Chapter 5
Corruption


INTRODUCTION

5.1
This chapter deals with the complex and fairly sensitive issue of corruption in the tax administration.  For the purpose of this report we have used Johnston’s (1998) definition of corruption: 

“Corruption is the abuse of public office (with its associated resources and power) for private gain or for the benefit of a group to which one owes allegiance.”

5.2
The chapter is divided into six sections.  Section one outlines experiences of other countries in tackling corruption with a view of learning from international experiences.  Section two reviews Pakistani literature on corruption.  Section three and four report findings of the surveys conducted for this study (Survey methodologies are provided in Appendix 1). Section three reports perceptions about corruption in the country in general while Section four details perceptions about corruption in the tax administration. Section five delineates conclusions and discussion, which is followed by recommendations in Section six.   

International Case Studies and Lessons

5.3
World Bank and Transparency International have over the years developed an extensive collection of literature on corruption.  While most of this literature deals with experiences of different countries in addressing the menace of corruption in society as a whole, rather than in one department, it is nevertheless extremely useful for policy-makers in Pakistan.  The generic lessons are the same whether one is dealing with society as a whole or a government institution alone.  Consequently, a brief overview of lessons from selected experiences and literature is presented below:

Hong Kong’s Case

5.4
According to de Speville (1999), Hong Kong faced the menace of rampant corruption in the mid-seventies.  The Governor initiated the creation of an Independent Commission against Corruption (ICAC) in 1974.  The Commission was empowered through a proper legislative framework and was allowed to function independently of political and civil service interference.  Extensive external controls were also put in place for ICAC’s own accountability.

5.5
ICAC has been very successful and currently is considered as one of the role model institutions for reduction of corruption initiatives.  The key reasons for its success, according to de Speville (1999), are:

i) Recognition of corruption as a problem and commitment to solving it.

ii) Creation of an unimpeachable anti-corruption agency.

iii) A well-planned long-term strategy that uses a three-pronged attack on corruption via investigation, prevention and education.

iv) Attention to all reports of corruption.

v) Confidentiality.

Singapore’s Case

5.6
Singapore was also famous for extensive corruption in the not too distant past.   Currently, Singapore’s public sector is reputed to be the cleanest in the world (Leak 1999).  According to him, this transition was made possible because of:

i)
The commitment of political and civic leaders to fight corruption.

ii)
Adequate anti-corruption laws that deter corruption.

iii)
An efficient agency that investigates the corrupt, irrespective of their social status, political affiliation, colour or creed.

iv)
Support of public and senior public officials.

v)
Key administrative reforms that included empowering the investigative body (Corrupt Practices Investigation Bureau), removing opportunities for corruption, upgrading civil service salaries, and streamlining cumbersome procedures.

Tanzania’s Case

5.7
Tanzania’s long entanglement in systemic corruption and its half-hearted efforts to combat it reads like a familiar story.  Despite the institution of three organisations, i.e., Permanent Commission of Inquiry (Office of Ombudsman), Prevention of Corruption Bureau, and the Ethics Secretariat, corruption has not reduced significantly.  The reasons for failure of these organisations, and other efforts, according to Sedigh and Muganda (1999), are:

i)
Lack of independence, transparency, and accessibility of these organisations.

ii)
Lack of a broad-based approach, i.e., involvement of other key institutions such as Judiciary, Parliament, Civil Society, etc.

iii)
Focus on punishment rather than prevention.

iv)
Lack of attention to civil service reforms, including improvement of their salaries, simplification of bureaucratic procedures, and monitoring of their lifestyles by public declaration of their assets.

Philippine’s Case

5.8
Philippine’s attempts, from 1970 to date, to reduce corruption in its Customs Service have many interesting lessons for Pakistan.  According to Parayno (199?), these efforts can be broadly categorised as two different approaches with different results.  From the early seventies to the early nineties, the focus has been on combating the “perceived defects in the inherent character of the Customs personnel.”  However, most attempts in this regard, such as, improving values and attitudes, establishing investigative and prosecution agencies, firing people, etc, failed to deliver.

5.9
From 1992 onwards, the focus has shifted towards reengineering the environment in which Custom Officials operate rather than dealing with the corruption directly.  Using IT as a main tool, the goals of the effort were to attain the following:

i)
Full automation of the processes thereby reducing human interventions significantly. 

ii)
Repositioning of controls to where they are most effective without obstructing business and trade.

iii)
Provisions of remote lodgement facilities (via a computer network), to enable the public interact with the organisation from their offices, removed from face to face interactions.

iv)
Complete paperless and cashless processes.

v)
Privatisation of certain operations.

vi)
Electronic linkage of all the participating agencies in the system.

vii)
Use of clear and simple rules.

5.10
The results so far have been very encouraging.  Apart from facilitating the business, this re-engineered system also had a significant impact on reducing corruption.  Needless to say, there has been a lot of resistance from Customs personnel, and at one time some of the manual procedures were brought back for a year.  However, the aggressive ownership of the change program by the private sector, led by the Philippine Chamber of Commerce and Industry, is helping the government continue with its reforms. While the program is still unfolding, some of the lessons, according to Parayno (199?), are:

i) The most important determinant of success is the ‘demonstrated’ ownership of the change program by the leader and his commitment to make it successful despite many obstacles. 

ii) The sustainability of the program is heavily dependent on the very active role of the private sector as a strong ally of the department for this change.

iii) Strengthening of an independent monitoring and auditing department, reporting directly to the top leadership.  Encouragement of external feedback from business.

iv) Willingness to punish the corrupt. 

5.11
Jeremy Pope (1999a) in his research on experiences of various countries in combating corruption has identified the following key elements that block progress:

i) Lack of continued commitment and leadership.

ii) Uncoordinated, piecemeal reforms.

iii) Over reliance on legal remedies.

iv) A focus only on the “small fry.”

v) Lack of a specific and achievable focus.

vi) Failure to engage partners outside the government.

5.12
In his paper on enhancing accountability in the public sector Pope (1999b) recommends the following:

i) A radical simplification of regulations and procedures.

ii) An adequate salary structure.

iii) Strict limitations and regular supervision of the discretionary authority of officials.

iv) Published and publicly available guidelines for decision-making.

v) Speedy and effective reviews of deviations from guidelines.

vi) Efficient investigative agencies. 

5.13
In addition, he strongly recommends focusing on more vulnerable institutions initially and enlisting the public in the fight against corruption.

5.14
Finally, World Customs Organisation’s (WCO) recommendations for enhancing integrity in the Customs departments in accordance with The Arusha Declaration (WCO 1998) are:

i) Minimum administrative regulation.

ii) Transparency.

iii) Automation.

iv) Strategic segregation, rotation and relocation.

v) Management responsibility and accountability.

vi) Auditing.

vii) Morale and organisational culture.

viii) Recruitment and selection.

ix) Code of conduct.

x) Professional development.

xi) Adequate remuneration.

xii) Relationship with brokers and industry.

5.15
In summary, international literature seems to suggest that focusing attention on the; i) people (better recruitment, training, salaries, accountability, etc.), and ii) the processes (making them short and simple, transparent, less discretionary and less human dependent) can go a long way in addressing the menace of corruption in the tax administration.  However, this attempt has to be taken with a clear, continued and demonstrated support from the highest level and in close collaboration with the business and industry.  Otherwise, the sustainability of the program will be at risk.

Pakistani Literature and Lessons

5.16
While Pakistani newspapers are constantly reporting some cases of corruption, and while Pakistani leadership, over the last decade, has cried hoarse indicting the outgoing regimes for grand-scale corruption and announcing their resolve to eradicate it, surprisingly there are only a few published studies on corruption in the country.  Most of the studies (Ashraf 1998; Haq 1978; Hayat 1997; Khalid 1996; Mehdi 1996 and Rehman 1976) are by government officials and of these only one (Khalid 1996) deals with the problem of corruption in the tax administration.  Key findings/recommendations of the more relevant studies are presented below:

5.17
Ashraf (1998) in his analysis of causes of corruption in the bureaucracy has listed increase in discretionary powers coupled with insecurity of service, lack of accountability, falling standards in recruitment and training, and successive dictatorial regimes as a few key causes.  His recommendations are, apart from those dealing with the society and its values, restoration of democratic institutions and the rule of law, restoration of cadre system, better recruitment and training, and more transparency for the general public.

5.18
Mehdi (1996) has explained why various anti-corruption organisations in Pakistan have failed miserably in their task and recommended major changes in both regulations and availability of resources (especially the quality of people) that handicap them.  His proposed changes would facilitate punishment of the corrupt officials. He feels that there is little sincere realisation of the menace of corruption at the top and hence little commitment to combating it. At a macro-level he suggests improvement in the political and judicial arenas.  His recommendations as far as the bureaucracy is concerned are security of service, provision of better salaries, simplification of various laws, rules and procedures, and extensive education campaign for the general public informing them about their rights and ways of getting them.  

5.19
Khattak, Rehman and Shafqat (1999) have analysed corruption in bureaucracy, judiciary and civil society.  They maintain that while various governments have formulated rules, procedures and institutions to combat corruption, lack of sincerity and commitment have rendered these attempts as exercises in futility.  The Judiciary has been severely hurt by the periodic impositions of martial law.  They recommend revising pay structures of GOP employees, providing them better training and strengthening the institutions in general. However, important precursors to these attempts are, first, a demonstration of political will by the state to implement its own edicts and, second, development of a comprehensive strategy to address the evils of corruption.   

5.20
Finally, Khalid (1996) has listed dwindling value system, political instability, corrupt leadership, low wages coupled with discretionary powers, lack of accountability and insecurity of service as major causes of corruption in the bureaucracy.  His action plan to reduce corruption in the tax administration is as follows:

i) Curtailment of discretionary powers of all tax functionaries.

ii) Reduction in rates of Customs Duty, Central Excise duty, Sales Tax, Income and Wealth Tax.

iii) Stringent implementation of tax laws.

iv) Improvement in systems.

v) Easy accessibility to senior officers.

vi) Publication of cases of corruption.

vii) Improvement in Reward Scheme

viii) Appointment of Departmental Ombudsman/Courts.

ix) Deterrent punishments.

x) Strict surveillance of lifestyle of tax functionaries.

xi) Restriction on raising of funds by tax functionaries.

xii) Establishment of anti-corruption societies.

xiii) Financial support to government servants through indexation of salaries.

5.21
While most of the above-cited studies do not have much empirical data, there seems to be a consensus in Pakistani literature that various attempts by GOP to reduce corruption have been insincere and flawed.  Almost all studies point to the incessant increase in the quantum of corruption in all aspects of life and the serious ramifications of this increase.  As far as the recommendations are concerned Pakistani literature seems to echo the findings of the international literature.

CORRUPTION IN PAKISTAN (SETTING THE STAGE)

5.22
Many authors (Khalid 1996; Mehdi 1996) as well as many respondents in the survey had suggested that corruption in the tax administration is only a reflection of the state of Pakistani society in general and the state of Pakistani bureaucracy in particular.  Hence, we feel that before we present the data about corruption in the tax administration we must set the context right.  Consequently, in the following few pages we will present the thinking of Pakistanis about corruption in general.    

How Worried are Pakistanis about Corruption?

5.23
A fundamental question to ask is whether Pakistanis are really worried about corruption. This is important for two reasons.  First, there is a school of thought which sees corruption as a tool which facilitates work, and hence a necessary evil.  Second, some Pakistanis have also suggested that vested (read foreign) interests have blown the issue of corruption in Pakistan out of proportion.

5.24
The survey results, however, are pretty conclusive (see Table 5.1).  Whether the respondent is a taxpayer, a tax collector or a representative of civil society s(he) is extremely worried about corruption in Pakistan.  On a scale of 1 to 5, where 1 stands for ‘not at all worried’ and 5 stands for ‘extremely worried’, the mean overall score is 4.2.  Additional taxpayers’ score is even higher at 4.4.  What is extremely encouraging is that the tax collectors are also very unhappy about the situation (a mean score of 4.1).  Interestingly, many tax administrator respondents had their own pet stories of corruption in other GOP departments.

Table 5.1

How worried are Pakistanis about Corruption?

Overall

%
TXAD

%
TXPR

%
CLSY

%
TXPR*

%

Not at all Worried
2**
3
0
4
3

A Little Worried
4
8
2
0
3

Worried
15
15
11
24
11

Very Worried
28
21
33
32
18

Extremely Worried
51
53
54
40
65

Mean Score
4.2
4.1
4.4
4.0
4.4

*  Additional taxpayers data (see appendix 1 for explanation).

** To be read as 2% of all respondents (comprising tax administrators (TXAD), tax payers (TXPR) and civil society (CLSY) respondents) said they were not at all worried about corruption in Pakistan, while 3% of tax administrators said so. 
Why are Pakistanis Worried about Corruption?
5.25
Many respondents had various reasons to be worried.  They showed a deep sense of sadness and frustration at the price they feel the nation was paying for corruption.  A complete loss of moral fibre of the nation coupled with the current state of bankruptcy with no hope in sight was the major price that many cited.  A breakdown of the more recurrent reasons shared is presented in Table 5.2.

Table 5.2
Why are Pakistanis worried about Corruption?
Collapse of moral values of the nation
32%*

Underdevelopment of the country
27

Loss of international image
21

Economic bankruptcy
19

Social unrest/Lawlessness
13


*  32% of respondents mentioned collapse of moral values of the nation as a major price Pakistanis have paid for corruption. (Note: the percentages in some tables will not add to hundred because of multiple responses.)
5.26
Many respondents seem to have given up hope for any visible change and improvement of the situation.  Many also pointed towards an impending social unrest/revolution if the current state of affairs continues.

Extent of Corruption


5.27
It is important to understand the extent of corruption in various organisations in the country.  While taxpayers and the general public seem to be labelling all GOP institutions as corrupt, the tax collectors and bureaucracy, on the other hand, strongly believe that most of the private sector is also corrupt to the core.  Survey results (see Table 5.3) seem to validate the general perceptions whereby respondents feel that 81% of GOP organisations are corrupt.  At the same time about 60% of private sector organisations were deemed as corrupt.  While responding to the question, many taxpayers had great difficulty trying to think of GOP organisations that they felt were not corrupt.  In addition, many taxpayers blamed the GOP for the corruption of private sector organisations.  They felt it was impossible for the private sector not to indulge in corrupt practices and survive in Pakistan because of the corrupt practices of the GOP organisations.  Civil society representatives, however, seem to have a lower opinion of both the GOP and the private sector.

Table 5.3
Extent of Corruption


Overall

%
TXAD

%
TXPR

%
CLSY

%
TXPR*

%

% Government Organisations Corrupt
81
68
83
87
84

% Private Sector Organisations Corrupt
59
55
55
69
45


*  Additional taxpayer data

Corruption Ratings of Different Organisations

5.28
In order to measure perceived corruption levels of different governmental organisations, respondents were asked to rate the extent of corruption in twelve of them.  A five-point scale was used where 1 stood for ‘very little corruption’ and 5 for ‘extremely widespread corruption.’  The results are presented in Table 5.4.  These ratings are important in two ways. First, they are an indicator for the GOP about its priorities if it launches a department-by-department anti-corruption campaign.  Second, these can be used as baseline data to measure any changes, trends in corruption, or impacts of any anti-corruption campaigns.  Given that the tax administration does rank fairly high in level of corruption, it validates GOP’s efforts in trying to improve the workings of this department. In any case, we would strongly recommend that the government makes these ratings public and make collection and dissemination of these ratings an annual feature similar to Transparency International’s work.  A simple ranking like this can have a very positive impact on the performance of these organisations as has been shown by the ‘Report Cards of Bangalore’ (Paul 1998).

Table 5.4
Corruption Rating of Different Organisations*

1
Police
4.20

2
Lower Courts
3.30

3
WAPDA
3.21

4
Income Tax Dept.
3.17

5
Land Revenue Dept.
3.15

6
Customs Dept.
3.04

7
Passport / ID Card Depts.
3.04

8
Municipal Corporations / Development Authorities
2.80

9
Sales Tax Dept.
2.75

10
PTCL
2.61

11
Govt. Hospitals
2.46

12
Govt. Schools
1.96



* General public survey

Perceptions About Previous Corruption Reduction Attempts

5.29
Given that the success of any corruption reduction initiative will depend on the credibility of the initiative and the support it will get from the stakeholders, including civil society at large, we felt it important to measure peoples’ perceptions about similar initiative in the past.  Respondents were asked to recall previous GOP initiatives to reduce corruption either in the bureaucracy or in the private sector. A significant number (46%) of respondents could not recall any initiative, which points to failure of previous GOP initiatives in this arena.  

5.30
Respondents were also asked to comment about the effectiveness of some initiatives to reduce corruption in the public sector; such as, separation of bureaucrats by the Ayub, Yahya and Bhutto regimes, institutions of checks and balances within organisations, and creation of new institutions like Ombudsman, Ehtesab Cell, etc., by previous governments.  Many felt that these initiatives were politically motivated, insincere, and focused too much on punishment. There was almost a unanimous view that various tax amnesty schemes have helped to spread corruption rather than curb it.  

5.31
An overwhelming majority (89%) of respondents consider all previous corruption reduction initiatives as complete failures.  The reasons given for this failure are the lack of sincerity of policy makers, selective application of laws, enforcers themselves being corrupt, and lack of understanding of the complexity of corruption.
Public Perceptions about Corruption Trends
5.32
Finally, we feel that the GOP should know the perceptions of the general public about past, present and future corruption trends in the country.  The results, though disappointing, are not surprising at all (see Table 5.5).  A large majority (about 80%) is pessimistic about the future.  This pessimism is really the result of a complete loss of credibility that the GOP has suffered over the past years.

Table 5.5
Public Perceptions about Corruption Trends*
During the last 5 years
During the next 5 years

Has reduced
12%
Will reduce
22%

Remained the same
17%
Will remain the same
15%

Has increased
70%
Will increase
63%


*  General public survey

5.33
This information, coupled with the one presented in the previous section, should serve as a reality check for the GOP.  What it is embarking upon is a fairly difficult task and if it is serious about it, it should be mentally prepared for a stormy side ahead.  

CORRUPTION IN CBR
5.34
Now that the corruption in the tax administration is properly contextualised amongst allied GOP departments, we can focus on CBR itself.  We shall begin with providing a few examples of corrupt activities that take place in the tax administration. Respondents were asked to provide actual examples of corruption that they knew of.  However, given the sensitive nature of the information and the fairly obvious fear of retribution from the department most people were very guarded in their responses.  Despite our assurances of anonymity, they typically narrated what they have heard about other people, either from someone or from the media, rather than share their own experiences.

Typical Examples of Corruption from the Departments

5.35
Corruption examples have been categorised under various heads as follows:

i) Policy Manipulation:  The most frequent example quoted by many pertained to the overnight changes in import duty structures via issuance of SROs during previous regimes.  These SROs were linked with imports of BMW cars, steel items, etc.  According to respondents, many SROs were designed to favour a single industry at the cost of others, at times even a single firm.  A few illustrative examples follow.  One must, however, note that while CBR is widely perceived as the source of these manipulations, it is primarily the rulers and their interest groups who conceptualise these manipulations and use CBR as implementing authority.  Many upright officers of the tax administration had to pay a price when they took a principled stand against such manipulations.  Another method that previous governments have used to bypass upright officers is to put their own handpicked officers in key positions in the tax administration to get their work done.


“The business is import of scrap metal. The applicable duty is rupees 5000 per ton. Suddenly an SRO is issued from CBR and the duty is reduced to rupees 500 per ton. Certain business interests in the industry had arranged reduction in duty through payments and/or by using contacts with highly placed officials.”


“In one budget, assembled computers became duty free while some duty was still imposed if one imported their parts.  There was an obvious mistake made.  It is alleged that local assemblers paid Rs 16 lakh to CBR to get this anomaly rectified.”


“For sugar exports to India a special SRO was issued for rebate.  The rebate was unlawful and too high (Rs 4500 per ton given when Rs 500 per ton would have sufficed).”

ii)
Collusion:  Most income tax and customs levies are said to be determined with prior consultation between the two parties concerned.  In customs, collusion takes place in mis-declaration of items imported, their quantities and values.  In income tax, the assessment is manipulated to favour people who pay bribes and extort money from those who do not.  Similarly in sales tax, factories and retailers are let off with lower levies on payments of money.  Many employees are reported to have a monthly payment plan with different organisations.  

“A large-scale operation is located upcountry. The business was very profitable. At the same time the businessman was evading income tax. The business was audited one year and massive tax evasion was found. The penalty and the recovery of past taxes were estimated at rupees 40 million. It was claimed that the Income Tax Officials were paid rupees 6 million and the case was hushed up with the businessman getting away free.”

“Importers and customs officials are undeclared partners in many import transactions, e.g., auto parts. If 25,000 auto parts are imported only 10,000 are declared, thereby resulting in massive evasion of duty and loss to the exchequer. Examiners, appraising officers, ACs are all involved in this chain of corruption.”

iii) Extortion:  Many respondents were most unhappy with the level of extortion in the tax administration.  It makes sense, as in the case of collusion and policy manipulation the tax collector and the taxpayer both share in the benefits.  However, extortion supposedly makes it difficult for an honest taxpayer to live with dignity.  It forces one to indulge in a dishonest practice with the sword of future blackmail always dangling.  Most of this extortion is possible because of the immense discretionary powers that the tax officials have over taxpayers, coupled with very little accountability. 

“A husband and wife doctors team (close relatives of a senior tax administration official) was asked to submit income and expenditure statements.  They got everything done by a reputed auditor, as they wanted their case to be clean. Their supporting documents were lost (deliberately) twice to send them a message to collude with the tax collectors.  Finally, their assessment was made at ten times the actual and notice sent (even the close relative could not help them in this blatant harassment).”

“One businessman was in the business of exporting reproduction of old jewellery.  When the local tax collector got upset with the businessman on something the businessman was charged with exporting antiques.  Even when the businessman showed him thirty similar copies the official was not satisfied.  The official arranged for the archaeology department to issue a certificate that the items were antiques and even got an FIR ready to send the businessman to jail.  Fortunately, because of some other pressures on the archaeology department the department refused to give the certificate and the businessman was saved from another cycle of harassment and indignity.  Nothing has happened to the collector.”

“Multiplicity of checks is there to extort money from the business.  They do not trust their own employees and we have to pay the price.  There is a sales tax audit, a vigilance audit, an anti-corruption audit, a regional team’s audit, and finally a central audit.  All of them come to our factories and waste our time.  Their only interest is in money.”

iv)
Speed money:  Speed money seems to be the most common form of corruption in the whole of tax administration.  The system is well understood by all parties and is not even considered as corruption by some.

“Average monthly take home, without damaging government revenues (read due to speed money), of a Karachi port-based customs examiner is Rs 50,000.  An appraiser takes home between Rs 100,000 to Rs 150,000 while a principal appraiser makes between Rs 200,000 to Rs 250,000.  Any money that they make because of collusion with the importer is on top of this.” 

“Speed money rates in Peshawar for customs rebate are between 3% to 5%.  In Lahore the rates overall are about 2% as the turnover is much higher, while Karachi people pay only about 1.5%.”

Four examples of highly institutionalised speed money payments at each and every step in different tax departments are presented in Tables 5.6 to 5.8.  One must note that some of this information may be dated as the various steps outlined in the tables, and the speed money rates for them, might have changed as the government keeps on revamping the processes involved.

Table 5.6

Speed Money Expenses for Custom Clearance of Export Shipments

Sr.

#
Description
Lahore Dry Port

& Khi Port



40 Feet

Container
20 Feet

Container

1
Filing in computer
100/-
100/-

2
Gate entry of shipment
100/-
100/-

3
Carton opening/closing
400/-
200/-

4
Examination Charges for Custom Inspector
500/-
300/-


Examination Charges for Deputy
500/-
300/-

5
Seal binding
150/-
150/-

6
Charges for bonded shipments

from Lahore Dry Port
500/-
300/-

Total
2,250/-
1,450/-

Note: Charges (as % of rebate amount) for claiming the rebate are as under:

                                                                  Gold Category       General Category 

1. Lahore Airport:     
1.25%                        2.25%

2. Lahore Dry Port:
               1.25%                        2.25%

3. Karachi Port:        
1%                             2%

Table 5.7

Speed Money Expenses for Sales Tax Refund

Auditor/S. Auditor.
Rs 6,000

Dispatcher
300

Computer
100

AC Sepoy
300

Auditor./S. Auditor. Sepoy
200

Verification Letter
100

Dispatcher


Total
7,000

If the cheque is needed by-hand for urgency purpose:

Account Officer
3,000

Sepoy
200

Total
3,200

Grand Total
10,200

Table 5.8

Speed Money Expenses for Custom Clearance (Air Freight Unit)

Import Shipments

Sr.
 
SRO 818

(I)/89
SRO 554

(I)/98
Home

Consumption

#
Description
Rupees
Rupees
Rupees

1
Bill of Entry Manifest
100
100
100

2
Bill of Entry File
100
100
100

3
Carton Tracing
50
50
50

4
Examination (value below 100,000/-)
300
500
500


Examination (value above 100,000/-)
500
1000
500

5
Appraisement
500
750 aprox.
750 aprox.

6
P.A. Sepoy
50
50
50

7
Constable of A.C. for Signature from A.C.
50
50
N/A

8
Constable of D.C. for Signature from D.C.
100
N/A
N/A

9
Superintendent for Bond Acceptance
100
100
N/A

10
Clerk for SRO 818 (Computer Sheet)
100
100
N/A

11
Inspector for File Receive
200
200
N/A

12
Clerk for 818 File No.
50
50
N/A

13
Constable for Sample Seal
50

N/A


Bond Escorts
N/A
500
N/A

14
Inspector for Receive of I-Bond +

PDC(818), Guarantee (554)
300
500
N/A

15
Shed Watchman for getting goods
100
100
100

16
Clerk of Airline for Gate Pass
50
50
50

17
Inspector for Final Checking of Entry (Out of Charge)
100
100
200

Total
2800
4550
2650


Note: 
For Release of Bank Guarantee File from





AFU under S.R.O. 818,
1000/file





For obtaining Installation Certificate


under SRO 962(554)
3000/B.E.



Extent of Corruption in the Three Departments

5.36
Extent of corruption is not a precise concept.  We have tried to measure this using three different approaches.  First, respondents were asked to rate the level of corruption in the various departments of tax administration using a five-item scale where 1 stands for ‘very little corruption’ and 5 for ‘extremely widespread corruption.’  Second, respondents were asked to provide their estimates of the percentage employees corrupt in these departments.  Finally, they were asked to estimate percentage revenue lost because of corruption in a hypothetical situation.  The convergence of these results will give us confidence about the validity of the measure.

The results are presented in Table 5.9.

Table 5.9

Extent of Corruption (CBR HQ)


Overall

%
TXAD

%
TXPR

%
TXPR*

%

Very Little Corruption
15
32
2
5

Some Corruption
26
29
22
10

Fairly Widespread
30
18
40
19

Very Widespread
21
12
29
22

Extremely Widespread
8
9
7
44

Mean Score
2.8
2.4
3.2
3.9

% Employees Corrupt
49%
28%
64%
68%


*  Additional taxpayer data

5.37
CBR headquarter is rated as less corrupt by almost all respondents.  Tax administrators give it a rating of 2.4 while taxpayers rate it at 3.2 or higher.  Similarly, the numbers of employees corrupt estimates are comparatively lower with the bias of respondents showing.  Many respondents felt CBR is less corrupt because it has infrequent public dealing and hence there is lack of opportunity.  In addition, they feel that rulers rather than bureaucrats sponsor corruption in policymaking or implementation.  The opponents, on the other hand, insist that while the frequency of corruption may be less, the quantum is far bigger as billions of rupees are at stake in policy changes.  At the trivial level, one tax administration respondent said,

“In my career I needed to go to CBR only twice for official work.  Both times I had to pay Rs 10,000 for my work.” 

5.38
As far as corruption in the various departments is concerned the situation is much worse. Corruption seems to be more endemic in both Income Tax (score of 4.0 and 78% employees rated as corrupt) and Customs (score of 3.9 and 76% employees seen as corrupt) as compared to the Sales Tax department (see Table 5.10).  Additional taxpayer data seems to provide a similar picture.  While the taxpayers did not seem to differentiate much between corruption in the income tax department or customs, many tax administrators went to great lengths in explaining why customs is more corrupt than income tax.  Reasons given were the lack of a paper trail of wrongdoing once a shipment is past the check point, and lack of motivation of taxpayer to cry foul as any payments made to corrupt officials are eventually passed on to the end customer in the form of higher prices.  Corruption in income tax, according to them, is difficult as there is a paper trail, which can be reinvestigated even after several years have passed.  Second, income tax assessments are paid out of the profits made in previous years and, hence, people psychologically treat this money as their money and resent parting from it.

Table 5.10

Extent of Corruption (Field Offices)

Mean Score
Overall
TXAD
TXPR
TXPR*

Income Tax
4.0
3.8
4.3
4.3

Customs
3.9
3.9
4.0
4.3

Sales Tax
3.2
3.1
3.3
3.6

% Employees Corrupt

Income Tax
78%
66%
85%
77%

Customs
76
57
84
78

Sales Tax
68
63
69
64


*  Additional taxpayer data

5.39
Sales Tax is seen as less corrupt by both taxpayers and tax administrators. However, it was ironic that almost every respondent felt the urge to explain this rating.  The explanation provided was lack of experience of both taxpayers and tax collectors as it is a new tax and nobody fully understands it. Another reason provided was the induction of professionals in this department.  However, unfortunately, many respondents were ‘hopeful’ that the Sales Tax department would learn the tricks of the trade soon.

5.40
As mentioned earlier, a hypothetical situation was given to respondents to estimate their perceptions of the percentage of GOP revenue that is lost because of corruption.  The results are presented in Table 5.11.

Table 5.11

Sharing of the PIE (Income Tax)


Overall
TXAD
TXPR
TXPR*

GOP
36
40
32
32

Assessor
16
10
20
25

Middleman
10
11
10
15

Assessee
38
39
38
28

Total
Rs. 100
Rs. 100
Rs. 100
Rs. 100


*  Additional taxpayer data

5.41
The table suggests that for each hundred rupees of genuine income tax payments of a typical Pakistani business, the GOP collects only 36%.  The rest of the money is shared amongst the three parties, i.e., the assessor, the assessee, and the middleman.   The assessee seems to be taking the lion’s share which makes sense otherwise he might as well pay the tax.

5.42
This data has to be read with care as different people may be making a different summary judgment of revenue lost.  Many respondents suggested that income tax paid depends on the segment of business (MNC, Pakistani corporate sector, SMEs, retail outlets, etc.) one is thinking about.  However, in the interest of respondent fatigue it was decided not to disaggregate the question and ask respondents to do their own mental aggregation.  Second, this data may not capture all those businesses that are not in the net because of collusion with the tax collector. Third, the standard deviation of these estimates was very high as respondents took many extreme positions.  Having noted the caveats, the similarity of responses of taxpayers and tax administrators still seem very interesting.  Even if these estimates are off by a big margin the GOP seems to be losing out on a significant amount.

5.43
The role of middleman, i.e., tax practitioner, advisor, lawyer, was a major concern of many respondents.  Many respondents felt that these middlemen “are nothing but touts of the tax collectors”. A large majority feels that the middlemen enhance the level of corruption (see Table 5.12) in the department and if the tax laws were simple they would not use them.
Table 5.12

Role of Middlemen in Corruption

Reduce Corruption Significantly
2%

Reduce Corruption Somewhat
13%

Neither Reduce Nor Enhance Corruption
11%

Enhance Corruption Somewhat
37%

Enhance Corruption Significantly
37%

5.44
The perceived amount of revenue lost by the GOP in the Customs Department seems to be comparatively less as depicted by Table 5.13.  The reasons put forth by people were the recent significant reduction in import duties, which has reduced the incentive to cheat.  Also the automation and computerisation of routine functions and privatisation of selected services, specifically at Karachi port, seems to have made the system more transparent and less prone to corruption.

5.45
Revenue loss in the Sales Tax department was perceived to be similar to Customs (see Table 5.14).  The reasons given for a higher level of tax collection in sales tax was the design of the system in which human interaction is relatively reduced. 

Table 5.13

Sharing of the PIE (Customs)


Overall
TXAD
TXPR
TXPR*

GOP
52
51
53
34

Assessor
15
13
16
25

Middleman
10
11
8
15

Assessee
23
25
23
26

Total
Rs. 100
Rs. 100
Rs. 100
Rs. 100


*  Additional taxpayer data

Table 5.14

Sharing of the PIE (Sales Tax)


Overall
TXAD
TXPR
TXPR*

GOP
55
52
55
45

Assessor
11
9
13
21

Middleman
6
6
5
13

Assessee
28
33
27
21

Total
Rs. 100
Rs. 100
Rs. 100
Rs. 100


*  Additional taxpayer data

Perceived Costs of Corruption 

5.46
Although the objective of this study is not to calculate a rigorous estimate of revenue lost by the tax administration via corruption, an attempt was made to get peoples perceptions about loss of revenue.  The results suggest that a fairly significant part of revenue is lost through corruption.  However, most of the loss seems to be in the income tax department.  For example see Table 5.15 below:

Table 5.15

Perceived Revenue Lost by Departments

Organisation
Revenue Earned
Revenue

Lost

Income Tax Dept.
36%
64%

Customs Dept.
52%
48%

Sales Tax Dept.
55%
45%

5.47
If these estimates are taken as true then the amount of revenue loss can go over Rs.200 billion.  However, as mentioned earlier these estimates have to be read with care, as they are summary judgments of a complex phenomenon.  Also they may not capture part of the revenue loss that is due to the presence of a large unregistered business segment, on the one hand, and smuggling, on the other.  Consequently, we would not venture to predict the precise amount of revenue loss.  At the same time, all of the data is pointing to a very heavy leakage.    

5.48
Literature also provides us with some estimates of revenue loss by the different departments of the tax administration.  According to Khalid (1996), World Bank estimate of revenue loss in Pakistan because of smuggling in 1992-93 was US$ 5.08 billion.  Similarly, Ahmed and Ahmed (1995) estimated revenue loss because of black economy, which is invariably the result of distortionary tax regulation and administration, as Rs 40- 45 billion in 1989-90, and Rs 104 billion in 1995-96 (Ahmed 1997).

5.49
Apart from the direct monetary costs of corruption, both Pakistani and international literature is full of many other costs, such as loss of government credibility, spread of injustice, distortions in resource allocations, loss of foreign and local investments, etc. Pakistan seems to be paying all these costs as mentioned in section 3.2 earlier. 

Causes of Corruption in the Tax Administration

5.50
Causes of corruption were elicited by both prompted and unprompted questions.  The unprompted question was used so as not to bias the responses while the prompted questions were asked to estimate relative importance of various causes as researched by the consultants or as suggested by the Task Force in the TOR.  The findings are presented in Table 5.16.
Table 5.16

What are the Main Causes of Corruption? (Unprompted)

Poor Compensation
73%*

Discretionary Powers
29%

Lack of Accountability
23%

Greed
22%

Societal Pressures
21%

Complex/Cumbersome Procedures
18%


*   73% of respondents mentioned poor compensation as a major cause of 


corruption.  The numbers do not add to hundred because of multiple responses.

5.51
Poor compensation is the top cause cited by the respondents.  The reason for this can be found in how the GOP runs its civil service.  

“ When the most basic needs are not satisfied what do you do. Out of Rs. 4000 that I get, I have to pay for kids education, medical emergencies, and transportation.  This does not leave anything for food and shelter. Unfortunately this is applicable to all GOP employees.”

“ I do not attend marriages of friends and family.  I do not go to their parties as then I have to reciprocate which I cannot afford.”

5.52
Poor compensation is only one aspect.  Lack of provision of resources to do ones job, and complete indifference to this issue, is another manifestation of the same problem.  While the government may have limited resources, the way it expects its departments to deliver in the absence of adequate support tends to border on ‘State Sponsored Corruption’, as illustrated below:

“I joined the service with great enthusiasm and a mission to serve the people.  Unfortunately, I had to start my career with breaking a law and it has been the same ever since.  I was forced to break the law as the State conveniently ignored its responsibilities towards its employees.  My bosses were completely indifferent to our situation.  Islamabad, in its wisdom, simply directs us to open two more offices and then expects us to fend for ourselves.  The situation is so bad that one has to be dishonest just to keep ones people honest.”

“I am expected to pay for my petrol when I go for official rounds.  I am expected to pay for paper, typing, photocopying, even postage.  All of this is official work.  It adds up to Rs 6000 per month.  Am I mad to pay it from my pocket?  What do they (Islamabad) expect?  They know everything.”  

5.53
It was fairly obvious to us that many tax collectors, at all levels, want to earn an honest living but the State forces them to be corrupt by not providing them decent wages and operational expenses.  The stories where tax collectors are expected to deliver by ‘living off the land’ are innumerable.  It has led to massive demoralisation in the departments as well as lack of confidence in and respect for their seniors sitting in Islamabad.

5.54
The second most frequently cited cause of corruption is the extensive discretionary powers that the tax collectors have.  This is made even worse in the absence of any meaningful accountability of tax collectors.

“The ITO can fix any income or refuse any expenditure at his whim.  If you go into appeals you lose precious time and money.  First, you still need to pay 15% upfront.  This 15% may be ten times your actual liability. So what do you do?  And then, even if after a lot of hassle you win the case what happens to the tax collector?  Nothing!”

“There is no grievance redressal system in CBR.  The accuser and the judge are the same.  How can one expect them to go against their own colleagues?”

“Now even some high court judges have started to worry about revenue collection.  Where are we going to get justice from?”

“We had previous year’s refund of Rs 12 lakhs due.  Our next year’s assessment was Rs 5 lakhs.  We asked them to adjust it and give us Rs 7 lakhs back.  The ITO not only demanded that we pay Rs 5 lakh first, but also his share of 25% from any refund.  We had a major difference of opinion.  Our accounts were frozen for 5 days causing us severe losses.  We complained to RCIT and to CBR.  They agreed that we were the aggrieved party and yet no action was taken.  Later, we paid Rs 5 lakhs to unfreeze our accounts. Eventually we also got our refund back, less 25%.  I hope now you understand why nobody wants to go for appeals. We have to run a business in this country.”

5.55
Apart from the above-mentioned causes, the way our society has become more materialistic with its attendant pressures of keeping up with the Joneses, and the overall breakdown of social and moral values were also cited by many as important causes of corruption.

5.56
Table 5.16 above only provides a listing of main causes.  It, however, does not provide relative role (weights) that these causes play in the level of corruption.  For that purpose a different question with ‘prompted causes’ was used.  The responses to prompted causes were fairly similar to those in response to unprompted question as shown in Table 5.17.

Table 5.17

Relative Weights of Causes of Corruption in the Tax Administration


Overall

(Pts)
TXAD

(Pts)
TXPR

(Pts)
TXPR*

(Pts)

Poor Compensation Package
29**
42
20
22

Lack of Accountability
18
14
21
17

Too many Discretionary Powers
15
11
18
15

Complex/Cumbersome Procedures
11
9
11
11

Lack of Transparency
10
9
11
14

Poor Supervision
9
9
10
9

Over Regulation
8
6
9
12

Total
100
100
100
100


  *  Additional taxpayer data corruption.


** To be read as poor compensation has a 29% weight in causing corruption in tax Admin.

5.57
Poor salary package (29% weight) again comes as the most important cause of corruption in the tax administration.  However, lack of accountability of tax officials (18% weight), too many discretionary powers granted to them (15% weight), and complex procedures (11% weight) add up to 44% weight, dominating poor salaries.  This means that improving salary alone will not be enough.  Also note that lack of accountability extends beyond CBR to judicial systems as well.

Causes of Corruption among Taxpayers

5.58
Corruption in the tax administration is a two-way street. For each corrupt CBR employee, there is a corrupt private sector person who is indulging in corruption either willingly or under duress.  It is important to find out the opinion of the private sector about their reasons for non-payment of taxes/duties.  The results are shown in Table 5.18.

Table 5.18
Causes of Corruption in the Private Sector


Overall

%
TXAD

%
TXPR

%

Does not get anything in return?
45*
45
45

Lack of tax culture
25
29
21

Tax rates too high/too many taxes
21
13
28

Lack of Accountability
20
21
19

Greed
19
16
21

Afraid of extortion/fear
17
13
19

Tax money wasted/looted
13
11
15


*  45% of respondents mentioned lack of services as a major cause of corruption.

5.59
The findings suggest that a large majority of the private sector justifies non-payment of taxes because of the dismal or simple non-performance of the government in its duties. Many respondents mentioned other countries where the state ensures provision of decent quality infrastructure such as, health, education, social security, roads and, above all, security of life and property.  Most felt that the GOP has failed miserably to provide for any of these facilities and hence does not have any moral basis to ask for taxes.  To make matters worse most of the respondents also feel that whatever money is collected is looted by rulers or spent on unnecessary luxuries of the powerful classes of Pakistan.

“Government wastes our money. If people believed their money will be used for health, education, infrastructure, etc., 90% will pay.”

“I do not see good use of money in any case.  The state is not fulfilling its contract of protecting life, property, and health.  So why should we fulfil our contract?”


“You waste my money in Umras with an entourage of 150 ‘Jiyalas’.”

5.60
Lack of tax culture or tax education is the next most important cause of corruption in the private sector.  Respondents felt that this is because of unnecessarily complex systems of taxation and poor quality of management in the private sector.  This results in easy manipulation of private business by unscrupulous tax functionaries.  Some in the tax administration also echo this:

“Outsiders cannot understand our systems.  Even after one year of training I have great difficulty understanding the sales tax system.”

5.61
Because of the complexity, many respondents feel they are forced and/or tempted by tax administrators themselves into not paying the correct amount of tax.

5.62
The next important reason cited for corruption in the private sector is high tax rates.  People gave the example of reduction in customs duties (because of WTO), which has resulted in less corruption in the Customs department as the motivation to evade duties is reduced.  Many examples were given where the collection went up once the rates were reduced. 

“The department for registry of property in Sialkot was extremely corrupt.  When the stamp duty was reduced from 20% to 5% the revenues increased significantly.”

“Our tax rates are too high.  They once used to be around 70%.  Tax evasion became more pronounced in the late sixties.  There was a time when a flood surcharge was added to the taxes taking them to over 80%.  This led to massive tax evasion.” 

5.63
Finally, many respondents cited greed and lack of accountability as a major reason of corruption by the private sector.  They see many leading businessmen and rulers getting away without paying any taxes.  Hence they feel they should try the same.

“Top professional, i.e., famous doctors and lawyers do not have time for you.  They give you appointments after two to three months.  Top lawyers who charge Rs five to ten lakhs per case do not have time for your case. And yet their tax returns show minimal earnings.”

“It is cheaper to evade taxes than to pay them.”

“If bigger sharks do not pay taxes and get away with it then why should the middle-class pay?”

“They can get away with it with collusion.  So there is a lot of incentive to evade.  On the one hand you have high tax rates, and on the other, the facility to collude.  Businessmen who do not pay taxes can out compete those who do.  Nobody has ever been caught in any case.”  

Perceptions about Solutions

5.64
The Task Force had suggested various instruments that could help government reduce corruption in the tax administration.  They had also shown an interest in finding out the relative importance of these instruments in achieving the target of reduced corruption.  The findings are presented in Table 5.19.  Similar to the responses to the question on causes of corruption, respondents feel that better compensation will play a major role in reducing corruption in the tax administration.  Second in importance turned out to be proper qualification.  Many respondents in the private sector, and a few in the CBR itself, felt that ignorance of the business issues give rise to unnecessary harassment of taxpayers and also opens doors for corruption.  However, many in CBR suggested that proper training could overcome this lack of qualification. 

Table 5.19

Importance of Various Instruments

Proposed Instruments
Overall

(Pts)
TXAD

(Pts)
TXPR

(Pts)

Better Compensation
28
34
22

Professional Qualifications (CA, MBA, Econ, Comm.)
19
13
23

Better Monitoring
17
15
18

Better Training
14
16
14

Better Working Environment
11
13
11

Psychological/Personality Testing of Entrants
11
9
12


100
100
100

5.65
As poor salaries were frequently cited as a cause of corruption respondents were asked to suggest what they considered reasonable salaries and also what impact would provision of these salaries have on levels of corruption. The tax collectors felt that appropriate salaries will make almost 73% of employees honest while the taxpayers thought that only 42% would do so.  In either case, it will be a significant achievement.

5.66
Some in the tax administration suggested that there were approximately10% to 20% people who were corrupt to the core and no amount of increased compensation will deter them, as their opportunity cost is substantially more than any level of compensation that the GOP can afford.  According to them, such people should be identified and let go.  The rest, they feel, are involved in corruption because the State does not provide them a living wage. A large majority wants to earn an honest living and would gladly respond to government efforts. However, merely increasing compensation will not be enough if the rest of the causes are not addressed.

Interest in Supporting an Anti-Corruption Drive

5.67
While most respondents demonstrated very little trust in the government, there seems to be a deep-seated desire for change, especially in the area of corruption. When asked about their support of GOP’s corruption reduction initiative the level of support found was very high (score of 4.6 where 5 stands for full support). Table 5.20 presents the findings.

Table 5.20

Expected Support for Current Initiative

No Support
3%

25% Support
3

50% Support
4

75% Support
9

Full Support
81

5.68
Many respondents, however, conditioned their support with the availability of a decent pay package, a genuine, across the board, accountability drive, and a change in civil service culture. 

5.69
In order to measure credibility of the current reform initiative, respondents were asked to rate the chances of success of the current restructuring initiative in reducing corruption.  Given perceptions of dismal results of past initiatives, the results were surprisingly positive where taxpayers gave it a 40% chance of success and tax administrators 48%.
Conclusions and Discussion

5.70
A review of local and international literature, the results of extensive in-depth interviews with key stakeholders, and the findings of the additional taxpayer and general public surveys suggest the following conclusions:

i) Corruption is a major problem in the country.  People from all walks of life are extremely worried about it, as it has played a major role in the tragic economic and social degradation of the country.

ii) Almost all GOP organisations are seen as fairly corrupt and the public expects corruption levels to go up further.

iii) People feel that prior attempts at reducing corruption failed because of lack of sincerity, commitment at the top and inadequate understanding of this complex issue.  Too much focus was on punishment without addressing the fundamental causes of corruption.

iv) Corruption is a major problem in the tax administration, leading to heavy loss of revenue, on the one hand, and harassment of the taxpayers, on the other.

v) Major causes of corruption in the tax administration are poor compensation, vast discretionary powers, lack of accountability, and complex procedures.  These are environmental issues that cannot be addressed by moral exhortations alone.

vi) Major causes of corruption in the private sector are lack of provision of services by the government, lack of a tax culture, lack of accountability, greed, and high tax rates.

vii) While a minority might be interested in the status quo, a significant majority of both tax collectors and taxpayers want an efficient and clean system.  Both parties strongly resent being labelled as corrupt but feel helpless in the current scenario.  There is a strong desire to support any sincere and comprehensive attempt at reducing corruption from the tax administration.

viii) The experience of other countries in combating corruption corroborates the findings of this study.

5.71
It seems that the causes of corruption can be classified broadly into two categories, i.e., causes beyond the domain of CBR and causes within its control.  A brief discussion of each follows:

Causes beyond CBR

5.72
While causes beyond CBR may not be considered part of the scope of this study, we feel that overlooking them will make any attempt at corruption reduction in the tax administration futile.  Hence, even if we cannot change anything in this area, we feel it is our duty to alert the decision makers about the very important role that they play in encouraging and sustaining corruption in the tax administration.

5.73
We strongly believe that the antiquated state structure, systems & culture are the underlying causes of corruption in the GOP, which manifest themselves in other causes in the tax administration (or in any other GOP institution).  First, the colonial mindset of the GOP treats citizens as serfs as opposed to worthy clients who deserve the very best in service. This in turn, leads to allocation of State resources that are woefully inadequate to meet citizens’ fundamental needs of security of life and property and basic infrastructure of health, education, sanitation, basic utilities, etc.  Unless the citizens are guaranteed these basic rights they will remain reluctant to discharge their obligations towards the State.  The current, apparent tax revolt is reflecting this basic sense of an unjust relationship between the citizens and the State.

5.74
The distorted allocation of resources also hurts the bureaucracy in effective delivery of its services.  It is ironic that while the GOP often laments paucity of funds as a reason for low salaries and inadequate operational resources provided to its departments, it has not desisted from swelling the size of the bureaucracy.  It has only limited the bureaucracy’s ability to do anything worthwhile.  Rather than running a few, lean but well-funded and efficient organisations GOP seems to prefer many, resource-starved and consequently highly ineffective organisations.  The logical outcome of this is the habit of these institutions ‘to live off the land’.  Patwaris have been arranging befitting receptions for visiting high officials from ‘their own resources’ for over a hundred years now.  GOP expects the same.  When tax collectors are expected to go to taxpayers for their routine official expenditures the State is actively encouraging corruption, rather sanctifying it.  It does not take long for anyone extorting money for the State to use the same tools for personal benefits.

5.75
Another manifestation of the GOP’s colonial mind-set is the poor design of policies, procedures and systems that are typically customer unfriendly.  Rather, they are predatory in character. There seems to be no motivation on the part of the government to do any rigorous homework about the adverse impacts of its various initiatives on target constituents.  Any serious and sincere feedback mechanism is lacking.  Consequently, complex, deliberately vague, and ad-hoc policies and procedures are launched, which not only allow discretion to flourish, but also necessitate frequent revisions because of genuine complaints.  This state of affairs further exacerbates uncertainty and facilitates corruption.

5.76
Most of the GOP’s actions seem to strongly suggest that it is not interested in complying with its own rules and policies or strengthening its own institutions.  When the citizens see the State openly flouting its own edicts they have no reason to follow them either.  The worst hit institution because of this attitude is the Judiciary.  The GOP keeps on demonstrating that it considers itself above the law.  While the Judiciary maybe frustratingly slow or even unjust at times, the answer is to strengthen it so that it delivers, and not to sabotage it for short-term gains.  The undermining of the Judiciary has had far-reaching consequences as it has led to the spread of lawlessness in all domains of Pakistani life and lack of any accountability in all institutions, whether public or private.  The lack of any meaningful accountability or grievance redressal system in the country forces honest officers and honest businessmen to give in to monetary or non-monetary pressures eventually.

5.77
The current service rules of evaluations, promotions, rewards and punishments in the bureaucracy stifle all initiative and encourage mediocrity.  Each year many bright and well-meaning young people are recruited and slowly but steadily transformed into risk-averse, paper pushers who are only interested in perpetuating their power over the citizens and have little interest left in delivering any service.  The bosses cannot do much if the subordinates do not perform.  Even blatant cases of fraud and corruption cannot be punished, making a complete mockery of accountability.  The morale of government officers is pretty low because of all this.

5.78
Political interference in the functioning of government institutions is another major reason for corruption. Tax administrators are most vulnerable to all kinds of political pressures.  The political leadership uses to CBR as a tool of coercion to get even with its opponents, on the one hand, and try reach unrealistic revenue goals, on the other.  Similarly, policy-making is done with blatant disregard to national interests and transfers and postings of tax administrators are done for ulterior purposes.  In these circumstances it is very difficult for tax administrators not to get corrupted in the process.  What this implies is that the tax administration needs to get some autonomy and protection of service.

5.79
Finally, the GOP seems to have developed a tendency of not taking the hard decisions.  Any important decision has its pros and cons that will inevitably help some constituencies and hurt others.  The GOP’s efforts to please everyone have ended up pleasing no one, rather hurting everyone in the long run.

5.80
The reason we have pointed out the afore-mentioned issues is that without addressing them, any new system adopted will have a strong tendency to degenerate over time. However, this is not to suggest that one needs to fix the whole before fixing any of its parts.  A clear strategy and sincere commitment can create islands of excellence within the government.  The Motorway Police is one example that defies all expectations of crude, unhelpful and even illegal behaviour of the rest of the Pakistani police.  While its personnel have been recruited from the same stock, the better environment provided to them has resulted in a professional, efficient and customer friendly force.  The Motorway Police is appreciated and respected by almost all users of the motorway.

Causes within CBR

5.81
The major causes within CBR fall in the ambit of better management of human resource and installing customer-friendly procedures and systems. Better human resource management deals with all aspects of employees, starting from recruitment, training, supervision, compensation, promotion, all the way to retirement.  While poor salary package has come out as the most important cause of corruption, other elements of human resource management were found to be equally important. Throughout our study it has been apparent that the morale of the organisation is very low and we feel it is the result of poor human resource policies.  In our discussions with taxpayers and tax collectors, issues of proper training, appropriate reward and punishment systems, and quality supervision were raised repeatedly.

5.82
The second major cause of corruption within the domain of CBR is the complex and customer-unfriendly procedures and systems, which provide vast discretionary powers to officials.  System design seems to be based on two assumptions.  First, all taxpayers are cheats.  Second, all tax collectors are cheats.  The resultant multi-layered system of checks and balances has only made the system extremely complex with too many human interfaces and, consequently, more corrupt.  Lack of transparency has added further complication to the system.  There is a need to re-engineer the environment so that the opportunities for corruption are minimised.  Better transparency can ensure minimal use of improper discretion and a healthier accountability system.

RECOMMENDATIONS

5.83
We have divided our recommendations in two broad categories, i.e., recommendations for the GOP and those for the tax administration.  Each one is discussed separately. 

Recommendations for the GOP

5.84
Efficient tax administration relies on a healthy relationship amongst the three partners in the process, i.e., the GOP, tax administrators (CBR) and taxpayers.  Given the urgent need for a high level of trust amongst the stakeholders, we are recommending a series of confidence-building measures. 
Creating Credibility of GOP with Taxpayers
5.85
Taxpayers have two major concerns with the GOP.  They do not see any benefits, in the shape of better services, flowing from their tax payments.  Second, they believe that rulers are corrupt and grossly abuse national wealth.  We recommend the following measures to address these concerns.

i) GOP must ‘demonstrate’ genuine austerity at the top levels:  Despite monthly exhortations about austerity by the rulers, they themselves are still perceived to be living like Mughal emperors (the motorcades of luxury limousines transporting the ruling elite are only a minor manifestation of their extravagant lifestyle).  Given the dismal state of the economy there is an urgent need to curtail such expenditures.

ii) Tax returns of ruling elite to be put on the web:  Public disclosure of tax returns of important political and administrative officials must be made mandatory.  This will ensure transparency and, consequently, citizens will trust those who hold public office.  It will also put some pressure on the ruling elite not to indulge in corrupt practices.  Many countries in the world practice this. 

iii) Some percentage of incremental revenues to be earmarked for specific social sectors:  GOP has been very negligent in earmarking funds for social development.  Most of the revenues have gone into non-productive areas like defence, administration, and debt servicing.  The GOP needs to demonstrate its commitment to the welfare of its people by mandating a certain percentage of incremental tax revenues collected by this reform initiative to be set aside for social development. 

iv)
Create a demonstrable linkage between revenue generation and development expenditures of an area:  Currently, citizens feel that their taxes go into some black hole. In order for citizens to believe that their tax money is used for their benefit, the GOP needs to mandate a certain portion of revenue generated from an area to be spent for the development of only that area.  One additional benefit of this would be more responsible local governments.

Creating Credibility of GOP with CBR

5.86
The efficiency and the effectiveness of CBR suffer due to the arcane systems and structure of the bureaucracy.   Hence if the GOP is interested in making CBR a customer focused and effective organisation then it must allow it a new structure and system.  This will also enhance the GOP’s credibility with the tax administration that it has an abiding commitment to change.  For this to happen, we would recommend the following:

i)
Give CBR the importance that it deserves:  Given that the CBR collects bulk of the GOP revenue, any inefficiency in this department has a direct bearing on the government, as well as the nation.   Consequently, the government needs to recognize the value of this department.  All human and material resources earmarked for the department should reflect this importance. 

ii)
Provide requisite legal and monetary support:  One of the reasons for corruption in the CBR was identified as political and administrative interference on the one hand and the department’s inability to bring corrupt officials to book, on the other.  This will require rethinking the legal and administrative structure of the organisation and will include, changes in service rules, compensation packages and reporting structures.  The government should seriously consider granting maximum autonomy to the CBR.

The government should be ready to back the change initiative with adequate monetary support.  The changes in salary structures, implementation of information technology and administrative disruptions will entail significant financial outlay.  Provision of resources over the life of the project will demonstrate the GOP’s resolve and commitment to the change process.

iii)
Set realistic revenue targets:  One of the major reasons for low credibility of the government with CBR is the annual setting of revenue targets.  Most tax collectors feel that the targets are arbitrarily selected without taking ground realities into consideration.  Consequently, they do not own these targets and are also forced to resort to coercion in trying to achieve them.  The government should evolve a more rigorous method of revenue target setting with inputs from taxpayers and tax administrators.   

iv)
Demonstrate sustained commitment to change:  Most CBR employees expressed serious reservations about the government’s resolve in following up on any of its administrative reform initiatives.  The restructuring of CBR will be a long-term process and the government will have to be committed to it, for it to earn and retain the trust of CBR employees.  The government should expect strong opposition from vested interests, both from tax administrators and taxpayers. In the face of this, any backtracking by the government will seriously undermine its credibility with the proponents of change. 

Recommendations for Tax Administration

5.87
In order for the tax administration to become customer friendly, more efficient, and less corrupt it is imperative that CBR improves its credibility with its customers.  Recommendations for changes within the tax administration are divided into two broad categories.  One aspect deals with organisational design, structure and human resource management. The other deals with the reengineering of the income tax, sales tax and customs processes.  

Improve Organisational Design and Human Resource Management System

5.88
While other consultants are preparing the detailed recommendations regarding organisational design and HR policies, we would like to strongly suggest the following as guidelines.  

i)
Provide maximum autonomy to the tax administration.

ii)
Separate tax assessment and adjudication.

iii)
Revise recruitment, training, compensation, evaluation and promotion systems. 

iv) Initiate training to establish customer friendly culture. Conduct annual customer satisfaction surveys to monitor impact.

v)
Align salaries with market rates and monetize perks and benefits.

vi)
Include “objective integrity indicators” in the performance appraisal system.

vii)
Create a permanent and independent watchdog body, comprising representatives from tax administration, taxpayers and professionals.  This body will oversee the implementation of all corruption reduction initiatives in the tax administration on an ongoing basis. It should publish an annual white paper on the “state of integrity” of the department.
viii)  Enable the new system to quickly punish corrupt officials.

Business Process Reengineering

5.89
One of the key findings of the research is that the environment in which the tax administrators operate leads to corruption. This environment of cumbersome procedures, vast discretionary powers, poor monitoring and lax supervision coupled with almost zero accountability provides a fertile ground for rampant corruption.  The solution to this problem is to completely reengineer the business processes with a view to minimize opportunities.  Other consultants are providing detailed recommendations on these.  However, we would like to suggest the following as guidelines.

i) Minimize tax payers – tax collectors interaction


a)
Use IT to facilitate remote interaction between taxpayers and tax collectors.


b)
Use IT to allow posting of tax assessment and returns.

ii)
Simplify complex systems and rules
a)
Reduce multiple tax/tariff regimes and minimize exemptions.

b)
Simplify and post all tax laws, rules, manuals and procedures on the web with user-friendly and menu-driven interfaces.  Provide brochures with easy to comprehend local language translations of various laws, rules and processes.

c) Make SRO creation procedures transparent and consultative (a compulsory one- month consultation/hearing period before any SRO implementation could be one suggestion).  Any dissemination of changes in laws and rules must include GOP’s interpretation of the new laws and rules.

iii)
Reduce Discretionary Powers
a)
Introduce universal self-assessment and audit a fixed percentage of returns based on risk profiling and/or random selection.

b) Initiate “fast track” channels in Customs and Sales Tax for low-risk taxpayers.

c)
Create new industry specific benchmarks using objective data for use by CBR officials. Improve system transparency by posting all relevant industry benchmarks (input/output ratios, GP rates, industry specific income/ expenditure patterns) on the web.
d)
Abolish differential tariff rates for same commodities.

e)
Curtail the ability to reopen past cases.

iv)
Strengthen Monitoring and Accountability
a)
Strengthen internal performance (including integrity) assessment.

b)
Empower senior officials to take action against corrupt subordinates.

c) Make mandatory disclosures of annual statements of assets, income and expenditure of CBR employees to their supervisors. Conduct random audits of a fixed percentage.

d)
Increase and empower tax ombudsmen

v)
Increase Transparency

a)
Initiate taxpayer education campaign.

b)
Install customer service centres in major cities to facilitate the taxpayers.  These can be located in relevant industry associations or chambers.  In cases where detailed assistance is required the services should be fee based. The centres can be equipped with toll free (preferably UAN) numbers, help desks and detailed consumer education pamphlets
TRANSITION

5.90
As the implementation of the corruption reduction initiative is dependent on the timetable provided by other consultants for business process reengineering, human resources and IT we are not in a position to propose an independent timetable.  However, we would propose the following:

i) Bringing about any change is very difficult, let alone if the changes proposed will hurt many constituencies.  In such a situation, a sincere ownership of the proposed change programme by the target group itself is a fundamental prerequisite.  Such ownership can only be developed if a process of open debate and discussion amongst various stakeholders is initiated so that clarifications can be sought, and improvements may be suggested and incorporated.  This is going to be a long-term process and it has to be led from within the tax administration.  It cannot be imposed from outside. Hence, the first step that we propose is obtaining ownership of the program by the tax administration and key decision makers outside of tax administration. 

ii) Any corruption reduction initiative has to start with a clear commitment from the top and should include all segments of society.  Hence, corruption reduction initiatives in the tax administration should be seen as a starting point of a bigger agenda of tackling this issue at all levels.  If it is perceived as fixing only one department and not addressing bigger issues then all efforts will fail to achieve desired results.

iii) Various confidence-building measures described in the recommendation section can be implemented as soon as the government decides to launch the initiative.

SURVEY METHODOLOGY
Primary data was collected via three different surveys of key stakeholders. The target respondents of the different surveys can be broadly classified into four groups:

First, and foremost, the officers and staff of CBR and its constituent departments were interviewed.  The second group comprised clients of CBR services.  An attempt was made to capture representations of key economic sectors in order to identify any differential responses across sectors. The third group consisted of opinion leaders of key segments of the civil society, i.e., business, media, professionals, religious leaders, and academics. Finally, the fourth group represented the general public.

In order to reach these target groups three sets of questionnaires and interviewing protocols were used.

First, the consultants conducted in-depth interviews themselves in order to capture a rich and complex dataset.  The nature of the subject, the type and the extent of information required precluded cold calls to randomly selected respondents.  The time and monetary costs involved in conducting in-depth interviews with randomly selected respondents would far outstrip the value of such information.  Hence, a quota sampling was used.  Sample for the tax administration was first stratified on the basis of the type of taxes being collected, i.e., income tax, customs, and sales tax; and on the basis of grades, i.e., upper cadres (grade 20 and above), middle cadre (grade 17 to 19) and lower cadre (grade16 and below).  This gave us nine cells.  Help from the tax administration officials was sought to identify the few respondents in each cell and snowballing technique was used for identification of additional respondents for each category.

Similarly, for the sample of taxpayers an initial quota was assigned to various industry types, i.e., textiles, retail, leather, etc.  Taskforce members and industry associations were asked to help identify key respondents in each category and snowballing technique was used to identify additional respondents.  Taxpayer respondents were primarily chief executives of their organisations or senior people well versed with the tax related issues in the company.  A similar methodology was used to sample civil society representatives.  Well-known personalities were approached and interviewed.  Respondents for all in-depth interviews were selected from Karachi, Lahore, Islamabad, Sialkot, and Peshawar.  A break-down of these respondents is as follows:

Tax Administration   40

Taxpayers   50

Civil Society   30

Second, a shortened version of the taxpayer’s questionnaire was used to interview an additional 250 taxpayers. It was felt that a larger sample size would allow better and more stable estimates of taxpayers’ perceptions. This data collection was sub-contracted out to Aftab Associates, the largest and very well reputed market research agency of Pakistan (which has since been merged with A.C. Nielsen).  Quotas were assigned to different industries so that a comparison between them could be made.  Hence some industries were deliberately over sampled while others were under sampled. As there is no sampling frame of all firms in Pakistan it is very difficult to determine the magnitude of under and over sampling.  Within each industry the agency used its standardised procedures to select a random sample of respondents using Yellow pages and Company’s own sampling frames.  A two-step respondent selection procedure was used.  First, a company was identified within a particular type of industry.  Second, a middle-level manager, well versed with tax related issues in the company, was identified for interview.  A brief description of the sample obtained is provided in Table 5.1 below.

Table 5.1

Additional Taxpayers Sample

Industry
Karachi
Lahore
Rwp/Isd
Faisalabad
Sialkot
Total

Textile/Wearing apparel
3
6
-
11
-
20

Food, Beverages & Tobacco
8
4
1
1
-
14

Leather & Leather products
5
5
3
-
7
20

Paper & pulp
9
4
-
-
-
13

Pharmaceutical
6
7
3
-
-
16

Sugar/Cement
4
4
5
-
1
14

Surgical/Automobile manufacturing
2
1
-
2
13
18

Chemicals
5
3
1
2
-
11

Banks & other financial institutions
8
7
6
3
-
24

Hotels/Restaurants
6
9
9
2
1
27

Communication
8
8
2
-
-
18

Traders/Indenters/ Importers/Exporters/ Distributors/ Buying Houses
10
8
6
7
-
31

Retailers/ Large Dept. Stores
7
8
6
2
-
23

Total
81
74
42
30
22
249

A similar exercise for the tax collectors was not carried out because of time constraints and the difficulty of gaining access to CBR officials, and those of its departments, by the market research agency.  Data from these respondents are indicated in the text as “additional taxpayers” data and is not weighted.

Third, a different questionnaire was developed to interview a random sample of the general public.  The questionnaire was designed to address more general questions, such as beliefs, attitudes and opinions about corruption and its prevalence in different government departments.  It was assumed that the general public would not be able to respond to more detailed questions about CBR, as they do not interact very extensively with this department. The primary objective of this questionnaire was to collect baseline data on corruption in various departments as perceived by the general public.  The target population was defined as urban males only.

Data collection of the general public was also sub-contracted to Aftab Associates, which used its standardised procedures to obtain a random sample of the general public.  A three-step procedure was adopted here.  From the sampling frame of FBS, cities were divided into three strata, i.e., large, medium and small.  Second, cities were randomly drawn from each stratum.  Third, households were randomly selected from each city/town.  Finally, the male head of the household was selected as the target respondent.  In order to collect sufficient data for the purpose of comparison of different cells there was deliberate over- or under sampling of some areas.  FBS census data of 1998 was used to derive weights to correct for this sampling procedure.  Data provided in the text is weighted data and is identified in the text as “general public survey.” A brief description of the sample obtained is provided in Table 5.2 below and the weights assigned to different cells are shown in Table 5.3.

Table 5.2

General Public Survey Sample

Cities Covered
Province
Sample

Achieved
Cities Covered
Province
Sample

Achieved

Stratum I*
Stratum III*

Karachi
Sind
90
Zhob
Balochistan
30

Rwp/Isd
Punjab
88
Mansehra
NWFP
30

Lahore
Punjab
90
Karak
NWFP
30

Multan
Punjab
88
Haroonabad
Punjab
30


356
Narowal
Punjab
30

Stratum II*
Dinga
Punjab
24

Quetta
Balochistan
60
Yazman
Punjab
30

Peshawar
NWFP
46
Pano-Aqil
Sind
30

Sargodha
Punjab
60
Ghotki
Sind
30

Gujrat
Punjab
66
Islamkot
Sind
30

D.G. Khan
Punjab
59
Golarchi
Sind
30

Larkana
Sind
60

324

Khairpur
Sind
60



411
Grand Total
1091

*  
Stratum I: Cities with population greater than 1 million 

Stratum II: Cities with population between 1 – 0.1 million

Stratum III: Cities with population less than 0.1 million
Time constraints did not allow us to get a representative sample comprising either rural or female populations.  However, this limitation does not bias the results of the survey or reduce the relevance or significance of findings.

Table 5.3

Weights for General Public Survey

Province
Stratum


ST-1
ST-II
ST-III

Punjab
1.05
0.83
1.45

Sind
2.98
0.31
0.60

NWFP
0.00
0.92
0.57

Balochistan
0.00
0.24
0.82
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