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income groups as well as in terms of Pareto coefficients and concentration ratio
_during the period 1948-49 to 1957-58 for which published tax data are available2.

Main Findings

Keeping in mind the limitations of the basic data, the tentative conclusions
which emerge from the analysis are summarised below:

i) The degree of inequality in personal income distribution in Pakistan
is quite high, compared not only with developed countries like the
United Kingdom and the United States of America, but also with some
of the developing countries with similar socio-economic set-up.

ii) The distribution of incomes is more skewed in West than in East
Pakistan, especially in favour of the top one per cent of the income tax
population.

iii) Although the pattern of income distribution is still very skewed in
favour of the rich, it is better in 1960-61 than it was in 1948-49 and
there is an overall trend towards a reduction of disparities within the
high income bracket. This trend is,observable not only in indices based j
on All Pakistan data but also in indices based on regional data.

Limitations of Data

The data on which the above conclusions are based are subject to various
limitations and qualifications. In order to avoid giving arty undue importance
to these findings, it is well to recognise their limitations at the start.

No nationwide survey of income distribution has yet been undertaken in
Pakistan. The annual All Pakistan Income Tax Returns published by the Central
Board of Revenue are available from 1947-48 to 1957-58. There is a lag of about
five years between the year of assessment and the year of publication. But other
limitations of tax data are of a more serious nature.

First, only non-agricultural income is subject to income tax, so that almost
_ the entire rural sector falls outside the purview of this study.

Secondly, because of the first and also because of the high exemption limit
of income tax (which is about twenty times higher than the per capita income of
the country at present), a very low percentage of the population is covered by the
tax system— as low as less than one-tenth of one per cent of the population3.

2 No income tax returns have yet been published for the period after 1957-58. The author
was successful, however, in obtaining the unpublished returns for 1960-61 and the analysis in
this paper draws on this unpublished data to indicate the recent trend.

3 “In the U.K. the number of people paying income tax is equal to just over 30 % of the
population, in the U.S.A. 257, in Jamiaca 2.1%;.. . in Ceylon 0.6%;"* [7].
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Thirdly, tax base keeps on changing as exemption limit changes from one
year to the next, thus affecting the comparability of estimates over time. A way-
out is tried in this study by fixing a uniform tax base at Rs. 3,500 for all the years
under consideration although the exemption limits in those years were different
from this base4. The method used here is this: for the years when the exemption
limit was lower than Rs. 3,500 all the income earners below the income category
Rs. 3,500 were cxcluded and when the exemption limit was higher than Rs. 3,500,
we still get quite a large number of observations below the limit for two reasons5:
i) the exemption limit does not apply to foreigners; i) sometimes assessment is
made two to three years after the income is earned and this is usually true of
business income. Here, assessment is made according to the exemption limit of
the year of earning. Since the exemption limit was above Rs. 3,500 for only three
years covered by the study (viz., 1955-56 to 1957-58), the limitation is not a serious
one.

Fourthly, as the coverage of data is affected by the efficiency with which
taxable income is assessed and taxes collected, the more inefficient the tax machi-
nery the less coverage the data are likely to have. One way to measure the effi-
ciency of the tax-collection machinery is to see whether the number of tax payers,
the amount of taxable income and tax yield are increasing with the rise in national
income. Over the period 1949-50 to 1959-60, national income has risen by about
59 per cent, the number of tax payers by 77 per cent, the amount of taxable
income by 76 per cent and the amount of tax yield by 75 per cent (source: Tables
A-5 and A-6). So on the face of it, it appears that the tax machinery has not
been too lax in carrying out its duties. But this comparison is erroneous, however,
because the tax-paying sectors in the economy (e.g., manufacturing, trade,
services, efc.) have been growing at a rate much faster than the rest of the
economy. A rough calculation shows that these sectors increased by 92 per cent
over this period in current prices. Even with the qualification that the tax base
has been raised over the period, this supports the hypothesis that the efficiency
of the tax-collection machinery might have deteriorated during the period covered
by the study especially when it is recalled that the marginal rate of taxation kept
increasing on paper.

Fifthly, as we do not have any direct estimates of personal income, we have
tried to make some approximate estimates of the same from total income,

4 For instance, the exemption limit was Rs. 2,500 for 1948-49, Rs. 3,000 for 1951-52 and
Rs. 4,200 for 1955-56.

5 Thus, in 1957-58, out of a total number of 94,188 tax payers, the income of as many as
15 per cent (or 14,314 tax payers) was shown in the income-tax returns in the Rs. 3,500 to
Rs. 5,000 category.
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excluding company income. These estimates might give an exaggerated figure
because of the inclusion of unregistered firms and other association of personss.

It should also be noted that throughout this study: i) “income” refers only
to the reported money income before deduction of individual income taxes so
that non-money income benefits get automatically excluded. Money income
is defined as the sum of civilian money wages and salaries, entrepreneurial income
from non-farm business or profession, interest, dividends, rents, royalties and
other miscellaneous items; ii) *“‘year’” refers to the year of assessment; and
iii) the unit is the individual tax payer.

Assessments are made according to total income earned which is called
gross taxable income and income classes are formed on the basis of this gross
taxable income. Then some deductions and concessions are made from this gross
taxable income to arrive at the net taxable income which is subject to taxation.
Now, the income figure which appears in the tax returns in Pakistan is the net
taxable income whereas the income categories are based on the gross taxable
income so that this figure is always less than the income figure arrived at by
multiplying the mid-value of income class with the number of assessees in that
class. If there is reason to believe that a higher level of tax concession and de-
ductions is given to the lower income group, any inequality index based on gross
taxable income will show a smaller degree of inequality than the one based on
net taxable income. Again, since East Pakistan enjoys more tax concessions
than West Pakistan, the concentration ratio based on gross taxable income is
much lower than that based on net taxable income in East Pakistan compared
to West Pakistan’.

The background tables on income distribution are given in the Appendix.
These include tables on an all Pakistan basis as well as separately for East and
West Pakistan.

As the population of this study refers to only those tax payers in Pakistan
who earn Rs. 3,500 and over, the study concerns itself with the measurement of
the inequality gap between the bottom and the top of the tax population. The
unavoidable exclusion of the general mass of population does make the problem
look less problematical and the gap narrower. But the limitations of such a
study should be kept constantly in mind if its findings are to be put in their proper
perspective.

6 A rough estimate of the magnitude of this sector is in order here. In 1957-58, 9 per cent
of income tax population and 11.5 per cent of taxable-income belonged to this category
of unregistered firms and other associations of persons.

7 This point is elaborated in Section IV. See also, Table A-4.



Haq: Measurement of Inequality in Urban Income in Pakistan 627
Description of the Measures Used

Although the inadequacy and inaccuracy of data has been the main draw-
back in analysing any income distribution, the profusion of theoretical tools
available to an analyst to study various parts of an income distribution is certainly
a redeeming feature. The choice of a particular set of tools used in this study in
preference to others has been made, firstly, because of the character of the
available data on income, and, secondly, because it was thought that the resultant

measures would be more easily understood by a greater number of readers.

Numerous measures are used all over the world for the description of income
distribution, yet few are so widely known and commonly used as the Pareto index.
This index is derived from Pareto’s law which in its simple form states that the
distribution of income in the upper income ranges can bz described by the
equation N=¢oc when N is the number of persons receiving an income ‘x’
or more, and A and o are two constants. The above fcrmula could also be
represented in the logarithmic form: log N= log A — o< log %, and in this form the
least-square values of A and o are computed. When the number of income
receivers are calculated and plotted on a double log paper, it gives a straight line
with a negative slope. Pareto’s o<, the slope of the straight line, is treated asthe
index of inequality. The higher the value of o, i.e., the steeper the slope of the
Pareto line, the less the dispersion in the size of income within that range and
hence the less the inequality, and vice versa. This would hold for the entire
range of income if the range were adequately described by the Pareto formula,
but in fact no known distribution of income fits this formula except the very high
income tails. For example, in India the Pareto range was found out for incomes
above Rs. 8,400 for the year 1954-55, and within this range the data gave a very
good fit to the formula with the value of oc = 1.72 [1].

The type of income distribution that is observable in Pakistan is Paretian
in the sense that when it is plotted on a double logarithmic paper the result is a
straight line with negative slope. The linearity becomes more obvious when the
calculated results are plotted, and the difference between the observed and the
calculated lines is not of such a magnitude as to give any cause for worry.
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A graph of observed and calculated Pareto lines for the year 1949-50 is
presented in Graph 1. Pareto coeflicient has been calculated for annual incomes
of Rs. 3,500 and over.

100 < D soog
2
< g
é 1 “\ i
N o
e NCN o
x - >
« N\ <
£ \ LA
(2] A n
g LCULATED N OBSERVED ]
¥ CALCULATE §“~ SERVE 2
Q 1 N\ 10 9
& - &
w X w
& S
(¥}
e N g
(LS N N J )
4
z N " g
8 \ W 8
] \ pe
S0 AN 1oy
¥ - i 4\\\\ - ) Y
2 < 2
2 N 7
] »i
3 2
b3
2 2
v (V]
Q) 0.
1000 3000 10000 100000 1000000
(TAXABLE) INCOME SIZE (RS.)
GRAPH | PARETO LINE FOR PAKISTAN FOR THE YEAR 1943-50

Although the Pareto line and the Pareto coefficient give a good indication
of the character of income distribution in the upper ranges in a country, the
Lorenz curve is the technique most commonly used to indicate the differences in
the degree of inequality of different income distributions. It is a simple graphic
device. The cumulated percents of aggregate income are plotted against cumulated
percents of income receivers. If income were evenly distributed this would give
a diagonal straight line rising from the lower left-hand corner to the upper right-
hand corner of the diagram. The convexity of the plotted curve will be greater,
the greater the degree of inequality. However, the conclusions regarding the
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degree of inequality bscome ambiguous

e when the two curves of varying distri-
‘ ~ butions intersect. So Gini invented the
concentration ratio which is the ratio of

the area of concentration to the area of
maximum possible concentration. If we
designate the area inside the Lorenz

curve as A and outside the curve as B, N

then the concentration ratio would be ;

ﬁ—ﬁ. The value of concentration ratio S

- varies between 0 and 1, 0 meaning per- A ’
+  fect equality and 1 perfect inequality. .

A
3

This concentration ratio or Gini 08
coefficient, as it is called, can be approxi- |*/ et /
mated either {) from the Lorenz curve
itself [6,p. 22], ii) from mean difference [2], or iii) from Pareto’s oc [3].

In this study, the concentration ratio has been calculated from mean
difference, as this measure is the mean difference between N incomes divided
by twice the arithmetic average of the N terms. Mean difference is computed
as an arithmetic average of differences, taken without regard to sign, between
all possible pairs of income?.

A word of caution is in order here regarding the comparability of these
two measures of inequality, viz., Pareto and Gini coefficients. As different mea-
) sures give importance to different parts of a distribution, it is not unlikely that
sometimes their movements may not be comparable (see, Table 3, years 1955-56
and 1956-57), or sometimes they may even move in a reverse direction (sez,
Table 3, year 1949-50). So long as both the measures imply the same overall
trend, the non-comparability of year-to-year movement should not be taken
< seriously. o

_ . - [N
8 Sample calculation: . | - 2 ( ’
Mid-values Frequencies - G-
yl x1
y2 x2
y3 x3

. y4 x4 ,
Mean difference = (y2 — y1) x1 x2 + (y3—yl) xl' x3 + (y4—y1) x1 x4 + (y3—y2)
i n!
x2x3 + (y4—y2) x2 x4 + (y4—y3) x3 x4/
ri(n-r)

; mean difference . w

~ concentration ratio =
- 2 arithmetic mean income
. A simpler way of calculating this Gini coefficient from relative mean difference has been worked
- out by Prof. Alfred H. Conrad in [2a]. Here the computation is carried out from two
/ cumulative frequency distributions (the . plotted points on ‘the curve) with the formula:
A R= (pi—I1. qi — pi.'qi — 1)/100,00, where pi’s are the cumulative percentages of the number

of income receivers and qi’s are the cumulative percentages of income received.
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1

Pattern of Income Distribution in 1960-61

The indices computed for the latest year for which data are available (i.e.,
1960-61) show a high degree of inequality amongst the tax-paying population in
Pakistan. Top 1 per cent of such population got 11.3 per cent of income, top
decile accounted for 35.4 per cent of incomes and 50.1 per cent of income
accrued to the top quintile. On the other hand, the bottom 50 per cent of the
tax-paying population had only 23.5 per cent of income. On the basis of cumu-
lative percents of taxable income and income-tax population, a Lorenz curve
was drawn which is shown in Graph 2. The concentration ratio for the year
equals 0.45 and Pareto coeflicient is 1.51.
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The real significance of this pattern of distribution does not become clear
unless we put it in the perspective of the income distribution of other countries,
compare the distribution pattern of the two regions of Pakistan, and find out
whether there is any trend in this pattern and, if so, in what direction.

It is now to these questions that we address ourselves.
m

International Comparison of Pakistan’s Income Distribution

International comparisons always seem to raise great skepticism, more so
in the field of income distribution since there are great differences in the sources
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and coverage of data as well as in the definition of income receiving units in
various countries. Still, in order to highlight the relative position of income
inequalities in Pakistan, it is necessary that some sort of comparisons be made
with all the usual reservations in mind.

As this study is concerned with the pattern of income distribution that is
prevalent within the upper income groups in Pakistan, attempts have been
made to get the distribution pattern within the upper income brackets in other
countries too so as to make the comparison more meaningful. Moreover, as
the Pakistani data are collected entirely from tax returns, comparisons are made
only with those countries which have got similar source of formation for
income-size distribution.

Since we are dealing only with the upper part of an income distribution,
comparison in terms of Pareto lines and Pareto coefficients would be of greater
validity than in terms of concentration ratios, and hence the Pareto lines are
drawn in Graph 3 for Pakistan, the United Kingdom, and the United States of
America (source: Table A-7). The UK line is drawn for people earning over
£ 250 a year and covering about 17 per cent of the total United Kingdom popu-
lation. The USA Pareto line, on the other hand, is concerned with the very
top 1 per cent of the population which is earning over § 10,000 a year.

As the slopes of the Pareto tails are good indicators of the distribution
pattern in the upper income ranges, it is obvious from the graph that the in-
equality gap among the rich pzople in Pakistan is much wider than is the case
with the developed countries like the United Kingdom or the United States of
America. Pakistan’s Pareto line is much flatter and the value of the Pareto coeffi-
cientis 1.51 (1960-61) compared with 1.68 (1947) for the United States of America,
and 1.86 (1949) for the United Kingdom. Whether the same is true for other
underdeveloped countries we do not know but it is quite likely that Pakistan’s
income distribution might be more skewed in favour of the very rich compared
to her neighbours as we have already observed that the Pareto coefficient for
India was found to be 1.72 for the year 1954-55 {1].

The concentration ratios calculated for various countries are available for
comparison purposes, but here the main problem one faces is that whereas the
concentrdtion ratio for Pakistan is based on a tiny fraction of the p opulation,
ratios of other countries refer to the whole population so that it is not very
meaningful to compare just the top part of Lorenz curve of one country with the
whole curve of another, unless in the first country the Lorenz curve runs fairly
smoothly and the curvature of the top piece of the curve is a good representation
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of the whole curve. With these reservations, one may perhaps compare Pakistan’s
concentration ratio with those of India’s and Ceylon’s. Here again, Pakistan
compares unfavourably with these two countries of similar socio-economic
set-up. Pakistan’s concentration ratio is 0.45 (1960-61) as against India’s 0.40
(1953-54 to 1956-57) [4; 8, pp. 711-720] and Ceylon’s 0.42 (1952-53) [5].

It is difficult, however, to put much faith in this type of international compa-
risons. Comparisons between the two wings of Pakistan would be more meaning-
ful. To these we turn now.

Iv
Pattern of Income Distribution in East and West Pakistan

There is a widespread belief that the existing pattern of income distribution
is more unequal in West than in East Pakistan. This seems to be confirmed by the
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shares of various income groups in the upper income bracket as given in Table I
below. It is clear from the table that whereas the top | per cent of the tax-paying
population was receiving less than 10 per cent of the total taxable income in
East Pakistan in 1957-58, the share was as high as 16 per cent in West Pakistan.
On the other hand, the bottom 50 per cent received more than 24 per cent of the
income in East Pakistan and less than 22 per cent in West Pakistan. The pattern
of income distribution, therefore, appears to be more skewed in West Pakistan.

TABLE 1

PATTERN OF INCOME DISTRIBUTION IN EAST AND WEST PAKISTAN

Top Top Top Bottom
Year. Region 1% 10% 209,  50%

East Pakistan A 10.5 43.1 58.0 19.2
1950-51 '

West Pakistan 16.2 443 58.4 18.9

East Pakistan 9.6 34.5 47.4 24.5
1957-58 g

West Pakistan 16.1 41.8 55.4 21.8

Source: Appendix tables.

This impression, however, is not confirmed by other indices of inequality,

such as the Pareto coefficient or the concentration ratio. For most years, these

" indices show a similar pattern of distribution in East and West Pakistan. As a

matter of fact, in 1957-58 the concentration ratio is higher in East Pakistan (0.55

as against 0.53 in West Pakistan)? and the value of Pareto coefficient is equal to

1.47 compared to 1.49 in West Pakistan. Not much significance can be attached,

~ however, to the results obtained from these indices since they run contrary to

the impression one gets from the frequency distribution. Actually, the paradoxical

results obtained from these indices merely illustrate their limitation and show

that these statistical techniques are not quite appropriate for the kind of income
distribution that we are dealing with.

There is another explanation for the paradoxical results obtained by the use
of the Pareto coefficient and the concentration ratio. In this study, the income
classification is based on gross taxable income but the total income shown in
each category is that obtained after allowing for various tax deductions and

9 Although it is obvious from the frequency tables (see, Appendix tables) that the mean
difference in East Pakistan is lower than that of West Pakistan, the average income in East
Pakistan is lower too, which pushes up the concentration ratio.
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As is clear from the above table, the relative shares of the top 1 per cent,
top 10 per cent and top 20 per cent of the tax population have gone down over
the period of 10 years whereas that of the bottom 50 per cent has gone up. The
decline is much sharper in the case of East than in that of West Pakistan. These
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trends are also presented in Graphs 4 and 5. Graph 4 brings out the trend in the
share of income received by the top 1 per cent of the tax-paying popuiation
while Graph 5 presents the trend of the share received by the bottom 50 per cent.
Apart from some rise and fall in the annual series, the overall trend of Graph
4 is downwards and that of Graph § is upwards.
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TABLE III

TREND IN THE INEQUALITY INDICES

Pareto Concentration

Year coefficient ratio
1948-49 1.21 0.61
1949-50 1.23 0.65
1950-51 , 1.42 0.62
1951-52 1.42 0.61
1952-53 1.42 0.61
1953-54 ’ 1.42 0.55
1954-55 1.42 0.55
1955-56 1.48 0.53
1956-57 : 1.54 0.53
1957-58 1.49 0.54
1960-61 1.51 0.45

A similar downward trend is also shown by all the inequality indices that
can be computed on the basis of the above data. These indices are reproduced
in Table III above and illustrated in Graphs 6 and 7. Graph 6 presents the Pareto
lines for three year 1948-49, 1953-54 and 1957-58. The slope of the 1957-58
Pareto line is steeper than those of the earlier years, implying that income in-
equality within the tax-paying population has been decreasing over the period in
Pakistan. The same implication is also suggested by the less convexity of the
Lorenz curves of the later years in Graph 7.

The foregoing analysis is based on the distribution of net taxable income.
If here again we try to construct a hypothetical distribution of gross taxable
income for Pakistan as a whole and compute the shares of various income
groups of the tax population, the distribution pattern becomes more even and the
concentration ratio is only 0.39 for 1957-58 on the basis of gross taxable income
as against 0.54 for net taxable income ((see, Table A-4{e)). If we take the distri-
bution pattern of post-tax income it shows a still more equal distribution with a
concentration ratio of 0.35 for the year 1957-58 ((Table A-4(f)). On the basis of
this indirect check, this much may be said that, within the groups of people
paying income tax, the tax system is working as an equaliser.
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It must be clearly recognised, however, that the conclusion about the
decreasing trend of income concentration in Pakistan is subject to grave limita-
tions. Firstly, for all practical purposes, 1948-49 and 1949-50 should be regarded
as extraordinary years and the observations for these two years should be ruled
out for purposes of analysing the trend. These were the initial years after the
Partition when the tax machinery had still not been organised in any extensive
or efficient manner so that the tax collections were mainly derived from the
few who could easily be brought within the taxation framework. Moreover,
thereswas a good deal of migration of Hindu population from Pakistan, parti-
cularly from East Pakistan, which visibly affected the trend since the Hindu
families happened to be in the high income brackets. Thus, the decline in the
share of the top 1 per cent in East Pakistan, from 30.7 per cent in 1948-49 to
10.5 per cent in 1950-51, cannot be given much significance. Nor is it possible
to give much credence to a Pareto coefficient which is as low as 1.21 in 1948-49
because it is affected by the same set of factors which make the distribution of
top 1 per cent in East Pakistan extraordinarily high in 1948-49, It would be
more appropriate to study the trend from 1950-51 to 1960-61 when the Pareto
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coefficient rises from 1.42 to 1.51 and the pattern of income distribution looks
to be more reasonable compared with the international standards. If we take
the trend over 1950-51 to 1960-61, the decline in income concentration is, of
course, much more modest than what appears to be the case in comparison
with 1948-49,

Secondly, this study does not seek to measure inequality between the
richer and the poorer sections of the population. It covers only 0.1 per cent
of the total population and about 1 per cent of the urban population in Pakistan.
At most what it shows is that the relative position of new entrants and lower
income groups in the fax-paying population is improving. This is an interesting
result as long as it does not obscure the real position about inequalities in the
economy. In fact, as analysed below, various indirect checks reveal that the
inequality of income between the tax-paying population and the rest of the
economy may have been increasing over the period chosen for this study,

Thirdly, a rough idea about the concentration of income in the whole
economy can be formed by computing elasticities of: i) taxable income to
national income; and ii) tax yield to taxable income. As computed in Table A-6,
the elasticity of taxable income to national income is 1.64 (i.e., greater than
unity) which means that the income of the tax-paying population has been
growing at a faster rate than the rest of the population, On the other hand,
the elasticity of tax yield to taxable income is only. 0.43!! (i.e., less than unity)
which shows that the growth in the tax liability was much less than propor-
tionate to the growth in the income of the tax-paying population. In other
words \the tax-paying population has been receiving an increasing share of the
national income while paying a decreasing percentage of it in taxes. This check
at least implies that the inequality of income between the upper income brackets
and the rest of the economy has been increasing over time?j

Fourthly, it should be recalled that the period from 1953 to 1957 was
marked by rapid industrialisation, led by cotton textiles. This was a period
of cumulative capital formation and it is anybody’s guess as to what amount
of income escaped taxation and how much of the actual income earned was
assessed to taxaticn. In fact, the post-Martial law experience of 1958 (when
over Rs. 130 crores of previously escaped income was declared for taxation)
shows that a lot of income was escaping taxation. \Thus even within the
group of people paying income tax, the observation about reduction in income
inequality may just as well be a reflection of increasing tax evasion by high
income groups rather than show a real trend. )

11 This is a crude elasticity which includes the effects of changes in tax rates and tax base.
For studying inequality, this is the relevant one as it gives a complete picture after all the
changes have taken place.
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It is not possible to overcome these limitations of the study with the kind
of data that are available. It is necessary, however, to keep these limitations in
mind so as to resist the temptation of making a generalisation that income
inequality in Pakistan is being reduced gradually. Any such conclusion can
emerge only from further work on various other indices of inequality, like
concentration of industrial and agricultural wealth and concentration of bank
advances, and a more comprehensive study of the income distribution in rural
‘and urban areas. In the meanwhile, this study offers some observations of
limited application to high income groups in the urban areas.
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TABLE A-1 (concld)

PERSONAL INCOME DISTRIBUTION AMONG THE HIGH INCOME GROUPS
IN ALU PAKISTAN

647

1960—61
Income class Income receiver Income received
(rupees per year)
Number Percentages Amount Percentages
(000)
3,500—4,999 2265 2.7 9855.3 1.1
5,000—7,4§9 28458 33.8 111865.0 12.7
© 7,500—9,999 17327 20.6 130154.0 14.8
10,000—12.499 11894 14.1 88390.5 10.0
12,500—14,999 6582 7.8 88473.6 10.0
15,000—19,999 7238 ‘8.6 101132.6 11.5
20,000—24,999 3744 4.4 721414 8.2
25,000 —29,999 2265 27 52309.0 5.9
30,000—39,999 2167 2.6 62263.6 7.1
40,000—49,999 1035 1.2 417904 4.7
50,000—74,999 751 0.9 40908.9 4.6
75,000—99,999 259 03 20179.1 2.3
100,000—199,999 211 0.2 28695.7 33
200,000 and over 80 0.1 32957.8 3.7
Total 84276 100.0 881116.9 99.9

Source: All Pakistan Income Tax Reports and Returns (Statement No. 5), still unpublished.
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Measurement of Inequality
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TABLE A-2 (concld.)

PERSONAL INCOME DISTRIBUTION AMONG THE HIGH INCOME GROUPS IN

EAST PAKISTAN
1957—58
(rlunpqezrsn;:r];sesar) Income lreceiver ’ Income ’received
Number Percentages Amount Percentages
(000)
3,500—4,999 3422 12.8 10506.6 53
5,000—7,499 9910 37.0 41992.2 21.1
7,500—9,999 4312 16.1 23866.7 12.0
10,000—12,499 3317 124 24494.0 123
12,500—14,999 2093 7.8 16971.7 8.5
15,000—19,999 1474 5.5 17688.9 8.9
20,000—24,999 687 2.6 10853.2 55
25,000—29,999 531 20 11265.2 - 8.7
30,000—39,999 455 1.7 11820.4 6.0
40,000—49,999 234 0.9 7479.8 38
50,000—74,999 195 0.7 8840.9 4.4
75,000—99,999 47 02 3544.1 138
100,000—199,999 54 0.2 5937.2 3.0
200,000 and over 19 0.1 3364.4 1.7
26750 100.0 198625.3 100.0

Source: All Pakistan Income Tax Reports and Returns (Statement No, S, East Pakistan),
published by the Central Board of Revenue.
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TABLE A-2 (concld.)

PERSONAL INCOME DISTRIBUTION AMONG THE HIGH INCOME GROUPS IN

EAST PAKISTAN
Income class 195758
(rupees per year) Income ,receiver Income ;eceived
Number Percentages Amount Percentages
(000)
3,500—4,999 3422 12.8 10506.6 53
5,000—7,499 9910 37.0 41992.2 211
7,500—9,999 4312 16.1 23866.7 12,0
10,000—12,499 3317 124 244940 123
12,500——14,999 2093 7.8 16971.7 85
15,000—19,999 1474 5.5 17688.9 8.9
20,000-—24,999 687 2.6 10853.2 55
25,000—29,999 531 20 11265.2 - 5.7
30,000—39,999 455 1.7 118204 6.0
40,000—49,999 234 0.9 7479.8 3.8
50,000—74,999 195 0.7 8840.9 4.4
75,000—99,999 47 0.2 3544.1 18
100,000—199,999 54 0.2 5937.2 3.0
200,000 and over 19 0.1 3364.4 17
26750 100.0 198625.3 100.0

Source: All Pakistan Income Tax Reports and Returns (Statement No. 5, East Pakistan),
published by the Central Board of Revenue.
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TABLE A-3 (concld.)

PERSONAL INCOME DISTRIBUTION AMONG THE HIGH INCOME

GROUPS IN WEST PAKISTAN
| 1957-58
(nllgc;sm:egl;: 9 ’ - Income receiver Income: received
Number Percentages Amount Percentages
‘ T (000)
3,500—4,999 10296 - 154 26711.6 4.6
5,000—7,499 22691 339 96564.3 16.8
7,500—9,999 11878 17.8 65653.1 11.4
10,000—12,499 7526 11.3 56921.0 9.9
12,500—14,999 3128 4.7 32692.1 57
15,000—19,999 4350 - 6.5 52101.5 9.1
20,000—24,999 2417 3.6 38148.9 6.6
25,000—29,999 1521 2.3 32058.1 5.6
30,000—139,999 1313 2.0 37594.8 6.6
40,000—49,999 633 ] 0.9 23930.9 4.2
50,000—74,999 599 0.9 29067.2 5.1
75,000—99,999 206 0.3 15932.1 2.8
100,000—199,999 181 0.3 22760.4 4.0
iO0,000 and over 103 0.1 43641.4 7.6
Total 66842 . 100.0 5737774 100.0

Source: All Pakistan Income Tax Reports and Returns (Statement No. 5, West Pakistan
and Karachi), published by the Central Board of Revenue.
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DISTRIBUTION OF GROSS TAXABLE INCOME
IN WEST PAKISTAN: 1957-58

The Pakistan Development Review
TABLE A-4(a)

Mid-valne Income }'eceivcr Total income received
(in rupees) . Number | % Cum | Cum | Amount % Cum | Cum
% % | (Rs.000) % %

,
4,250 10296 154 154 1000 437580 57 57 1000
6,250 22691 339 493 846 1418187 184 241 943
8,750 11878 178 671 507 1039325  13.5 376 759
11,250 7526 113 784 329 846675 110 486 624
13,750 3128 47 831 216 430100 56 542 Sl4
17,500 4350 65 896 169  76125.0 9.9 641 458
22,500 2417 3.6 932 104 543825 70 711 359
27,500 1521 23 955 68 418275 s4 765 289
735000 T 1313 20 915 45 459550 59 84 BS
45,000 633 09 984 25 284850 37 861 176
62,500 59 09 993 1.6 374375 48 909 139
87,500 206 03 996 07 180250 23 932 91
150,000 181 03 999 04 271500 35 967 68
250,000 103 01 1000 01 257500 33 1000 33
66842 772324.2

Source: Table A-3 (1957-58) for income receiver.
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TABLE A-4(b)

DISTRIBUTION OF GROSS TAXABLE INCOME
IN EAST PAKISTAN: 1957-58

Midovalue ’ Income receiver Total income reccivefl
(in rupees) Number % Cum Cum | Amount % Cum Cum
' " | % | % | (Rs.000) % | %
4,250 3422 -12.8 128  100.0 14543.5 5.0 50 1000
6,250 9910 370 498 872 619375 215 262 950
8,750 4312 16.1 659 . 502 . 377300 129 39.1 138
11,250 . 3317 12.4 78.3 34.1 373162 128 51.9 60.9
13,750 2093 78 86.1 21.7 28778.7 9.9 61.8 48.1
17,500 1474 5.5 91.6 13.9 25795.0 8.8 70.6 38.2
22,500 687 2.6 94.2 84 154575 5.3 75.9 29.4
27,500 531 20 96.2 5.8 14602.5 5.0 ' 80.9 24.1
35,000 455 1.7 97.9 3.8 15925.0 5.5 86.4 19.1
45,000 234 09 98.8 2.1 10530.0 3.6 90.0 13.6
62,500 195 0.7 99.5 12 12187.5 42 94.2 10.0
87,500 47 0.2 99.7 0.5 4112.5 14 95.6 5.8
150,000 54 0.2 99.9 0.3 8100.0 2.8 98.4 4.4
250,000 19 0.1 100.0 0.1 4750.0 1.6 100.0 1.6
25.‘70‘ : 291765.9

Source: Table A-2 (1957-58) for income receiver.

TABLE A-4(c) -
SHARES OF DIFFERENT INCOME GROUPS: 1957-58
Top 1% Top 10% Top 20% Bottom 50%,
East Pakistan 88 320 45.9 26.4
West Pakistan 10.7‘ 35.1 49.5 24.6
TABLE A-4(d)

CONCENTRATION RATIO: 1957-58

East Pakistan 0.37
West Pakistan 0.40
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TABLE A-4(e)

DISTRIBUTION OF GROSS TAXABLE INCOME IN
PAKISTAN: 1957-58

N ‘ Income receiver \ Total income received
%ﬁgg:) | Number ! % Cum Cum | Amount % Cum Cum
| % % | (Rs.000) % | %

4,250 13718 14.7 147 1000 58301.5 5.5 55 100.0

6,250 32601 34.8 49.5 85.3 203756.2  19.1 246 945

8,750 16190 17.3 66.8 50.5 141662.5 13.3 379 754

11,250 10843 11.6 784 33.2 121983.7 114 49.3 62.1

13,750 5221 5.6 84.0 21.6 71788.7 6.7 56.0 50.7

17,500 5824 6.2 90.2 16.0 101920.0 9.6 65.6 44.0

22,500 3104 33 93.5 9.8 69840.0 6.6 722 344.

27,500 2052 22 95.7 6.5 56430.0 5.3 71.5 27.8
35,000 1768 19 97.6 43 61880.0 5.8 83.3 25

45,000 867 09 98.5 24 39015.0 3.7 87.0 16.7

62,500 794 0.8 99.3 15 49625.0 4.7 91.7 13.0

87,500 253 0.3 99.6 0.7 22137.5 21 93.8 83

150,000 235 0.3 99.9 0.4 35250.0 33 97.1 6.2

250,000 122 0.1 100.0 0.1 30500.0 29 100.0 29

93592  100.0 1064090.1 100.0
Shares of Different Income Groups
Top 1% Top 10% Top 20%, Bottom 50%,
All Pakistan 10.1 347 48.8 25.0

Concentration ratio = .39

A,

-\
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, TABLE A-4(f)
\ DISTRIBUTION OF POST-TAX INCOME IN PAKISTAN: 1957.58
: Income receiver ’ Total income after tax
(mlgggnpe“c;a::r) Number| % | Cum ‘ Cum | Amount % Cum Cum
% % | (Rs.000) % %
B 3,500—4,999 13718 14.7 147 1000 57264.7 5.9 5.9 100.0
5,000—7,499 32601 34.8 49.5 853 200116.7 20.5 26.4, 94.1
» 7,500—9,999 16190 17.3 66.8 505 137719.5 142 40.6 73.6
10,000—12,499 10843 11.6 784 332 117359.5 121 52.7 59.4
12,500—14,999 5221 5.6 840 21.6 68100.3 7.0 59.7 473
15,000—19,999 5824 6.2 90.2 160 95012.1 9.8 69.5 40.3
* 20,000—24,999 3104 33 93.5 9.8 63201.1 6.5 76.0 30.5..;
25,000—29,999 2052 22 95.7 6.5 49149.6 5.1 81.1 24,0
30,000—39,999 1768 1.9 97.6 43 51778.7 53 86.4 18.9
40,000—49,999 867 0.9 98.5 24 318757 33 89.7 13.6
50,000—74,999 794 0.8 99.3 L5_ 399813 4.1 93.8 10.3
‘ 75,000—99,999 253 0.3 99.6 0.7 17048.5 1.7 955 ' 62
100,000-—199,999 235 0.3 99.9 04 270972 2.8 98.3 4.5
> 200,000 and over 122 0.1 100.0 0.1 162252 1.7 100.0 1.7
93592 ’ 971930.1 100.0

Shares of Different Income Groups

Top 1%, Top 10%, _ Top 20%, Bottom 50%,

All Pakistan 7.7 30.8 45.3 26.8

Concentration ratio = .35
b
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TABLE A-5

INCREASE IN THE NUMBER OF TAX PAYERS IN RELATION TO THE

RISE IN NATIONAL INCOME AND INCREASE IN POPULATION

Number of tax payers National Col. (1)

Year All East West In(cﬁ:sm © })a(:?c;: z;(l:so.l% E)Sf)
Pakistan | Pakistan | Pakistan | million) | (million)
m | @ ® @ ®) ©
1949-50 47664 10139 37525 17554 74.6 .06
1950-51 46779 — —_ 17877 76.4 .06
1951-52 57577 16617 40960 19175 79.9 .07
1952-53 56679 16438 40401 19435 §0.8 07
1953-54 60351 14920 45431 19196 82.3 .07
1954-55 70704 17706 52998 18178 83.8 .08
1955-56 74435 19980 54455 19767 85.2 .09
1956-57 93592 | 26750 66842 23360 86.8 A1
1959-60 84276 — — 27924 91.9 .09
Notes: 1) Tax payers here mean only those who are included in this study. The actual number

of tax payers is somewhat higher than this figure because in the actual tax returns
there are always some tax payers below the cut-off line we have used here.

2) National income and population data are from the Statistical Bulletin published
by the C.S.0.

3) No estimate of national income is available for the year 1948-49.

4) A lag of one year has been used for the number of tax payers as tax returns refer
to income earners of the previous year.

5) For1951-52 and 1960-61, regional breakdown of income tax data are not available,
As we have used a lag of one year in this table, regional breakdown of tax payers
are not available for 1950-51 and 1959-60.
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v TABLE A-6
h National income Net taxable income Tax yield
Year (Rs. million) (Rs. 000) (Rs. 000)
1949-50 17554 50g453.0 74363.0
2 1950-51 17877 481163.0 75871.3
1951-52 19175 588477.2 84278.0
: 1952-53 19435 576766.5 765908.7
195354 19196 602274.2 80050.7
1954-55 18178 616351.3 70477.2
1955-56 19767 680725.6 82321.8
1956-57 23360 772402.7 92160.1

€1

€ = T b Xi—Xtr

Where Yt is national income of the year 1956-57.

- Xt — X7 Yeq

X : YTYM = 1.64

Te —Ter X1

= 0.43

X is net taxable income of the year 1956-57.
and Tt is personal income tax yield of the year 1956-57.

Note :

For taxable income and income tax yield a lag of one year has been used as tax is

levied on previous year's income.
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TABLE A-7(a)
DISTRIBUTION OF INCOME AMONG THE
UPPER INCOME BRACKETS IN THE UNITED KINGDOM: 1949

Income receiver Total income before tax

(,:,Ié’.fro}'é:n N&r)nober Percentage £ million Percentage

¢y ¢ (2)) €) 1)) ©)

250—499 10,310 76.2 3,546 51.9
500—999 2,443 18.1 1,614 23.6
1,000—1,99% 545 : 4.0 728 10.6
2,000—9,999 219 1.6 760 111
10,000 and over ‘ 11 0.1 190 2.8
Total ... 13,528 100.0 6,838 100.0

Source: National Income and Expenditure of the U.K., 1946 to 1950. (London: H.M.S.0.).

TABLE A-7(b)
DISTRIBUTION OF INCOME AMONG THE
UPPER INCOME BRACKETS IN THE UNITED STATES: 1947

) Number of returns Total income before tax
I?;%?: yg:la;s)s Number Percentage $ million Percentage

1) ((g))) ©)) Q) )
10,000—11,000 148 14.7 1548 7.1
11,000—12,000 - 114 11.3 . 1304 6.0
12,000—13,000 94 9.3 1171 53
13,000—14,000 74 7.3 1004 4.6
14,000—15,000 64 6.4 930 42
15,000—20,000 205 20.4 3520 16.1
20,000 and over 308 30.6 12397 56.7
1007 100.0 21874 100.0

Source: (6, pp. 522 and 543).





