.

• Diversification of borrowing instruments: Sukuk structures should be launched to 

attract Shariah-compliant liquidity and develop a Shariah-compliant yield curve. Long-

dated zero-coupon bonds should be introduced to attract institutional investors such as 

pension and insurance funds. The Pakistan Stock Exchange channel should also be 

explored by the Debt Office.
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• Retail investor participation: The Debt Office should launch and expand platforms like 

Invest Pak and Central Directorate of National Savings (CDNS) to allow retail investors to 

buy government securities directly, reducing reliance on commercial banks. CDNS Centers 

should be revamped and upgraded to further attract low-cost public borrowings.

• Reforming government borrowing: SBP should develop a mechanism for people to 

invest in government securities through commercial banks with only 1% intermediary 

charge. Commercial bank lending rates to the government should not be based on 

commercial/KIBOR+ rates but determined on the basis of declared cost of funds plus 1% 

profit, on the pattern of National Savings Schemes.

• Primary surplus and SBP debt retirement: The Federal Government must maintain a 

primary surplus to ensure it is not borrowing for daily operational expenses. SBP profits and 

available fiscal space should be used to retire debt held by the Central Bank to reduce 

maturity concentration in 2029.

• Treasury Single Account: The Federal Government and SBP must ensure full 

implementation of the Treasury Single Account (TSA) system across all government 

organizations and SOEs, resolving issues of cash buffer maintenance with the SBP.

Federal Pension

Federal and Provincial Governments and SOEs have not improved processes and procedures for 

grant of pensions to retired employees. Federal pension 'demand for grant' rests with Finance 

Division, covering military and civil retired federal employees, excluding Railways and PPOD 

(Pakistan Post Office Department). Pension is distributed by AGPR, provincial AGs, MAG, PPOD, 

and others. Pakistan continues to maintain a legacy pension system that has resulted in a buildup 

of unfunded liability for both Federal and Provincial Governments.

Analysis 

Unsustainable growth trajectory: The Federal Government pays pensions directly from 

revenues as part of current expenditures, a practice inherently unsustainable given pension 

expenditures growing at around 20% annually, doubling every four to five years. Total pension 

allocation grew from Rs. 440 billion in FY 2020-21 to Rs. 910 billion in FY 2024-25, reaching 

approximately Rs. 1 trillion in FY 2025-26. It is estimated that by FY 2050, federal pensions will 

account for about 50% of current expenditure.

Military pension dominance: Approximately 75% of the federal pension budget is allocated to 

the armed forces, driven by early retirement ages that lead to longer payout periods, further 

straining long-term fiscal viability.

Pension burden relative to development spending: In FY 2018-19, federal pension 

expenditures were almost 70% of PSDP expenditures, rising to ~90% in FY 2019-20, reflecting a 

direct trade-off between pension obligations and development spending.

Systemic misuse: Some retirees draw multiple pensions from different departments or 

simultaneously draw salary and pension. Extended liability through lifelong pensions for 

unmarried daughters and multiple successors has created perpetual debt obligations with no 

defined end point.
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Proposals 

• Shift to Defined Contribution Scheme: The Federal Government must shift to a Defined 

Contribution (DC) Scheme for all new hires, with employees contributing 10% and the 

government contributing 15%, replacing the unsustainable legacy defined benefit system.

• Elimination of multiple pensions: Drawing of multiple pensions from different 

departments or simultaneous salary and pension must be stopped forthwith.

• Digitalization of pension payments: Mandatory Direct Credit System (DCS) for digital 

pension payments should be enforced across all organizations. There should be no cash 

pension payments through PPOD. The CGA office and its subordinate organizations must 

digitalize all such payments urgently.

• Successor eligibility reform: A 10-year limit for successors after the spouse should be 

enforced. Children's eligibility should be capped at age 21 or 10 years, whichever is later, 

except for disabled children, to eliminate perpetual pension obligations.

• PFM Act compliance: All organizations must fully comply with provisions of the PFM Act 

2019 relating to the Pension Act, Pension Funds, and related instructions issued by 

Finance Division.

Defence Services Budget

Meeting defence and security challenges has remained the foremost national interest of Pakistan. 

The security and defence challenges faced by Pakistan are grave in nature, and in order to 

effectively address border situations and internal security issues, adequate budgetary funds must 

be arranged.

Analysis 

Budget growth: Annual defence allocations have increased from Rs. 1,316 billion in FY 2020-21 

to Rs. 2,194 billion in FY 2024-25, reflecting a sustained increase over the last 5 years to meet 

evolving security demands.

Proposals 

• Provincial sharing of defence expenditures: The NFC should take decisions on 

provincial sharing of expenditures during war and emergencies for the next financial year 

and medium term.

• Armed Forces Development Plans: There should be increased allocation of funds for 

the Armed Forces Development Plans to address long-term capability requirements.

• Salary revisions linked to Pay Commission: Increases in salaries of the Armed Forces 

should be linked to the recommendations of the Pay and Pension Commission, reviewed 

after every three years.

23



• Austerity measures: Austerity measures notified by the Federal Government should be 

fully implemented by all organizations under the Ministries of Defence and Defence 

Production.

• Treasury Single Account extension: The TSA system should be extended to all 

institutions under the defence sector.

Running of Federal Civil Government

The expenses of the Federal Government on account of Running of Civil Government (ROCG) have 
been increasing consistently over the years, rising from Rs. 505 billion in FY 2020-21 to Rs. 891 
billion in FY 2024-25.

Analysis 

Expenditure growth without reform: Despite repeated austerity measures notified by the Cabinet 
Division, implementation has remained a significant challenge. The incremental budgeting 
framework continues to drive year-on-year expenditure growth without adequate performance 
justification. Non-development expenses remain uncontrolled across Federal Government 
organizations, SOEs, and Civil Armed Forces under Interior Division.

Structural inefficiencies: There is lack of direction, capacity, and coordination between Ministries, 
Divisions, PAOs, and Finance Division. Overlapping and duplication of functions across Federal 
Government organizations remain unaddressed. Ministries and Departments dealing with devolved 
subjects continue to operate at the Federal level despite the 18th Amendment. Cash-based 
accounting further limits transparency and accountability in public expenditure management.

Proposals 

• Budgeting framework reform: The Federal Government must fully shift from incremental 
budgeting to performance-based and zero-based budgeting during the medium term. 
Indicative Budget Ceilings (IBCs) should be issued to PAOs for a 3-year period. No 
supplementary grant proposals should be considered by Finance Division or approved by 
ECC/Cabinet during a financial year.

• Budgeting Calendar reform: The annual budget calendar will be restructured to provide a 
minimum of two months for public and parliamentary deliberation on draft budget proposals 
prior to approval. The reformed calendar will commence with pre-budget consultation papers 
in mid-April, followed by stakeholder consultations and parliamentary committee hearings 
through April–May, with the Federal Budget presented in mid-May and subjected to full 
parliamentary scrutiny before final passage of the Finance and Appropriation Bills by 30 
June.

• Rightsizing of cabinet and political offices: The Cabinet should be reduced, including 
Federal Ministers, Ministers of State, Advisers, Special Assistants, Coordinators, 
Parliamentary Secretaries, and Chairmen of Parliament Standing Committees. Additional 
allowances and honorariums for National Assembly and Senate employees and Standing 
Committees should be rationalized and controlled.
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• Institutional and administrative reforms: No new division, department, authority, or entity 
should be created in the next three years. Tiers in Departments and SOEs should be 
reduced, and redundant Divisions and Departments including potential merger of Finance 
Division and EAD should be wound up or merged. Ministries and Divisions dealing with 
devolved subjects should be transferred to relevant provinces or closed within one year.

• Salary and pension discipline: Increases in salaries and pensions should only be made 
after every three years, following recommendations of the Pay and Pension Commission.

• Expenditure controls: Strict control should be enforced over utility bills, official vehicles, 
and fuel grants across all offices, given that monthly funds are already released to senior 
officers through the Monetization Policy. Late sitting charges should be eliminated, office 
timings strictly observed, and summer dress enforced to reduce operational costs. Grant-in-
aid releases on a recurring basis to various organizations by PAOs and Heads of Offices 
should be firmly checked and controlled.

• SOE expenditure oversight: Salaries, allowances, and use of vehicles in SOEs should be 
monitored and controlled by PAOs and the SOEs Cabinet Committee.

• Accounting and audit reforms: Cash-based accounting should be replaced by accrual-
based accounting. Public expenditure auditing should be strengthened by the Auditor 
General and the Public Accounts Committee of the National Assembly.

• Coordination mechanism: The Secretaries Committee should meet regularly to overcome 
lack of direction and coordination between Ministries, Divisions, PAOs, and Finance 
Division.
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TABLE - 6 

SUBSIDIES 

Table 6 presents details of subsidies



Subsidies

Federal subsidies are financial aid provided by the government to support specific industries, 

businesses, or individuals. While intended to achieve social or economic goals, they face significant 

structural challenges that have made them fiscally unsustainable and economically distortionary. 

Federal subsidies have grown from Rs. 425 billion in FY 2020-21 to Rs. 1,297 billion in FY 2024-25, 

with Rs. 1,186 billion allocated for FY 2025-26. 

The proposed subsidy allocations for FY2026-27 are dominated by the Power sector at Rs. 883 

billion, reflecting the heavy fiscal cost of Tariff Differential Subsidies and circular debt obligations. 

Other sectors follow at Rs. 215 billion, Petroleum at Rs. 101 billion, with the remaining allocations 

across PASSCO and Industries & Production totaling Rs 49 billion (figure 7).

Analysis 

Fiscal burden and inefficiency: Large-scale subsidies create massive budgetary burdens, 

contributing to higher national debt and increased taxation. Generalized subsidies consistently fail 

to reach the most vulnerable populations, high-income households frequently benefit more from 

energy and fuel subsidies as they consume greater volumes of these resources. Distribution 

systems suffer from mismanagement and nepotism, with significant portions of funds failing to 

reach intended recipients.

Market distortions: By artificially lowering prices, subsidies distort market signals, leading to 

overproduction, inefficient resource allocation, and unfair competition for non-subsidized 

businesses. Cross-subsidization, charging industries higher rates to subsidize domestic users 

has made Pakistani exports uncompetitive.

Energy sector crisis: Inefficient energy subsidies have contributed to a circular debt stock of Rs. 

1.8 trillion as of early 2026. Power sector challenges including massive line losses, electricity theft, 

and rising costs of imported fuel have made current tariffs unsustainable. Tariff Differential 

Subsidies (TDS) continue to shield consumers from actual cost of production, perpetuating the 

problem.
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Agriculture and fuel subsidies: Agriculture subsidies on fertilizers often fail to reach small farmers and 

encourage wasteful water and chemical use. Fixed-price fuel subsidies remain a massive drain on 

foreign exchange reserves given global price volatility.

IMF transition: The government is currently transitioning from broad blanket subsidies to targeted, 

data-driven relief as part of its commitments under the IMF Extended Fund Facility (EFF) 2024–27.

Proposals 

• Overhaul of subsidy framework: The entire scheme of federal subsidies to power, petroleum, 

and food-related sectors must be totally revamped during the medium term. The Federal 

Government is no longer in a position to sustain these expenses in their current form.

• Elimination of Tariff Differential Subsidies: TDS should be eliminated or significantly 

reduced, requiring all consumers to pay the actual cost of production. Vulnerable segments 

may be compensated through BISP by respective provinces, shifting the burden from a blanket 

federal subsidy to targeted provincial relief.

• Power sector structural reforms: Federal and Provincial Governments and the CCI must 

evolve a robust and sustainable strategy to address power and electricity sector issues 

comprehensively, moving beyond price caps to structural reforms including reduction of line 

losses and electricity theft.

• Targeted agricultural support: Agriculture subsidies should be restructured to ensure they 

reach small farmers directly rather than being absorbed by larger agricultural interests, while 

discouraging wasteful use of water and chemical inputs.

• Provincial responsibility for social subsidies: Provinces should take on greater 

responsibility for targeted social subsidies, with the Federal Government's role limited to 

coordination and oversight through the CCI framework.
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Table 7 presents details of grants

TABLE - 7 

GRANTS AND TRANSFERS
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Grants

Federal grants and transfers encompass financial allocations directed toward social safety nets, 

regional development for special areas, and specific administrative requirements. Total grants grew 

from Rs. 911 billion in FY 2020-21 to Rs. 1,633 billion in FY 2024-25, with an estimated outlay of Rs. 

1,928 billion in FY 2025-26.

Analysis 

BISP dominance and sustainability: BISP accounts for a major portion of total grants and 

transfers,  reflecting a shift toward direct cash transfers to mitigate inflation for the most vulnerable. 

While BISP supports over 5 million families, this level of federal expenditure is becoming 

unsustainable and increasingly difficult to justify as a permanent federal obligation. An end-game 

plan for support to individuals needs to be clearly spelt out.
 
Special areas and regional grants: AJK and GB receive substantial current grants from the Federal 

Government. Balochistan's direct grant from federal current expenditure is relatively small as it 

receives a large share through royalties and surcharges via the NFC. These allocations require 

rationalization through the upcoming NFC review.

Post-devolution overlaps: Despite the 18th Constitutional Amendment devolving health and 

education to provinces, significant federal spending continues in these sectors. HEC allocations 

extend beyond federal educational institutions, and federal health spending overlaps with provincial 

responsibilities, creating duplication and fiscal leakage.

Transparency gaps: Non-recurring grants to private and voluntary organizations lack adequate 

parliamentary oversight, with insufficient reporting on the specific purpose and utilization of funds.

Proposals 

• BISP transformation: BISP must gradually shift focus from cash transfers to empowering 

beneficiaries toward self-reliance and poverty exit. The BISP Hunarmand program should be 

promoted and extended nationwide with technical support from national and international bodies. 

BISP expenditure should be shared between Federal and Provincial Governments over the next 3 

years through the upcoming NFC review.

• NFC-based rationalization of special area grants: Funds for AJK, GB, and Balochistan grants 

should be rationalized and allocated through the upcoming NFC award review rather than 

maintained as ad hoc federal current expenditure.

• Baitul Mall funding: Baitul Mall should be funded through Zakat funds collected annually, 

removing it as a charge on general federal revenues.
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• HEC and health spending rationalization: HEC allocations should be restricted to Federal 

Government educational institutions only. Federal health spending should strictly adhere to the 

18th Constitutional Amendment, with the Federal Government ruling out funding for provincial 

health insurance schemes.

• Removal of devolution overlaps: Funds currently allocated to devolved sectors should be 

reallocated away from untargeted federal spending toward targeted programs that fall within the 

Federal Government's constitutional domain, reducing fiscal leakage.

•  Parliamentary oversight of grants: Non-recurring grants to private and voluntary organizations 

must be reviewed and reported in detail to Parliament, including the specific purpose and utilization 

of funds.

• Dedicated allocation for export incentivization and housing finance expansion: A 

budgetary allocation of PKR 300 billion per annum should be committed, with PKR 150 

billion annually earmarked for the Drawback of Local Taxes and Levies (DLTL) Scheme at 10 

percent on incremental export growth, subject to a minimum 10 percent year-on-year export 

growth threshold to ensure the incentive remains performance-linked. Similarly, PKR 150 

billion should be allocated annually to expand the housing mortgage finance limit to PKR 30 

million from PKR 10 million, broadening access to formal housing credit.
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Public Sector Development Programme (PSDP)

The Public Sector Development Programme (PSDP) is the main instrument for improving the 
socio-economic conditions in the country and achieving the macroeconomic & development 
objectives and targets set by the government.

It shows the details of PSDP for FY2026-27 in respect of Ministries / Divisions / Departments / 

Corporations and for Special Packages / Relief.
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Public Sector Development Program

The Ministry of Planning, Development and Special Initiatives, along with the Planning Commission 

of Pakistan, is entrusted with the prime responsibility of public investment through the Public Sector 

Development Programme. Federal PSDP expenditure grew from Rs. 667 billion in FY 2020-21 to Rs. 

1,048 billion in FY 2024-25, covering the full cycle from project approval to monitoring and execution.

Analysis 

Post-devolution non-compliance: Despite the 18th Constitutional Amendment, approximately 
150 provincial projects worth Rs. 1 trillion continues to be funded through the Federal Development 
Budget, a direct violation of constitutional boundaries. Provinces and Special Areas projects 
included in PSDP 2025-26 (Revised, November 2025) at serial numbers 145 to 313 and 805, with a 
total cost of Rs. 1,267 billion, and HEC projects at serial numbers 314 to 454, with a total cost of Rs. 
396 billion, remain in the federal portfolio despite being provincial responsibilities.

Throw forward liability: The federal PSDP carries an estimated throw forward liability of 
approximately Rs. 10 trillion, reflecting a massive accumulation of incomplete, underfunded, and 
politically motivated projects that continue to crowd out high-priority investments.

Project selection weaknesses: Project selection has been driven by political discretion rather than 
technical, need-based, or environmental merit. Low-impact schemes continue to consume 
resources that should be directed toward high socio-economic return investments. Projects started 
before 2015 with less than 50% completion continue to draw federal funding without accountability.

Proposals 

• Strict adherence to 18th Amendment: Approximately 150 provincial projects worth Rs. 1 
trillion must be dropped from the Federal Development Budget and their funding 
responsibility transferred entirely to respective provinces. Federal Government must 
completely halt funding for provincial or local level projects, including primary and secondary 
schools and rural health centers.

• Transfer of provincial and HEC projects: Provinces and Special Areas projects at serial 
numbers 145 to 313 and 805, and HEC projects at serial numbers 314 to 454, should be 
transferred to their respective provinces without further delay.

• Rationalization of throw forward liability: Portfolio rationalization should be initiated by 
reducing approximately Rs. 10 trillion throw forward liability. All politically motivated projects 
and SDG initiatives should be capped and transferred to respective provinces.

• Project selection reform: Project selection must shift from political discretion to need-
based technical and environmental merits. Low-impact schemes should be discontinued, 
with focus redirected toward high socio-economic return sectors. Precedence should be 
given to high-priority, near-completion, and foreign-funded projects.



• New project controls: An annual cap and strict technical parameters should be imposed on 
new project starts. Overlapping and redundant criteria must be reduced. A 10-year sunset 
cap should be enforced on any project started before 2015 that has not reached 50% 
completion.

• Restriction of federal funding to strategic projects: Federal Government funding should 
be restricted exclusively to nationally strategic projects such as major water reservoirs, 
national highways, and inter-provincial energy transmission infrastructure.

• PPP and green budgeting: Commercially viable infrastructure projects such as motorways 
and IT parks should be shifted to the PPP Authority. Climate and green budgeting principles, 
along with vulnerability screening, should be adopted for all projects going forward.

•   PFM Act compliance: The provisions of the PFM Act 2019 must be fully adhered to in order 
to ensure future federal public investment is carried out within the correct constitutional and 
fiscal framework. The role and responsibility of NEC and CCI should be enhanced as the 
constitutional umbrella for public investment oversight.
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Table 9 presents total public debt as of September 2025, Rs. Billion

TABLE - 9, 10 & 11

Debt Management and Privatization

1. As per Fiscal Responsibility and Debt Limitation Act, 2005 as amended from time to time, "Total Debt of the 

Government" means the debt of the government (including the Federal Government and the Provincial 

Governments) serviced out of the consolidated fund and debts owed to the IMF less accumulated deposits 

of the Federal and Provincial Governments with the banking system.

2. Accumulated deposits of the Federal and Provincial Governments with the banking system

Source: Debt Policy Statement January 2026, Debt Office, MoF

Source: Debt Policy Statement January 2026, Debt Office, MoF

Source: Debt Policy Statement January 2026, Debt Office, MoF

Table 10 presents Government Guarantees Stock, Rs. Billion

Table 11 presents reasons for Debt stock increase, Rs. Billion



Borrowing by the Federal Government is permitted under Article 166 of the Constitution and 

provisions of the Fiscal Responsibility and Debt Limitation Act (FRDLA) 2005. According to the Debt 

Policy Statement of January 2026, the Government remains committed to the objectives of the 

FRDLA 2005, aiming to reduce public debt to sustainable levels over the medium term through fiscal 

consolidation, generation of primary surpluses, and narrowing of the fiscal deficit to put debt on a 

downward path.

Analysis

Medium-Term Debt Strategy: The new Medium-Term Debt Management Strategy FY 2026-28 

outlines a comprehensive approach including maturity lengthening through higher issuance of 

medium-to-long-term debt instruments including zero coupon bonds, increasing the share of fixed-

rate debt to manage interest rate risk, deepening the domestic debt market, diversifying investors 

and instruments, and diversifying access to international markets through Panda bond issuance 

and frequent investor engagement.

Privatization failures: The process of privatization in Pakistan has not yielded meaningful results, 

with no substantial contribution from privatization proceeds toward retirement of public debt. 

Federal SOEs continue to run large losses, and the Cabinet Committees on Privatization and SOEs 

have not adequately enhanced their role and responsibilities. Over the last five years from FY 2020-

21 to FY 2024-25, privatization proceeds have consistently fallen short of targets.

Proposals 

• Debt re-profiling: The Federal Government should consider debt re-profiling to free up 

fiscal space over the next three to five years, prioritizing reduction of short-term rollover risk 

and interest rate exposure.

• Innovative financing instruments: To supplement traditional funding, the government 

should explore Green Sukuk, green, social, and sustainability-linked bonds, and debt-for-

nature and climate swaps, while pursuing buybacks and exchanges when market conditions 

are favorable.

• Privatization reform: The Cabinet Committees on Privatization and SOEs must 

significantly enhance their role and responsibilities to accelerate the privatization of loss-

making SOEs and ensure proceeds are directed toward public debt retirement.
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Table 12 presents Projected Financing Module aligned with the Proposed Reforms for Growth

TABLE - 12

PROJECTED FINANCING MODULE 

Source: EPBD



Projected Financing Module aligned with the Proposed Reforms 
for Growth

Pakistan's proposed growth transformation targeting real GDP growth rising from 5.5% in FY27 to 
8.5% by FY31 is financeable. The current account deficit of 1% of GDP in FY26 turns to a +5% 
surplus by FY31, anchored by workers' remittances growing from $40 to $60 billion and export 
growth steadily outpacing imports. A conservative external financing mix of MDBs, Eurobonds, 
bilateral loans, privatization, and FDI contributes $22–29 billion annually, and after debt repayments 
of $22-25 billion on average per year, the net position moves from a minor surplus in FY27 to a $46 
billion surplus by FY31. FX reserves, which are projected to hold at $17 billion in FY26, are on track 
to more than triple to $63.5 billion by FY31. Additional upsides: Diaspora and Growth Bonds, 
remittance formalization, and $14-15 billion stuck in MDBs' approved funds pipeline, are not 
reflected in these numbers. The binding constraints are not financial but of critical importance, for 
instance: full implementation of proposed reforms including energy and tax rates reductions, 
reducing cost of doing business (CoDB), ensuring ease of doing business (EoDB), and reducing 
government borrowing's share of domestic credit are what will determine whether the growth path is 
realized or we keep treading on the same vulnerable path.
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After thorough analysis and fiscal review, it may be concluded that Pakistan's graduation from 

stabilization to sustainable growth is achievable with the untiring joint efforts of all the stakeholders. 

An enhanced national capacity should be built to meet future fiscal challenges and declare domestic 

fiscal discipline as the foremost priority of all the Governments during medium to long term. It 

requires strict implementation of 'Top to bottom' and 'whole of Government' approaches. 

Federal Government comprising of Cabinet, ECC of Cabinet, various Cabinet Committees on 

Energy, Privatization, SOEs & others, Standing Committees of Senate & NA, Federal 

Ministers/Advisors/ Minister of States and relevant Ministries/ Divisions/ Departments/Entities & 

Regulatory Bodies have not been able to fully achieve the targets and reform the Oil, Gas and Power 

sectors of Pakistan. The issues related to these sectors are grave in nature and Federal Government 

alone may not be able to cope with the challenges.  It is high time to trust the alternative constitutional 

& statutory mechanism.

Constitutional Bodies with membership of Federation & Provinces should be fully activated 

and operationalized to deal with the most critical challenges being faced by Federal & 

Provincial Governments.

· National Economic Council; Monthly meetings to review country's overall economic  

condition and advise Federal & Provincial Governments, formulate plans on financial, 

commercial, social and economic policies, & to ensure balanced development and regional 

equity (Article 156 of Constitution 1973)

· National Finance Commission; Urgent meetings to come out of stalemate on distribution of 

net proceeds of taxes between Federation & Provinces, Grants to Provinces by Federal 

Government, borrowing powers and Expenditure sharing & transfer of subjects'/projects/ 

entities (Articles 160-155 of Constitution 1973)

· Council of Common Interests; Monthly meetings to formulate and regulate policies on 

Federal List Part-II (Railways, Oil, Gas, Electricity, WAPDA, Regulatory Authorities, National 

Planning and economic Coordination, Supervision and management of public debt, inter-

provincial matters) and exercise supervision & control over related institutions. Resolve 

complaints about water supplies and electricity generation & transmission lines. (Articles 153-

155, 157, 161 and Fourth Schedule Federal Legislative List Part II of Constitution 1973)
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Recommendations on Budgeting: Revenue and Expenditures

1. Budget Calendar

Amend the annual Budget Calendar to provide two months space for extensive public and 

parliamentary debate on draft budget proposals before approval, on the Indian model. A Reformed 

Budget Calendar should commence with pre-budget consultation papers in mid-April, followed by 

stakeholder consultations and parliamentary committee hearings through April-May, with the Federal 

Budget presented in mid-May and subject to full parliamentary scrutiny and public debate before final 

passage of the Finance and Appropriation Bills before 30 June. 

International practice strongly supports extended pre-budget deliberation, with most mature 

democracies dedicating two to six-plus months to legislative scrutiny through mechanisms such as 

committee hearings, fiscal office reviews, and public participation channels — as reflected in the table 

above

2. Medium-Term Fiscal Framework 

A national medium-term, performance-based fiscal framework — covering both revenues and 

expenditures — must be formulated, agreed upon, and enforced across all federal and provincial 

governments, in accordance with Section 7A of the FRDL Act 2005 and Sections 9 and 35 of the PFM 

Act 2019. This framework shall be approved for a rolling three-year period by the Federal and 

Provincial Governments, the NEC/CCI, and the National and Provincial Assemblies. The Federal 

Board of Revenue (FBR), in collaboration with the provinces, shall be responsible for its execution.

3. Federal-Provincial Fiscal Arrangements

The revision or addition of the Federal NFC share, and the finalization of an expenditure-sharing 

formula between the Federal and Provincial Governments — covering BISP, Bait-ul-Maal, HEC, and 

emergency/disaster/war situations — must be agreed upon without delay.

The privatization or transfer of all Power Sector DISCOs, Pakistan Steel Mills, and similar entities to 

their respective provincial governments should be completed within the medium term.

It is more prudent for provinces to share expenditures with the Federal Government than to generate 

provincial surpluses at the close of a Financial Year or to invest those surpluses in Federal 

Government securities.
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4. Expenditure Rationalization and Deficit Reduction

All other current and development expenditures — including Defence, ROCG, Pensions, Subsidies, 

Grants, and PSDP — must be reduced and effectively controlled over the next three years in 

accordance with detailed sector-specific proposals.

The federal fiscal deficit must be reduced to zero percent of GDP within three years through a 

sustained reduction of Rs. 3–4 trillion in current and development expenditures. Similarly, the overall 

fiscal deficit can be substantially narrowed by rationalizing non-development provincial 

expenditures.

The Federal Primary Balance and the Overall Primary Balance must remain in surplus to fulfil the 

conditions of the ongoing IMF programme.

5. Taxation Policy Reforms

All taxation policies, rates, procedures, and processes must be approved and applied for a minimum 

of three years. The current practice of formulating and revising annual taxation policies, setting 

unrealistic annual and quarterly revenue targets, and making mid-year changes to procedures and 

processes must cease immediately.

A unified, fair, and simplified national revenue and taxation system should be established through a 

single Revenue and Taxation Board/Authority, with representation from all provinces. This body shall 

oversee reduced direct and indirect tax rates, simplified compliance procedures, and the gradual 

elimination of all exemptions, exclusions, and preferential rates across the country.

6. Budgetary Appropriation and Supplementary Grants

Annual approval of budgetary appropriations and allocation of public funds must be obtained from 

the Federal Cabinet and the National Assembly, along with the authorization of the Prime Minister, as 

mandated by the Constitution, the PFM Act, and relevant rules.

No Supplementary Budget, Finance Bill, or Regular Supplementary Grant shall be introduced during 

a Financial Year except under extraordinary circumstances — such as a national disaster or 

emergency — and any such exception must receive the approval of the National Assembly, not the 

ECC or Cabinet alone.

7. Non-Tax Revenue and Debt Management

Federal revenue mobilization through non-tax revenues must be significantly augmented through 

dedicated and coordinated efforts by the concerned Principal Accounting Officers (PAOs), 

Ministries/Departments/Agencies (MDAs), and State-Owned Enterprises (SOEs). The Petroleum 

Development Levy (PDL) should be capped at no more than Rs. 100 per liter.

Debt servicing and interest payment obligations require fundamental reforms through diversified 

borrowing strategies and complementary measures. The accumulation of domestic debt must be 

brought under strict control through disciplined debt management practices.



8. Public Financial Management and Governance

Accounting, auditing, accountability, payment, and public procurement systems must be 

comprehensively revamped, modernized, and digitalized to improve service delivery and ensure 

value for public money.

The budgeting methodology should shift from the current incremental approach to Performance-

Based and Zero-Based Budgeting, supported by a robust Medium-Term Fiscal Framework.

The State Bank of Pakistan (SBP) should develop a mechanism enabling citizens to invest in 

government securities through commercial banks, with a ceiling of 1% intermediary charge. 

Furthermore, commercial bank lending rates to the government should not be pegged to 

commercial/KIBOR+ rates; instead, they should be determined on the basis of the declared cost of 

funds plus 1% profit, on the pattern of the National Savings Schemes.

The binding constraints to sustainable fiscal consolidation and economic growth are not primarily 

financial in nature, they are structural and political. What will ultimately determine whether Pakistan 

achieves its growth objectives, or continues on a path of chronic vulnerability, is the full and rigorous 

implementation of the proposed reforms: meaningful reductions in energy and tax rates, a significant 

reduction in the cost of doing business (CoDB), genuine improvements in the ease of doing business 

(EoDB), and a deliberate reduction in the government's share of domestic credit. Without these 

foundational shifts, fiscal targets will remain aspirational at best and the country will keep treading the 

same fragile and unsustainable path.
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