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Abstract

This study is aimed at examining the impact of GST (General Sales Tax) insinuation
on household consumption and social welfare in Pakistan with a special focus on
indirect tax reforms in the country. Deterministic simulation experiments with
different rates of GST were carried out for tax policy implication in the country.
The results suggested that the government can raise tax revenue by raising price of
food as it came out to be a good nominee for taxable commaodities. Health related
expenditure by households was also inelastic in nature, therefore, the study
proposed that taxes must be imposed on goods that have relatively inelastic demand
as the marginal cost of tax rate and social welfare loss is minimum in case of
inelastic goods. Results from simulation and inequality aversion showed that
consumer price of food need to be decoupled which is not possible in case of
Pakistan. However, social inequality will upsurge as food is a necessity and when
tax is imposed on the necessities, poor sections of the society become more
vulnerable. As regard the tax policy implication, GST in VAT (Value Added Tax)
mode should be more adopted because of its less distortionary nature as it is
imposed on both goods and services and helps in widening the tax base.

Keywords: Household Behavior, Consumption, Taxation, Simulation, Social
Inequality.
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1. Introduction

Indirect taxation has gained growing attention in the developing world from
market participants, policy makers, politicians and academics in the twenty first
century. This has been widely studied (Pasha and Ghaus-Pasha (2013); Aasness et
al. (2002); Steindel (2001); Tanzi and Zee (2001); Creedy (1999); Deaton and
Grimard (1992). Pakistan is one such country where taxation holds immense
importance in revenue generation and welfare benefits of the masses. Pasha (20210)
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argued the inability of existing tax structure of Pakistan to generate enough
revenues that are required to provide the basic necessities to the people. Therefore,
a good understanding of the behavioural and welfare impact of indirect taxation is
important in case of Pakistan because a significant increase in tax collection is
required to finance the additional social and infrastructural spending in the country.
However, it is argued that existing tax reforms need amendments in their structure
and the way taxes are imposed needs to be revised. (Pasha and Ghaus-Pasha, 2013).

According to Deaton and Grimard (1992), Pakistan is a country where most
of the revenue is obtained through indirect taxation that may alter consumption
patterns at household level. Tax system may create distortions in the market prices
of commodities consumed. Variations in taxes benefit or hurt people but
conditioned on how much they buy or sell goods considered, so that the effects on
equity rest on demand and supply patterns, along with the extent to which the
government is fretful to use taxes and subsidies as a tool of welfare policy (Deaton
and Grimard , 1999).2 Creedy (1999) held that the tax policy maker is indifferent
about the welfare considerations of configuring a tax rate only about the items for
which own and cross price elasticities of demand are zero, otherwise (as is usually
the case), he must attempt welfare maximization as the ultimate goal of tax policy.?

The objective of this study is to examine the impact of indirect taxation on
consumer demand in Pakistan and to test statistically the generally held belief that
an increase in prices (due to indirect taxes on aggregate commodity groups),
drastically alters consumption patterns of households. The main objectives of this
study are to estimate the expenditure/income and price (own price and cross price)
including the compensated and uncompensated elasticities of food and non-food
commodities with and without tax. The estimated price elasticities and income
elasticities of demand will be used to see which goods should be taxed more than
average tax rate and which goods must be taxed less than average tax rate. The
study is organized into five sections. Section | presents the introduction, section Il
carrys the literature review, section Ill briefly examines QUAIDS (Quadratic
Almost Ideal Demand System) model, section IV revolves around simulation
procedure and tax analysis and section V concludes the whole study using results
presented in Section IV of the study.

2 Also see Refagat (2003), Savard (2003), Robilliard and Robinson (2001), Lahiri, Nasim and
Ghani (2000), Siddique and Igbal (1999), and McCathy and Taylor (1980).
3 Also see Vagar, Abbas and Ahmed (2008) for CGE and micro simulation analysis for Pakistan.
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2. Literature Review

Taxation has a significant impact on the household spending decisions in
developing as well as developed countries. Moreover, it can be observed from the
literature review that economists propose a uniform tax structure to be a better
policy option that could help in improved budget allocation and maximize
household welfare across different income groups. Furthermore, it is evident that
studying consumer demand patterns and the impact of change in tax rate will
provide a direction of a tax reform for a developing country like Pakistan where
micro data studies are only a few in numbers. Deaton and Grimard (1992) adopted
the methodology of Deaton (1988, 1991) and analyzed tax reforms and the demand
patterns of different commodities using Household Integrated Survey of (1984-85)
Pakistan and explored that the available literature for Pakistan on price reforms and
demand systems neglected many important assumptions of consumer preferences.

The literature and demand models were based upon restrictive and
traditional assumptions. It also exposed that changing the price of goods with
distorted price such as wheat, rice, oil and sugar will produce quantitatively
important effects for other goods when taxed or subsidized. Deaton (1997)
calculated indirect utilities before and after the tax reform was imposed and
compensating variations were plotted which showed that each household
experienced a welfare loss after a price rise. Creedy (1999) examined indirect tax
reform in Australia and proposed an effective tax rate for commodity groups like
food and health service, electricity, gas and fuel as inequality aversion was absent
for these stated groups. Steindel (2001) studied whether tax cuts lead to a rise in
consumer spending or not and suggested that the consumers alter their spending
only when there is an expected or actual change in their cash income because
spending behavior is conditional to cash in hand, therefore, change in tax changes
consumer spending only if the take home pay is directly influenced by tax
imposition because spending is more responsive to permanent changes rather than
momentary change. Aasness et al. (2002) assessed the distributional efficiency of
the change in twelve different direct as well as indirect taxes in Norwegian tax
system* and showed that all the twelve tax reforms generated an increased welfare
as measured by their average standard of living and welfare on one hand, and a
more equal distribution of the standard of living on the other. Raychaudhuri et al.
(2004) evaluated whether VAT was distorting poverty in India and identified three
items (LPG, mil (liquid) and Biscuits) for which taxes were progressive and

“Ahmad and Stern (1984) and Decoster and Schokkaert (1989) also analyzed optimality of indirect
tax reforms
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concluded that replacing sales tax with VAT was beneficial for the poor in India.®
Ahmad and Arshad (2007), on the other hand, scrutinized household data and
proposed that uniform tax structure was a better policy option that could help in
improved budget allocation and maximized household welfare different income
levels. Abramovsky et al. (2012) investigated consumer demand in Mexico using
QUAIDS and held that VAT rate structure was not optimal for Mexico given the
existing pattern of substitutability and complementarity between consumption and
work. Urzua (2012) scrutinized the marginal tax reform methodology earlier
proposed by Ahmad and Stern (1984) who assessed the local impact of a tax reform
by using first order approximations of the relevant variables.®

Application of QUAIDS model by using micro data has remained a
common tool to analyze the consumption patterns in different parts of the world but
there were only a few studies (Mudassir et al., 2012; Naz, 2018). Jones and Mazzi
(1996) analyzed tobacco consumption in Italy using QUAIDS model while Mittal
(2010) applied QUAIDS to the food sector in India. Molina and Gil (2005) studied
consumer demand behavior in Peru using QUAIDS. With regard to the application
of QUAIDS and other methods that aimed at studying consumer demand in
Pakistan, the present study has estimated QUAIDS model to measure social welfare
cost of tax on food and nonfood items separately.

QUAIDS incorporates the impact and measurement of taxation on
household consumer demand patterns. Ahmad and Stern (1984) estimated a
demand model that was duplicated in various other studies for demand analysis and
measured the impact of taxation on demand patterns and social welfare.” This study
will also make use of the method adopted by Ahmad and Stern (1984). The study
conducted by the authors evaluated the optimality of an indirect tax structure by
comparing the marginal cost in terms of social welfare of increasing extra unit of
revenue through a tax increase on each good. Else a Pareto improvement could be
effortlessly instigated by dropping the excise tax on the good with the higher

5Sinha (2002), Sinha and Raychaudhuri (1998) and Raychaudhuri and Sinha (2004) also discussed
the optimality of VAT and previous sales tax regime in India. Apart from these studies, Son (2003)
conducted a study on VAT implication and poverty reduction in Thailand while Son and Kakwani
(2004) did a research on Asian countries regarding growth elasticity of poverty. All these afore-
mentioned studies focused on seeing the impact of VAT and its poverty improving power in
different regions.

6 Also see Ahmad, Ehtisham and Al-Faris (2010); Bird and Richard (2010); Boadway (2010);
Ahmad, Ehtisham and Brosio (2009); Martinez-Vasquez, Jorge and Richter (2008); Ambrosiano,
Flavia and Bordignon (2006); Bahl, Roy; Wallace and Cyan (2008); Breton and Albert (2002)
"Banks, Blundell, and Lewbel (1996), Creedy (1999) and Urzua (2012).
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marginal cost and by raising the tax on the good with relatively lower marginal
cost.

3. QUAIDS Model

Since, the primary aim of the study was to see the impact of GST using
elasticities computed by employing QUAIDS model of Banks, Blundell, and
Lewbel (1997). The data set was obtained from various issues of HIES
(Household Income and Expenditure Survey) which provided essential data on
income of family, their savings, liabilities, expenditures on goods and services
and consumption trends at all national, provincial and rural/urban levels. The
analysis of the study was based upon 16341 households.

The following equation for w;, the share of expenditure on good i in total
expenditures holds, for each household;

wi = Bi + X yij In(pj) + 8iln (%p)) + %p) (i (%p)))2 (1)

Where i=1... n denotes a good. This equation has been estimated to compute
elasticities using HIES data (2010-2011) and the calculated elasticity estimates are
given in the first author’s PhD thesis (Igbal, 2015).
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Equation 2 is more simplistic and realistic as it allows for non-marginal tax
changes. For derivations and further details of the expressions given in Equation 2,
Urzua (2012) can be referred. The current study entails both ways as adopted by
Ahmad and Stern (1984) and Urzua (2012) to see tax effects on social welfare of
the households.

The marginal social cost on good i was worked out by using the given
equation;

> " ST gix”
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The detailed discussion of the expression 3 has been provided in Ahmad
and Stern (1984, p 265). The computation of marginal cost across each good i is
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required in order to apply Ahmad and Stern’s (1984) methodology. Moreover, the
data of final consumer prices, the welfare weights for all households, the
consumption levels, and the aggregate responses of demand represented by the
cross-price elasticities is required for the model estimation. The elasticities used in
this study were computed in the first author’s PhD thesis.

4. Simulation Procedure and Tax Analysis

Once the estimation of the behavioral equations is completed, different
simulation experiments can then be conducted for better understanding of the
completed demand system under consideration i.e. QUAIDS. Simulation
experiments require numerical solution of the model as a whole system of equations
while combining both the estimated equations as well as identities. When a model
is simulated, the model as a whole moved in an integrated form, thus, providing
predicted values of all the endogenous variables. On the basis of the results,
obtained from the simulation, the model can then be used for the policy
implications.®

This study conducted a number of experiments, keeping in view the dual
functions in mind, including historical evaluation of model and baseline
experiment. Based on the assumptions about the error terms in the model, there
were two types of simulation i.e. deterministic and non-deterministic (stochastic)
simulations. The focus of this study is deterministic simulation approach where
error terms are generally set equal to their expected values, which are equal to zero,
as each behavioural equation in the study contains an intercept term. On the other
hand, stochastic stimulation involves a vector of error terms that are distributed as
a multivariate normal distribution with mean zero and a constant variance-

covariance matrix » | . Deterministic simulations have an edge over non-

deterministic simulations in their dual role of testing the reliability of the developed
system of demand equations and analysis of macroeconomic policies. The
deterministic model can be solved by using Guass-Siedel technique.

Abramovsky (2012) analyzed consumer demand in Mexico. The estimated
consumer demand model was simulated to see the effects of reforms to taxes on
consumer welfare and tax revenue accounting for changes in spending patterns. The
current study also follows the steps of simulation experiment that was taken in the
study of Abramovsky (2012). Changes in indirect taxes are modelled as changes in
the prices of the food and non-food groups included in the demand system. VAT

8 Also see Ahmed and Donoghue (2007) for microsimulation analysis using micro data and
Annabi, Fatou, John and Decaluwe (2005).
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has not yet been implemented in Pakistan because of certain complexities
associated with classification of goods into different tax rate schedules. Here, we
analyzed the impact of a counterfactual VAT reform of varying rates applied to all
goods and services. The study shall follow the general framework of this article in
carrying out simulation experiments, if not the details.

Likewise, Dybczak (2010) computed compensated and uncompensated
elasticities by estimated a demand system for Czech Republic. The estimated
parameters of the demand system and estimates of elasticities were then used to
scrutinize the effect of adjustments in regulated prices on consumer demand.
QUAIDS model was used to simulate the impact of exogenous prices (because
regulated prices are set by the regulatory authority and these are not adjusted by the
market forces) on consumer demand of the eight commodity groups taken into
account. In this study, we took all the needed steps of the simulation process.
Firstly, the shares of regulated prices in the specific commodity bundles were
quantified. Secondly, the quantification of various percentage changes in a specific
regulated price was done to see how this change translated into the price of a
specific commodity bundle. Thirdly, the impact on consumption shares,
expenditure, and quantity purchased of specific commodity bundles before and
after the change was quantified by applying the estimated elasticities.

The simulation procedure in the current study was carried in various
sequential steps. Once the budgets share of commodity groups were estimated using
SUR technique. Original price values were put in the estimated equations (i.e.
prices without GST). After obtaining the estimated values, expected values were
obtained, and then the simulation experiments were carried out. After conducting
the simulation experiment, we used GST inclusive prices and performed

pl*, p;,..., p; then simulation experiments where parameters of budget share

equations remained the same while prices changed. The following budget share
equations were estimated for the eight commaodity groups considered in analysis;

S1= Bio+ Bupi+ Pr2P2+ fi3Pa+ Prapa+ PisPs+ PisPe+ Pz pr+ PisPs+ y X +y, X +
S2 = foo+ Sapi+ Bo2 P2+ B3P+ PaaPa+ BosPs+ BosPe+ Borpr+ PBasPs+ y, X +y, X+ i,

S8 = 8o+ Pe1Pi+ Psz2 P2+ PesPs+ PeaPa+ Pos Ps+ Lee Po+ PerpPr+ PesPs+ y, X + ¥, X2 + us

The equation 4 can be written in the matrix form as;
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This arrangement provided us the expected values of different shares of
commaodity groups for base line experiment. Base line experiment will be used to

compare the results of the rest of the simulation experiments.

144



Microeconomic Impact of GST on Household Consumption Patterns in Pakistan

Experiment 2:

We replaced the values of explanatory variables given below;

P=PR" while P =P +0.15P" where i=2,3,..,8 (11)

The system was then solved to get the expected values of the eight shares of
commodity groups.

Experiment 3:

P =P while P=P +0.17P" where i=2,3,...8 (12)
Experiment 4:
P =R while P =P +0.10P" where i=2,3,...,8 (13)
Experiment 5:
P =R while P =P +0.03P where i=2,3,...,8 (14)

Similarly, the experiments were repeated for the other GST rates as well. After six
attempts of simulation experiments using deterministic approach, we compared the
results presented in Table 1.°

Table 1 presents the social welfare cost of GST in Pakistan for various
commodity groups ranging from food group to miscellaneous items. The results are
represented at different levels of inequality aversion.

The results in first column of table 1 indicate the absence of inequality
aversion i.e. e=0 when there is no inequality aversion, goods that can be taxed are
items in personal expenditure group as the social welfare cost is minimum when
this group will be taxed in Pakistan. However, when the level of inequality aversion
shifted from O to 1 i.e. when e=1, health and personal care was found to be a good
candidate for GST imposition. Clothing came out to be a good candidate for
taxation as the social welfare loss (0.011) resulting from indirect taxation was
lowest in case of clothing group as compared to other commodity groups including
food, housing, fuel and lighting, health and personal care, personal expenditure,

9Also see Ahmad, Ehtisham and Abdelrazak Al-Faris (2010), Bird and Richard (2010), Boadway
(2010), Ahmad, Ehtisham and Giorgio Brosio (2009) for simulation procedures.
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education and miscellaneous. At e=1, group that could be taxed after clothing group
was observed to be food (0.033) following miscellaneous (0.045), education and
personal expenditure (0.064), fuel and lighting (0.074), housing (0.085) and lastly
health and personal care (0.354).

Table 1: Social Welfare Costs of GST in Pakistan

Commodity Various levels of inequality aversion
Group
e=0 e=1 e=2 e=3
Food 1.124 0.748% 0.033 0.013
1.128 0.825 0.042 0.014
Housing 1.114 0.925 0.085 0.006
1.129 0.885 0.081 0.006
Clothing 1.102 0.874 0.011 0.005
1.112 0.860 0.017 0.008
Fuel and 1.121 0.745 0.074 0.061
Lighting 1.124 0.694 0.045 0.054
Health and 0.964 0.645 0.354 0.064
Personal Care 0.987 0.515 0.359 0.058
Personal 0.856 0.745 0.064 0.004
Expenditure 0.954 0.751 0.077 0.004
Education 1.012 0.845 0.064 0.002
1.045 0.832 0.062 0.008
Miscellaneous 1.127 0.954 0.054 0.001
1.065 0.924 0.051 0.002

At e=2, the most taxable commodity group was clothing (0.011) followed
by food, miscellaneous, personal expenditure, education, fuel and lighting, housing
and health and personal care. When inequality aversion was equal to 3, then the
social welfare loss was minimum when GST was imposed on clothing.

On the other hand, when the level of inequality aversion was equal to 3 (i.e.
when e=3), miscellaneous group was observed to be a taxable group in the presence
of inequality aversion followed by education (0.002), personal expenditure (0.004)
and clothing (0.005), housing (0.006), food (0.013) fuel and lighting (0.061) and
health and personal care (0.064).

10 The first value in each cell of the table 1 represents 5, as represented in Equation 2 and the

second value in each cell shows £ as represented by Equation 3.
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There are different measures of inequality including positive and normative
measures of inequality. Positive measures of inequality quantify the extent of
inequality by employing statistical measures of dispersion in an objective manner
while normative measures are based upon explicit formulation of a social welfare
function that indicates the social welfare loss incurred due to unequal distribution
of income or consumption.t! Creedy (1999) expounded the concepts of inequality
aversion through ‘leaky bucket’ mental experiment where the allocation of one
dollar to another person might involve some loss. The author also computed social
welfare cost along with expenditure elasticities, using the data set of HIES 1988 for
Australia, as it helped in determining the directions for tax reform. Similarly, the
present study also utilized HIES data to see the social welfare cost of GST in
Pakistan.

Idrees (2006) analyzed consumption and income inequalities in Pakistan
using alternative approaches to measure inequalities. Haq (1989) provided a better
understanding of consumption inequality in Pakistan in food and non-food items.
The author used both income and expenditure data keeping in view the errors that
may result using income data in Pakistan. Income data of Pakistan is considered to
be more erroneous due to under reporting so in order to validate the results, the
authors of this study utilized both the income and expenditure approach.

The figures in Table 2 represent change in average expenditure shares (in
percentage) after change in GST. The overall results represent that people in
Pakistan devote a larger percentage share on the consumption of food followed by
housing, miscellaneous goods and fuel and lighting as compared to any other
commodity group considered here. The baseline column represents the budget
share for commodities without tax while remaining column represent the budget
share of food, housing clothing, fuel and lighting, health and personal care, personal
expenditure, education and miscellaneous items. The simulation results with 15%
GST on all items indicate that when food was imposed with 15% GST, its
percentage share in the budget increased by 3 percent, in case of housing the budget
share devoted to housing decreased by 0.64 percent. On the other hand, the results
indicated a decrease in budget share of health and personal care (0.01 percent),
personal expenditure. When commodity groups of education and miscellaneous
items was considered then it was observed that imposition of 15% GST on these
groups increased their overall budget expenditure by 0.05 and 0.2 percent,
respectively. However, the percentage expenditure share of fuel and lighting was
unaffected with the imposition of 15% GST on all the items. The results in column

1For further details of measures of inequality, see Idrees (2006).
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2 and 5 of Table 2 are comparable and it shows that with 10% GST on all items,
average share of food expenditure is less than the average share of food expenditure
when all items are imposed with 15% GST. On the other hand, it can also be
observed that column 4 and 7 are comparable in Table 2. In conclusion, personal
expenditure group was nominated as the most important and taxable commodity
among all other groups with 15% GST on all items.

Table 2: Changes in Average Expenditure (in percentage)
Shares after Changes in GST

Commodity Expected Share of good i in total expenditure
groups Base 15% 15% 0% 10% 3% 0%
line GST GST GST GST GST GST
onall other on food onall on food on food
items than and items and and
food 17% on 14% on 13% on
other other other
Items items Items
Food 4465 47.65 42.75 42.89 45.98 45.62 42.04
Housing 11.32  11.96 12.04 12.34 12.64 12.79 12.98
Clothing 457 4.63 4.67 4.89 4.64 4,79 4.75
Fuel and 6.76  6.76 6.92 6.94 6.72 6.54 6.89
Lighting
Health and 4.62 4.61 4,72 457 4.68 457 492
Personal Care
Personal 218 214 2.69 2.54 2.98 2.79 2.98
Expenditure
Education 410 4.5 4.69 4,71 4.89 4.79 4.97

Miscellaneous 11.78 11.98 12.14 11.89 12.08 12.2 11.95

When simulation experiment that aimed at imposing 15% GST on all items
other than the food group was conducted, the results revealed that the percentage
share of expenditure on food decreased by 1.9 percent while remaining budget share
expenditure on all items increased by 0.72 percent for housing, 0.1 percent for
clothing and Health and Personal Care, 0.2 percent for Fuel and Lighting, 0.51
percent for personal expenditure, 0.59 percent for education and 0.36 percent in
case of miscellaneous items. When imposing 15% GST on all items other than the
food group was imposed, personal expenditure group again came out to be a good
nominee for taxation. Therefore, if food is not imposed with GST so that poorer
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sections is not worse off, then, personal care and fuel and lighting remains there as
good options for GST insinuation in Pakistan.

Likewise, when 0% GST was imposed on food group while 17% on all other
commodity groups, it was observed that the percentage budget share expenditure
on food decreased by 1.76 percent on food items and same was the case with Health
and Personal Care where it decreased by 0.05 percent. When five commodity group
including housing, clothing, fuel and lighting, personal expenditure, education and
miscellaneous goods percentage budget share expenditure was considered, results
stipulated that it increased by 1.02 percent for housing, 0.32 percent for clothing,
0.18 percent for Fuel and Lighting, 0.36 percent for personal expenditure,0.61
percent for education and 0.11 percent in case of miscellaneous goods. A 17% GST
on health and personal care had a negligible effect on its average budget share
expenditure. However, personal expenditure group again came out to be a good
nominee for 17% GST when accompanied by 0% GST on food.

In addition to this, 10% of GST on exposed that the average percentage
budget share expenditure on all commodity groups other than fuel and lighting
increased. In case of food items, it increased by 1.33 percent following by 1.32
percent for housing, 0.07 percent in case of clothing, 0.06 percent for Health and
Personal Care, 0.8 percent for Personal Expenditure, 0.79 percent in case of
education and lastly 0.3 percent increase in average percentage budget share
expenditure on miscellaneous items. Simulation experiment of this kind made
personal expenditure group once again a taxable commodity group. Conversely,
when 3% GST on food and 14% on other items were imposed, the simulated
experiment indicated that the average budget share on all commodity groups
increased except that of fuel and lighting and health and personal care expenditures.
The expenditure share of food increased by 0.97 percent which was followed by
1.47 percent for housing, 0.22 percent for clothing, 0.61 percent for personal
expenditure, 0.69 percent for education and 0.42 percent increase in the average
budget share expenditure on miscellaneous items. Contrariwise, 0% GST on food
and 13% on other Items revealed an increase in budget share expenditures on all
items except food where it showed a decline in 2.61 percent.

5. Conclusions

The objective of this study was to figure out the impact of indirect taxation
on consumer demand in Pakistan and to test statistically the generally held belief
that an increase in prices (due to indirect taxes on aggregate commodity groups),
drastically alters consumption patterns of households. Based on the Data on
Household Expenditure Surveys, results revealed that there was a significant
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difference between the consumption patterns of Pakistani households. Therefore,
an alteration in tax reform would affect the consumption of aggregate commodity
groups.

It was seen that aggregate commodity group related consumption and
spending behaviors in the lives of Pakistani households were of critical importance
for designing tax policy and reform in the country. QUAIDS model was estimated
using SUR technique. The study exposed that decision that could be taken regarding
which group should be taxed more or less varied at different levels of inequality
aversion. If no inequality aversion (e=0) was the target, then, the policy makers
must tax items of personal care as the social welfare loss was minimum if personal
care items were imposed with GST. Similarly, other results could be used in view
of set targets of tax authorities.

There is no doubt that VAT would bring enormous volume of revenue if
applied in its true sense. VAT imposition, however, is not a suitable idea in case of
Pakistan because the economy encompasses amalgam of certain informal and
undocumented components. Food insecurity, low economic growth rates, high
inflation, and unemployment rates have contributed to mounting poverty in the
country. Therefore, instigating VAT in such circumstances would negatively affect
the welfare of people who are living hand to mouth and those who are near the
poverty line and even those who are counted in middle income group. Since, VAT
would raise the prices of goods, lower middle class families will be pushed towards
or below poverty line. Hence, VAT might be a good idea for developed economies
but not for Pakistan. In view of aforementioned conclusions, it is recommended that
VAT should not be imposed unless fitting measures intended at poor and vulnerable
sections of the society have been ratified and strategies to ease the vulnerable have
been uncovered. The current study suggests VAT imposition on tobacco and
miscellaneous items because if food was taxed, households who are living closer to
poverty line might be pushed below or towards it, thus, increasing social inequality
in the society. Therefore, VAT insinuation may seem reasonable on economic
grounds but it is not desirable on social grounds.
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