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• Federal Minister Finance Mr. Miftah Ismail presented the Federal budget for FY23 in the National

Assembly on June 10, 2022.

• The overall budget deficit is targeted at 4.9% compared to revised estimate of 7.1% for the

ongoing year.

• Primary balance is estimated to post a surplus of 0.2% of GDP in FY23 compared to a deficit of

2.4% of GDP for the ongoing year.

• While the budget is trying to meet the IMF conditions of removing tax exemptions and

rationalizing rates to a larger extent with an estimated 17% growth in tax revenue and 52%

growth in non-tax revenue, the government managed to provide some relief to masses, which

include higher allocations for social safety programs including BISP, increasing minimum

taxable salary income, reducing effective tax rates for salaries of upto PKR1.5mn/month,

increase in salaries of government employees and pensions, and rationalization of tariffs

including RDs, CDs and ACDs across various lines.

• As far as the IMF is concerned, the government has been acting in the right direction to satisfy

the IMF conditions of eliminating subsidies with the recent increase in petrol and diesel prices

coupled with some legislative developments. However, reduction in taxes of salaried class

could be a point of contention with the IMF among other things.

• While the FBR tax target is slightly lower than the IMF stipulated target of PKR7.25tn (as per news

sources), with overall revenue measures, and rationalization of expenses with austerity

measures, we believe that IMF would be accommodative and the impending 7th review of the

IMF would sail through amicably.

• However, going forward, some of the ambitious targets including petroleum levy and collection

of GIDC may need to be revised downwards having a negative impact on revenue collection

but that would also depend on the direction of international oil prices going forward.

• Imposition of deemed tax on real-estate of over PKR25mn of worth at 20% of 5% of the fair

market value of the property, increasing advance tax on purchase of property to 5%, and

synchronizing capital gains tax regime across equities and real-estate where CGT would be

zero after six years for both asset classes, is a positive development to curb speculative

activities in the markets and to increase documentation of the real-estate sector.
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Neutral for the market, can be positive in the long-term
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Unit FY22B FY22RE FY23B FY24F FY25F  

Real GDP Growth % 5.0 6.0 5.0 5.8 6.2

Inflation % 8.2 11.7 11.5 8.6 7.4 

FBR Tax Revenue % of GDP 10.7 9.0 9.0 9.4 10.0

Overall Fiscal Balance % of GDP (6.3) (7.1) (4.9) (4.0) (2.8)

Primary Balance % of GDP (0.7) (2.4) 0.2 0.9 1.8

Key Medium Term Macroeconomic & Budgetary Indicators

Source: MoF, Next Research
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• The said changes in the real estate sector are all positive for the liquidity in equities market,

however, sustainability of these measures announced may be questionable.

• Ending of tax credit for investments in mutual funds and IPOs etc. is unlikely to affect equities

market liquidity as investments for these tax credits are generally made in fixed income funds. A

potential redemption from them coupled with the investments re-routing from real-estate

sector may increase the flow of capital towards equities market going forward.

• Banks being the heavy weight sector of PSX, would face the major brunt with increased tax

incidence of 42% from 39% currently (-5% earnings impact) coupled with higher tax on

investment income from government securities with ADRs of less than 50%.

• Apart from MCB and UBL, all of our coverage banks had gross ADR of over 50% at the close of

CY21.

• However, the valuation of banks that are currently offering attractive discounts would absorb

the impact of higher taxation, and remain attractive.

• Increase in tax rate by 2% for those whose income exceed PKR300mn would impact most of the

coverage companies and erode earnings by around 2.8%.

• Majority of other sectors are likely to have neutral to positive impacts of budgetary measures

with autos facing the fire.

• Overall, we see market reacting positively to the budget announcements once a green signal

is obtained from the IMF on the proposed budgetary measures, Particularly the rationalization

of CGT regime and expected flow of liquidity from the real estate sector, if not withdrawn could

be material for the overall equities market in the medium to long term.

• We prefer banks, energy and fertilizer sectors and advise caution from cyclicals as their pricing

power is at test considering the demand slowdown going forward.
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Fiscal Deficit Financing

A) Federal Revenue (Net) 4,904 A) Net External Financing 1,667

B) Total Federal Expenditure (i+ii) 9,502 Multilateral & Bilateral Sources 1223

i) Current Expenditure 8,694 Commercial Sources 444

ii) Development and Net Lending (a+b) 808 B) Net Domestic Financing 2,835

a) Federal PSDP 727
National Saving Schemes  and 

Others 
-125

b) Net Lending 81 Bank (Govt. Securities) 2,960

C) Privatization Proceeds 96

C) Federal Deficit (A-B) -4,598 Total Financing (A+B+C) 4,598

Fiscal Deficit & Financing of Budget 2022-23

Sectors Impact Sectors Impact

Market Neutral Autos Negative

Banks Negative Tractors Positive

Energy Neutral Media Positive

Fertilizer Neutral Pharma Neutral

Cement & Steel Neutral Textiles Positive

Sector wise Impact

Source: MoF, Next Research

Source: MoF, Next Research



• According to provisional numbers, real GDP growth for FY22 is estimated at 6.0%, overshooting

all expectations which ranged between 4% and 5%.

• This would be the second consecutive growth of 5% and above after the economy recovers

from the shocks of the pandemic posting a decline of 0.9% in FY20.

• The FY22 growth is contributed by estimated growth of 4.4% in agriculture sector, 7.2% in

industrial sector and 6.2% in services.

• The National Economic Council (NEC) has approved a target for real GDP growth of 5.0% for

FY23.

• We are of the opinion that the target for real GDP growth rate is on the higher side with the

contractionary fiscal and monetary policies and expected slowdown in agriculture and

industrial sectors.

• The government has also set a target for inflation at 11.5% compared to estimated average of

11.7% for the ongoing year.

• Considering the recent price decisions on the energy front, impending pass on of the remaining

PDC on petrol and diesel, increase in electricity and gas tariffs, resumption of PL and GST in

petrol and diesel prices (not incorporated in our base case estimates), and the uptrend in food

inflation that is not expected to ease off soon, the target for inflation appears optimistic for

FY23.

• In case the governments act to meet the PL collection target from petrol and diesel, the

headline average inflation for FY23 may cross our existing estimate of 16%.

• As we highlighted a report earlier this month, our interest rate forecast incorporates another

100-150bps hike in interest rate by the MPC of SBP in its meeting in July 7, 2022.

• However, considering a relatively contractionary budget, we may see the MPC delaying this

hike to see the impact of actual budgetary measures that are approved by the Parliament by

the end of this month, and the fate of the IMF program.
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Optimistic targets for GDP growth and inflation

4

Component-wise GDP Growth

Source: MoF, PBS, Next Research
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• The government has projected tax revenue of PKR7tn (compared to PKR6tn, +16.7% from revised

estimates of FY22) contributed by PKR2.6tn of direct taxes and PKR4.4tn on indirect taxes. Both direct

and indirect taxes are estimated to increase by 16.7% from the revised estimates for the ongoing year.

• The estimated and targeted tax collection for FY22 and FY23, respectively are still short of the

stipulated targets of the IMF, which were at PKR6.1tn and PKR7.25tn, respectively. While tax to GDP for

FY23 is estimated to continue hovering around 9% in FY23 as well, which we believe is not an optimistic

assumption considering the taxation measures announced and the expected increase in nominal

GDP and M2.

• The budgeted figure for tax to GDP for FY22 was 8.7% (compared to 8.5% of FY21) but due to better

performance in indirect taxes the ratio has improved.

• Non-tax revenue is estimated to increase by 52% over the revised estimates for FY22 (+PKR685bn) of

PKR1.3tn. The budgeted amount is the same as was budgeted for FY22 and the shortfall in the

collection was mainly due to lower than expected profit of SBP, and significantly low collection of

petroleum levy and GIDC.

• This year again, collection of PL and GIDC are targeted at significantly higher levels (PL = PKR750bn

and GIDC = PKR200 compared to revised estimates of PKR135bn and PKR25bn, respectively).

Collection of GIDC is unlikely to be met due to stay orders obtained by the companies.

• However, in order to increase collection of PL from petrol and diesel, the price of both of these

products have to be increased by around PKR35/liter for petrol and PKR57/liter for diesel in order to

collect only PKR5/liter PL from each product.

• The target PL per liter is set at PKR30/liter for both petrol and diesel and additional 17% GST would take

the prices of these products massively upwards, assuming current oil prices and exchange rate

prevails.

• A plunge in international oil prices and recovery in exchange rate after the resumption of the IMF

program may turn out in favour of the government to keep the benefit. However, considering the

election year ahead, upholding prices if oil comes down or increasing prices to increase PL and GST

would be negative for the sitting government.

• We therefore believe that the target of non-tax revenue is largely unrealistic.
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Unrealistic increase in estimates for PL and GIDC
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Working Of Fiscal Deficit And Financing Budget 2022-23 (PKRbn)

Resources Expenditure

Tax Revenue (FBR) 7,004 Interest Payment 3,950

Non-Tax Revenue 2,000 Defense 1,523

Gross Revenues 9,004 Grants & Transfers 1,242

Provincial share 4,100 Subsidies 699

Net Revenues 4,904 Pension 530

Non-Bank Borrowings 1,996 Others 750

Bank Borrowings 1,172 Current Expenditure 8,694

Net External Receipts 533 PSDP 727

Est. Provincial Surplus 800 Net Lending 81

Privatization 96 Development Expenditure 808

Total Resources 9,502 Total Expenditure 9,502

Federal Balance -4,598 As %age of GDP -5.9%

Overall Balance -3,798 As %age of GDP -4.9%

Primary Balance 152 As %age of GDP 0.2%

Source: MoF, Next Research



• The government is putting a lid on its expenditure growth, which is estimated to increase by

4.1%.

• Current expenditures are estimated at PKR8.7tn, which is 2.1% higher over the revised estimates

FY22.

• 25.7% higher debt servicing expenditure and 13.9% higher grants and transfers are expected to

be offset by 53.9% reduction in subsidies. It should be noted that budgeted subsidies for FY22

were PKR682bn but revised estimates for these subsidies are PKR1.5tn and budgeted subsidies

for FY23 are PKR699bn.

• Higher grants and transfers may be attributable to increased allocation towards social safety

and incentives programs, cash subsidies, and election and census related spendings.

• Defence expense is also kept under check with an increase of 2.9% to PKR1.5tn.

• Subsidies (PKR699bn) are although significantly lower than revised estimates for FY22, but these

are in absolute terms close to PKR682bn budgeted for FY22. Major reduction from FY22’s revised

estimates is made in subsides for WAPDA/PEPCO and petroleum.

• We believe that debt servicing expense may overshoot expectations as borrowings for deficit

financing are expected to remain high and the interest rate on both domestic and

international borrowings are going up.

• The government has allocated PKR727bn under Federal PSDP, that compares very well with

PKR900bn budgeted for FY22 and revised estimates of PKR550bn for the same year.

• Provincial PSDP allocation has on the other hand increased to PKR1,4tn compared to PKR1,2tn

as the revised estimate for FY22.

• Major focus was given to improving water resources and building road infrastructure.

• As it has been the case in history, in case of lower revenue collection PSDP spending would

suffer, however, considering election year ahead, we do not see any major decline from FY22’s

revised numbers during FY23.
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Significant reduction in subsidies over FY22RE
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Subsidies (PKR Bn) FY21 FY21 R FY 22

WAPDA/PEPCO 511 989 490

KEL 85 83 80

Petroleum 20 377 71

USC 6 21 17

PASSCO 7 7 7

Others 73 38 34

Total 682 1,515 699

Source: MoF, Next Research



Fiscal Deficit projected at 4.9% of GDP

Pakistan Fiscal Account
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Pakistan Fiscal Account (PKRbn)
FY21 FY22 FY22 FY23

Actual % of GDP Budgeted % of GDP RE* % of GDP Budgeted % of GDP

FBR Taxes 4,764 8.5% 5,829 8.7% 6,000 9.0% 7,004 9.0%

Direct Taxes 1,732 3.1% 2,182 3.3% 2,204 3.3% 2,573 3.3%

Indirect Taxes 3,032 5.4% 3,647 5.4% 3,796 5.7% 4,431 5.7%

Customs Duties 765 1.4% 785 1.2% 817 1.2% 953 1.2%

Sales Tax 1,990 3.6% 2,506 3.7% 2,635 3.9% 3,076 3.9%

Federal Excise 277 0.5% 356 0.5% 344 0.5% 402 0.5%

Non-Tax Revenue 1,505 2.7% 2,080 3.1% 1,315 2.0% 2,000 2.6%

Mark-up 101 0.2% 126 0.2% 126 0.2% 140 0.2%

Dividends 44 0.1% 90 0.1% 70 0.1% 80 0.1%

SBP Profits 651 1.2% 650 1.0% 474 0.7% 300 0.4%

Petroleum Levy 425 0.8% 610 0.9% 135 0.2% 750 1.0%

GIDC 19 0.0% 130 0.2% 25 0.0% 200 0.3%

Others 266 0.5% 474 0.7% 485 0.7% 530 0.7%

Total Revenues 6,270 11.2% 7,909 11.8% 7,315 10.9% 9,004 11.5%

Share of Provinces 2,742 4.9% 3,412 5.1% 3,512 5.2% 4,100 5.2%

Net Revenues 3,528 6.3% 4,497 6.7% 3,803 5.7% 4,904 6.3%

Total Expenditure 7,245 13.0% 8,487 12.7% 9,127 13.6% 9,502 12.2%

Current Expenditure 6,349 11.4% 7,523 11.2% 8,516 12.7% 8,694 11.1%

Interest Payments 2,750 4.9% 3,060 4.6% 3,144 4.7% 3,950 5.1%

Defence 1,316 2.4% 1,370 2.0% 1,480 2.2% 1,523 1.9%

Grants 912 1.6% 1,168 1.7% 1,090 1.6% 1,242 1.6%

Subsidies 425 0.8% 682 1.0% 1,515 2.3% 699 0.9%

Others 946 1.7% 1,244 1.9% 1,287 1.9% 1,280 1.6%

Development Expenditure 896 1.6% 964 1.4% 611 0.9% 808 1.0%

Federal PSDP 667 1.2% 900 1.3% 550 0.8% 727 0.9%

Others 229 0.4% 64 0.1% 61 n/a 81 0.1%

Budget Deficit (3,717) -6.7% (3,990) -6.0% (5,324) -8.0% (4,598) -5.9%

Provincial Surplus 314 0.6% 570 0.9% 570 0.9% 800 1.0%

Overall Deficit (3,403) -6.1% (3,420) -5.1% (4,754) -7.1% (3,798) -4.9%

Primary Deficit (654) -1.2% (360) -0.5% (1,610) -2.4% 152 0.2%

Source: MoF, Next Research
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Stock Market

9

Increase in CGT from 12.5% to 15%, gradually 

reducing it to 0% after 6 years
Positive

It has been proposed to increase CGT to 15% in FY23 from current rate of 

12.5% (irrespective of holding period). However, it will be reduced by 2.5% 

annually to 0% over the next 6 years. We believe the aforesaid amendment 

will be warmly welcomed by the market. This will also encourage long term 

investment in the equities market.

Neutral

Capital gain tax on immoveable property (real 

estate) at 15% for holding period less than 1 

year and to be gradually reduced to 0% after 

6 years

Positive

Synchronization of capital gains across equities and real estate is a good 

development and would increase the documentation of the sector and may 

shift the flow of liquidity to equities market in the medium to long term.

Withdrawal of tax credit on investments  

mutual funds, IPOs, insurance etc.
Neutral

This withdrawal is unlikely to affect equities market liquidity as investments for 

these tax credits are generally made in fixed income funds. A potential 

redemption from them may increase the flow of capital towards equities 

market going forward.

Imposition of deemed tax on real estate 

investments worth PKR25mn and above
Positive

A tax at 20% of a deemed income of 5% of the fair market value of real estate 

investment is imposed. If not withdrawn, it will have a significant impact on the 

real estate market and could possibly divert some liquidity from this asset class 

towards equities



Stock Market
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Advance tax on purchase of real estate 

increased
Positive

Advance tax on purchase of real estate has been increased from 1% for filers 

and 2% for non-filers to 5%. This will be effective for improving the 

documentation of the sector and may divert some liquidity from real estate 

sector towards equities market, if not withdrawn.

Neutral

Companies,, AOPs etc earning more the PKR300mn 

would be subject to additional 2% tax Negative

Majority of the listed companies of the KSE100 Index and our coverage universe earn 

more than PKR300mn and would be subject to this new tax, which would deteriorate 

earnings by 2.8%.



Banks
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Negative

Banking sector to be taxed at 42% from the current 

tax rate of 39% (including super tax) Negative

This will ultimately eat away the banking sector’s annual profitability by around 5%. 

Likewise, through this budgetary proposal the government will be able to raise 

additional PKR15bn in income tax

Fertilizer 

Neutral 

Sales tax on all fertilizers has been increased to 10% 

from current 2%. 
Neutral This would be passed on by the manufacturers where impact on urea is PKR142/bag.

Increase in sales tax on feed gas and import of 

phosphoric acid from 5% to 10%
Neutral

This will increase net GST on input stage as well and cashflow may remain hampered 

due to delayed refunds of the net adjusted amount from input and output.

For 2023 the government enhanced the GIDC 

collection target to PKR200bn Neutral

This increase likely implies the payment of the overdue GIDC. Moreover it is pertinent to 

note that the GIDC collection was only PKR25bn in 2022 as all the fertilizer 

manufacturers have been granted a stay order from courts. Hence, this increase will 

likely raise liquidity constraint for fertilizer manufacturers.

Increase in tax rate on income from investment in 

government securities Negative

The tax rate on income from investment in government securities has been increased 

to 55% if ADR <40%, 49% if ADR <50% and >40%, and 42% if ADR >= 50%. Except MCB 

and UBL, all banks under our coverage had ADRs in excess of 50% at the close of CY21.

Annulment of CNIC condition for sales of fertilizer to 

unregistered person 

Positive
This will smoothen the supply chain for fertilizer sector as the fertilizer sector that was 

previously facing issues pertaining to sales of fertilizer to unregistered dealers. Hence 

creating an additional burden to the tune of PKR30-50/bag.



Textile
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Positive

Tarif rationalization on import of synthetic yarn Positive
The aforesaid rationalization will bode favorably for textile manufacturers as this 

imported synthetic yarn is used as one of the major raw materials

PKR40.5bn DLTL claims to be released immediately 

by FBR along with the sales tax pending refunds 
Positive This proposed measure will ultimately improve cash flows of textile companies.

Automobile Assembler 

Imposition of advance tax on vehicle with engine 

capacity of more than 1600cc. However, it will be of 

2% for Hybrid and EV subject to its market value
Negative

This will ultimately increase the car prices for INDU, HCAR, LUCK & Hyundai. Hence 

material negative for these 4 amid the expected slowdown in demand. However, 

PSMC is the only one having no impact, as all variants are below 1600cc. It is In-line with 

the overall theme of the budget

Abolishment of 5% general sales tax on tractors Positive
The said budgetary measure will ultimately reduce the tractors. Hence leading to 

higher sales volume going forward.

Cars worth over PKR5mn will be subject to additional 

2% Capital Value Tax (CVT)  

Negative

The aforesaid measures is negative for INDU, HCAR, LUCK and Hyundai (NML) as this will 

increase the car prices and will have an adverse impact on sales volumes

Negative

Government has raised advance tax rate to 200% 

from 100% currently

It will have a material negative impact on overall manufacturers. However, positive for 

overall economy as this measure will further incentivize individual to file their taxes , in-

line with the overall budget theme

Negative



Pharmaceuticals
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Entertainment 
Positive

Custom duty on more than 30 Active 

pharmaceutical ingredients (APIs) has been 

proposed to be exempted
Positive

This will be positive for local pharmaceutical companies who rely on imported API as a 

raw material.  Hence, as a result of lower duty the companies gross margins will 

ultimately improve. We believe that APIs produced by CPHL are not included in this 

category.

Imposition of 17% sales tax Negative

Imposition of sales tax on various apparatus and diagnostic kits will increase the prices 

hence material negative for pharma companies

Exemptions from 8% WHT, Custom Duty on Filming 

Equipment, Sales Tax Positive

Entertainment received the most lucrative reliefs and subsidies. This reflects the 

Government’s intent to promote the production activity and continue the revival of 

the industry. Profit margins will massively increase as a result of these measures.

Neutral 



Cements & Engineering
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Federal PSDP allocation at PKR727bn Neutral

Govt. has allocated PKR2.2tn for PSDP (Federal is given PKR727bn, whilst provinces 

have been granted PKR1.5tn). However in-line with the previous year utilization of ~32%  

i.e., PKR550bn (Federal). We expect PSDP disbursement next year to remain limited 

due to fiscal constraint. However, we can not rule out the possibility of higher 

disbursement compared to previous year as in the case of election.

Allocation for dams and other projects Positive
Funds for 4 dams (Dasu, Diamir Bhasha, Mohmand and Nai Gaj) are allocated 

PKR112BN, which will inevitably increase cement and steel demand

100% adjustment allowed pertaining to first year 

depreciation
Positive

As we are approaching toward the new expansionary cycle, this budgetary measure 

will be materially positive for cement manufacturers including (MLCF, LUCK, BWLC 

ASKARI, ACPL and FCCL). The aforesaid companies will be able to fully utilize this said 

adjustment till end of next year we opine, when their expansion comes online 

Additional tax has been proposed on import of 

compressor, motor and cutting scrap
Negative

The aforesaid measure will be material negative for MUGHAL due to sole producer of 

Copper Ingots by importing compressor and motor scrap hence margins erosion for 

non-ferrous business can not be ruled out

Condition of CNIC in case of un-registered dealers 

has been proposed to remove Positive
This will provide breather to already struggling construction sector. Hence, positive for 

overall construction sector.

Neutral 



Energy
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It has been proposed to increase the petroleum levy 

with a massive increase in collection target
Negative

The government has enhanced the target for petroleum levy to the tune of PKR750bn 

from PKR135bn. Hence material negative for OMCs  as this will increase prices of 

petroleum products where contraction of demand can not be ruled out

PKR71 bn has been proposed for the payment of 

PDC
Positive

To recall this introduction of PDC has significantly impacted OMCs cashflows. Hence 

phasing out of this mechanism will be cashflow positive to overall oil manufacturing 

companies

Cut in power subsidy has been proposed Positive
The government has been proposed to cut power subsidy to the tune of PKR570bn vis-

à-vis PKR596bn in FY22. We believe this will be a positive development for the overall 

energy sector improving cashflows

Sales tax exemption has been proposed for import 

of plant and machinery
Positive

We believe HUBC will be the major beneficiary of this exemption due to the ongoing 

project of Thal Nova and TEL

Neutral 



IT and Telecom
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Positive

Export proceeds IT services to be taxed at 0.25% 

from 1% earlier
Positive

This measure will increase the margins for IT companies and will provide initiative for 

more companies to enter in the space.

Tax exemptions for IT Exports given 80% of the 

income is brought to Pakistan
Positive

Great measure for both the Economy and the Sector. Economy will likely benefit from 

the inflow of Foreign Reserves whereas IT industry will be boosted from the Tax Relief.

Rs 17bn allotted to facilitate IT exports Positive
Continuing with the strong focus on exports, Government has set its priorities straight by 

allocation of 17Bn PKR towards IT exports.  This will be received well within the IT sector 

which is likely to create an upward trend.

Rate of FED is enhanced on telecommunication 

services is enhanced from 16% to 19.5%.
Negative

We estimate that on volumetric sales of 8.7mn tons and 8.3mn tons for MS and HSD, PL 

of PKR 30/ltr throughout the year will be needed for achieving this target



Others
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Neutral

Tobacco: Rate of FED is enhanced on locally 

manufactured cigarettes Neutral 

Increase in FED will increase the price of Tobacco however, the price hike is unlikely to 

affect the demand significantly. Some price sensitive consumers are likely to shift to a 

cost effective alternative.

Footwear: Customs duties have been reduced on 

different categories of other woven fabrics and 

artificial flowers / foliage of other materials.
Positive 

This measure is in line with the Government’s initiative to boost the exports oriented 

businesses. It is likely boost the margins of footwear manufactures and boost the 

earnings.

Airlines: Rate of FED is enhanced on club, business 

and first-class travel by air is enhanced from Rs. 

10,000 to Rs. 50,000
Neutral 

FED is increased 5x on luxury air travel. We expect the sales outlook to not be affected 

significantly since customer is not price sensitive.

Food: Reduction of customs duties on import of 

flavoring powders for food preparation for snacks 

manufacturers
Neutral 

The initiative to reduce CDs on the import of key raw material in food will likely reduce 

the cost of food manufacturers in Pakistan. It will, in turn, improve the margins of the 

manufactures.
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