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NO matter how much an indirect tax is reformed, it will always be an inferior and unfair tax compared to one on wealth, assets and income. 
Whatever the arguments presented by the finance minister, that the Reformed General Sales Tax will lower the burden on consumers who pay that tax, and that it will bring more people into the tax net, the government refuses to deal with the core issue i.e. raising revenue through direct taxation based upon income and assets.

This means that the burden of the reformed taxation measures through an indirect tax will continue to fall relatively more heavily on the poor, the lower and middle classes, than on the upper classes and the rich.

There is no denying that Pakistan`s resource-generation efforts are amongst the worst in the world, and less than 10 per cent of GDP is collected by the government. What is far shameful is that less than two per cent of Pakistanis pay any income tax. While all Pakistanis are taxed in some way or the other, the fact that only about three million out of 180 million pay taxes is the biggest scandal that afflicts Pakistan`s economy. Issues of corruption, graft and kickbacks pale into insignificance compared to the avoidance of taxes by Pakistan`s rich.

Anyone who earns more than Rs25,000 as income a month is supposed to file their income tax returns. Clearly, far more than the three million Pakistanis who file their income tax returns earn a much larger amount than this rather meagre sum. One can estimate that approximately six to seven million individuals ought to be earning incomes which are in the taxable range. This means that less than half of those who should be paying income tax are doing so.

But this is not all. It is not just the middle class or those who earn near the taxable income level of Rs25,000 per month who avoid paying taxes. It seems that many of those who earn many times that amount do not pay taxes.

Recent reports stated that Prime Minister Yousuf Raza Gilani and as many as 25 of his cabinet members had not paid any income tax for the last five years. It is impossible to imagine that these ministers and many other members of Pakistan`s elite who are apparently not paying their taxes earn less than Rs25,000 per month.

A recent report by the Pakistan Institute of Legislative Development and Transparency revealed that, on average, members of the current parliament are twice as rich as those of the last parliament of 2002-07, with average assets worth approximately Rs81m. Clearly, there is large-scale tax evasion taking place amongst Pakistan`s rich and elite.

It is not only these elected representatives who are apparently not paying their taxes — and for whom such data is available — but many others who also avoid taxation. Many individuals earned huge amounts of untaxed profit from the gains made in the stock market and real estate booms in recent years, as underreporting and exemptions allowed them to do so.

Moreover, as long as agriculturalists are not taxed on the basis of income earned — just as much as industrialists, doctors, engineers and economists are — a glaring anomaly in the taxation structure will continue to exist.

Similarly, many of Pakistan`s urban middle classes, who must be earning more than Rs25,000 per month, fail to file their income tax returns and do not pay direct taxes.

Hence, the reform of an indirect tax is a poor attempt to generate revenue, when it is clear to everyone, especially those who make policy, that there is such huge tax evasion in Pakistan.

Why should average Pakistanis, many of whom do not fall into the taxable income category, have to carry the burden of taxes when it is clear that those who are richer and better off can avoid doing so? An indirect tax, even a reformed one, still remains a regressive tax, and hence the burden falls disproportionately on the poor.

In addition, a flood relief surcharge, in the form of a substantial additional surcharge on the few who are already paying income tax, is equally unfair and a cruel cut when it is obvious that more than half of those who should be paying income tax do not. Those who actually pay income tax are the ones being further squeezed to pay the flood tax, while those who avoid paying taxes altogether, continue to be unaccountable.

By fulfilling commitments made to the International Monetary Fund in order to receive further money from it, and to please the World Bank and, increasingly, the Americans who are asking the Pakistani government to do more in terms of resource generation, the government is perpetuating an unfair taxation structure which continues to work against the interests of the poor and lower classes. It clearly works for the benefit of the rich, particularly those who avoid taxes. n

It is not the General Sales Tax which needs to be reformed, but the highly unfair and inequitable taxation structure which continues to work to the advantage of the rich and powerful against the interests of a huge majority of Pakistanis, most of whom are poor, but also those who actually do legally and honestly pay their taxes.
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