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PRIME Minister Yusuf Raza Gilani made a pledge in his maiden speech in parliament that the Concurrent List would be abolished within a year. That should focus attention on the issue of power-sharing in the federation.

There is an urgent need for both the Houses to debate what is fundamentally wrong with Pakistan’s constitutional structure that denies fair and equitable distribution of taxation powers between the federation and the federating units.

In all the major federations, such as the US, Canada and India, the federating units have the exclusive right to levy indirect taxes on goods and services generated within their geographical boundaries. In Pakistan, the federal government has blatantly denied this right to all the four provinces. It is a vital constitutional and political issue that deserves due attention to ensure the judicious distribution of taxation rights between the centre and the federating units.

Federal highhandedness in tax matters (by using both the Federal and Concurrent Lists) has destroyed the financial and economic rights of provinces, which should have the exclusive right to levy taxes on goods and services within their respective boundaries. In the last 10 years, the federal government blatantly encroached upon their undisputed right by levying tax on goods and services under the garb of ‘presumptive taxes’ in income tax. Such taxes cannot be termed as taxes on income (which the federal government is empowered to levy under item 47 of the Federal List). They are tax on goods and services, the levy of which is the sole prerogative of the provinces.

The fact is that on the one hand, we have too many taxes at the federal, provincial and local levels, and on the other, the benefits of revenues are not reaching the poor masses. The few rich are the real beneficiaries of the taxpayers’ money.

In fiscal year 2006-2007, the total federal tax revenue collection was Rs843bn. The federal government showed total receipts (both tax and non-tax) at Rs1087bn, out of which the provinces received as little as Rs437bn. Interestingly, the federal expenditure under two heads alone i.e. defence and debt-serving was Rs515bn.

The overall deficit suffered by the federal government was Rs373.3bn. It is indeed a pathetic state of affairs, though Musharraf has persistently boasted of his regime’s ‘extraordinary’ economic performance achieved during his eight-year rule. The fact is that due to the elitist policies of the rulers, socio-economic disparities are multiplying, centre and provincial relationships are deteriorating and the gulf between the rich and the poor is assuming alarming proportions.

Our tax potential for the current year is nearly Rs1800-2200bn provided the tax base is made wider and equitable, the tax machinery is completely overhauled and exemptions and concessions available to the privileged sections of society are withdrawn.

In most parts of the world, sales tax on goods is a provincial or local levy. In Pakistan, it is a federal tax (the worst example of constitutional highhandedness), which is shared, to a negligent extent, with the provinces. As the centre will collect less than Rs950bn as tax revenue during the current fiscal year, the provinces will get less than Rs500bn from the federal pool. We are caught in a dilemma where the centre is unwilling to grant the provinces their legitimate right, and, in turn, the provinces are unable to reduce the ever-increasing burden of taxes on their voiceless poor masses.

The centre could have given the right of collecting some of the federal taxes to the provinces — like sales tax — had it increased revenue collection substantially. Tragically, despite all kinds of oppression, highhandedness, negative tactics, withholding of refunds, etc., the Federal Board of Revenue took four years — 1998-99 to 2001-02 — to cross from Rs307bn to Rs401bn — an average increase of Rs24bn a year.

From 2002-03 to 2004-05, the FBR managed to increase revenue collection from Rs460bn to Rs590bn — a poor performance as average annual increase did not cover even the inflationary impact. In 2005-06, the collection was Rs710bn, and last year it reached Rs.843bn. The FBR’s track record shows little possibility of achieving the Rs2800-3200bn mark in the next three years to give fiscal space to the centre and the provinces to come out of the present mess and extend some relief to the poor while investing in trade and industry to encourage growth.

Unless some radical steps are taken and a new constitutional taxing contract is negotiated between the centre and the provinces, there is little hope for mobilising tax revenues to achieve surplus federal and provincial budgets. At this rate, the conflict between the federation and the provinces on taxation issues will persist and the country will remain dependent on foreign loans and increased domestic borrowing (it has already crossed the three trillion rupees mark) and more and more people will be pushed below the poverty line.

If we want to come out of this crisis, there is an urgent need to reconsider equitable distribution of fiscal and taxation powers between the federation and provinces. True provincial autonomy can only be guaranteed if a fair assignment of tax is followed in letter and spirit. Electing some people under the local body elections and dislodging the District Management Service Group may have served the interest of the ruling junta, but it has failed to extend any autonomy to the provinces. Let the provinces have exclusive right over their resources and finances by granting taxation powers to the local governments so that democracy at the grassroots and funds for public services can be guaranteed.
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