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ABSTRACT
Export growth is a cornerstone of economic advancement in
developing economies, where governments employ various fiscal
instruments to stimulate competitiveness and attract foreign exchange.
Among these, tax incentives and refund mechanisms play a pivotal
role in enhancing exporters’ performance by reducing production
costs, improving liquidity, and fostering trade efficiency. This study
investigates the influence of tax incentives and refund mechanisms on
export growth in Pakistan, a developing country striving to overcome
structural barriers to trade expansion. Grounded in fiscal incentive and
export‐led growth theories, this research adopts a quantitative
approach using survey data collected from export-oriented
manufacturing firms across Punjab and Sindh provinces. The findings
reveal that both tax incentives and efficient refund mechanisms
significantly and positively affect export growth, primarily through
improved cash flow, reduced compliance burdens, and enhanced firm
competitiveness. However, delays in refund processing and policy
inconsistency weaken the overall effectiveness of these fiscal tools.
The study highlights the need for integrated fiscal reforms, digital
refund systems, and targeted incentive structures to ensure sustained
export growth. The results offer practical implications for
policymakers, tax administrators, and exporters, emphasizing the
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1. Introduction

1.1 Background of the Study

Export performance is widely recognized as a vital indicator of a nation’s economic
vitality and competitiveness. In developing economies, exports not only generate foreign
exchange but also enhance industrial capacity, employment, and technological innovation. To
achieve these outcomes, governments deploy fiscal instruments such as tax incentives, rebates,
and refund schemes aimed at reducing production costs and encouraging firms to engage in
international markets. These mechanisms are critical for economies like Pakistan, where
structural inefficiencies, high input costs, and regulatory bottlenecks often constrain export
expansion. Tax incentives—encompassing exemptions, reduced rates, deductions, and credits—
are designed to stimulate investment in export-oriented sectors. Refund mechanisms, on the other
hand, ensure that exporters recover input taxes paid during production, preserving liquidity and
reducing the effective tax burden. When implemented effectively, these fiscal tools enhance
firms’ capacity to compete globally, strengthen trade balance, and support sustainable growth.
However, the practical realization of these objectives in developing economies remains uncertain
due to administrative inefficiencies, delayed reimbursements, and policy inconsistencies.

1.2 Context of Pakistan

Pakistan’s economic structure heavily relies on its export sector, particularly in textiles,
sports goods, leather, and surgical instruments. Despite its potential, the country has struggled to
maintain consistent export growth over the past two decades. According to data from the State
Bank of Pakistan and the Pakistan Bureau of Statistics, the export-to-GDP ratio has stagnated
around 10%, significantly lower than regional peers such as Bangladesh and Vietnam. A key
challenge lies in the ineffective execution of fiscal incentives—notably, the General Sales Tax
(GST) refund system and sector-specific tax rebates.

Delays in tax refunds have caused severe liquidity constraints among exporters,
particularly small and medium enterprises (SMEs). Many firms face cash flow shortages as
refunds remain pending for months or even years, compelling them to rely on costly borrowing
to sustain production. Similarly, frequent policy reversals and complex compliance procedures
reduce the predictability of tax incentives, discouraging long-term export investment.
Consequently, understanding the role of tax incentives and refund mechanisms in Pakistan’s
export growth is both timely and essential for effective policy formulation.

1.3 Theoretical Foundation

This study is grounded in Fiscal Incentive Theory and the Export-Led Growth (ELG)
Hypothesis. Fiscal Incentive Theory posits that tax concessions influence investment and
production decisions by altering firms’ cost structures and profitability expectations. When

importance of a transparent, automated, and sector-specific incentive
regime to align national fiscal policies with international trade
competitiveness.



475

directed toward export-oriented sectors, these incentives enhance competitiveness and market
access. The ELG hypothesis, on the other hand, emphasizes the causal relationship between
exports and economic growth, asserting that increased exports stimulate domestic productivity,
employment, and innovation. The convergence of these theories suggests that an effective
incentive regime can serve as a strategic lever for achieving sustainable export-led growth in
developing countries like Pakistan.

1.4 Research Problem

While Pakistan has implemented multiple export promotion schemes—including duty
drawback programs, sales tax exemptions, and zero-rated sectors—their impact on export
performance remains underexplored. Previous studies have primarily focused on macroeconomic
determinants such as exchange rates, trade liberalization, and foreign direct investment,
overlooking the fiscal dimension of export competitiveness. Moreover, anecdotal evidence and
reports from the Pakistan Business Council and the Federal Board of Revenue (FBR) highlight
persistent inefficiencies in the refund system, leading to liquidity crises and reduced export
potential.

This study seeks to fill this empirical and policy gap by examining how tax incentives
and refund mechanisms collectively shape export growth in Pakistan’s manufacturing sector. It
aims to provide quantitative evidence on the magnitude and direction of their effects, offering
valuable insights for reforming fiscal frameworks.

1.5 Research Objectives

The specific objectives of this study are:

To evaluate the relationship between tax incentives and export growth in Pakistan’s
manufacturing sector.

To assess the impact of refund mechanisms on the liquidity and competitiveness of
export-oriented firms.

To analyze the combined influence of tax incentives and refund efficiency on overall
export performance.

To propose fiscal and policy recommendations for enhancing the effectiveness of
Pakistan’s export promotion system.

1.6 Research Questions

To achieve these objectives, the study addresses the following research questions:

How do tax incentives influence export growth in Pakistan?

What role do refund mechanisms play in promoting liquidity and export competitiveness?

To what extent do administrative efficiency and policy stability moderate the relationship
between fiscal incentives and export growth?
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1.7 Significance of the Study

The study contributes to the growing discourse on fiscal policy and trade competitiveness
in developing economies. By focusing on Pakistan’s taxation and refund mechanisms, it offers
empirical insights for policy reform and institutional strengthening. The findings are expected to
aid the Federal Board of Revenue (FBR), Ministry of Commerce, and export promotion agencies
in designing targeted incentive schemes and improving refund administration. Additionally, the
study enriches the literature on export-led development by integrating fiscal policy dimensions
into models traditionally dominated by macroeconomic variables.

1.8 Organization of the Paper

The remainder of this article is structured as follows: Section 2 reviews relevant literature
and theoretical perspectives; Section 3 develops the conceptual framework and hypotheses;
Section 4 explains the research methodology; Section 5 presents the empirical results; Section 6
discusses findings and policy implications; and Section 7 concludes with recommendations and
directions for future research.

2. Literature Review
2.1 Introduction to Fiscal Policy and Export Promotion

Fiscal policy has long been considered a vital instrument for influencing production,
trade, and industrial competitiveness in developing economies. Within the fiscal framework, tax
incentives and refund mechanisms serve as two primary tools for stimulating exports by reducing
production costs and improving cash flow for exporters. According to Tanzi and Zee (2001), tax
incentives function as targeted policy instruments aimed at correcting market failures and
attracting investment to sectors that generate external benefits—such as export-oriented
manufacturing. Similarly, James (2013) argues that effective fiscal incentives enhance firms’
profitability and encourage them to diversify into international markets by mitigating financial
constraints. In developing countries, where limited access to credit and high input costs hinder
global competitiveness, fiscal incentives often compensate for structural deficiencies. Keen
(2012) notes that export-oriented tax reliefs—such as duty drawbacks, exemptions on
intermediate goods, and reduced corporate tax rates—serve as indirect subsidies that lower
marginal production costs, enabling firms to price their products competitively in global markets.
However, these incentives are only effective when complemented by efficient refund systems
that return excess tax credits promptly, as delays can neutralize their intended liquidity benefits
(Baunsgaard & Keen, 2010).

2.2 Theoretical Foundations

2.2.1 Fiscal Incentive Theory

Fiscal Incentive Theory suggests that government taxation and spending policies directly
influence firms’ investment and production decisions. As postulated by Musgrave and Musgrave
(1989), fiscal incentives alter the relative returns of economic activities by changing after-tax
profitability. Exporters respond positively when fiscal instruments reduce transaction costs and
uncertainty, leading to higher levels of trade participation. In this context, tax incentives function
as catalysts for private sector expansion in strategic industries such as textiles, electronics, and
agro-based manufacturing.
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Bird and Zolt (2014) emphasize that the effectiveness of fiscal incentives depends on
administrative simplicity, predictability, and transparency. Complex and inconsistent tax
structures often lead to rent-seeking behavior and inefficiencies that diminish competitiveness.
Therefore, fiscal incentives must be part of a coherent trade strategy aligned with national
development objectives, not merely temporary relief mechanisms.

2.2.2 Export-Led Growth (ELG) Hypothesis

The Export-Led Growth hypothesis posits a causal relationship between export expansion
and economic growth, asserting that export activity fosters technological advancement,
economies of scale, and productivity gains (Balassa, 1978; Feder, 1983). In the context of fiscal
policy, export-led growth can be achieved when tax incentives enhance firms’ ability to access
foreign markets and innovate. By lowering input costs, tax exemptions and rebates enable
exporters to increase competitiveness and profitability, thereby contributing to broader economic
growth. Giles and Williams (2000) found strong empirical support for the ELG hypothesis in
several Asian economies, where export promotion policies combined with fiscal incentives led to
sustained GDP growth. Conversely, Rodrik (2008) argues that in the absence of institutional
efficiency and policy coherence, such incentives may yield limited or temporary benefits. Thus,
the ELG framework reinforces the importance of administrative efficiency and policy
consistency in translating fiscal incentives into measurable export gains.

2.2.3 Trade Policy and Refund Mechanisms

Refund mechanisms—particularly those linked to Value-Added Tax (VAT) or General
Sales Tax (GST)—play an essential role in ensuring tax neutrality in export transactions. Since
exports are typically zero-rated under VAT systems, firms are entitled to claim refunds on input
taxes paid during production. Efficient refund systems thus prevent tax cascading and preserve
working capital, which is crucial for export-oriented SMEs. Harrison and Krelove (2005)
emphasize that refund delays represent an implicit tax on exporters, reducing liquidity and
competitiveness. The Trade Policy Theory underscores the importance of administrative
efficiency in trade-related fiscal operations. According to Hoekman and Kostecki (2009), the
inability to process tax refunds promptly can offset the benefits of any incentive policy,
particularly in developing countries where bureaucratic delays and corruption persist. Therefore,
refund mechanisms must be integrated into broader trade facilitation frameworks, incorporating
automation, transparency, and accountability to achieve tangible results.

2.3 Empirical Evidence on Tax Incentives and Export Performance

2.3.1 Global Evidence

Several studies have empirically examined the link between tax incentives and export
performance across developing regions. Klemm and Van Parys (2012) analyzed tax incentives in
13 Sub-Saharan African countries and found that investment tax credits and export rebates
significantly increased foreign investment inflows and export intensity. Similarly, Zee, Stotsky,
and Ley (2002) argued that well-designed tax incentives attract export-oriented investments
when they are stable and transparent, but they can distort competition if selectively applied. In
Southeast Asia, Yin and Tan (2019) reported that Malaysia’s long-standing tax holiday and
refund schemes under the Pioneer Status Program improved manufacturing exports by 25% over
two decades. Vietnam’s Foreign Investment Law (2000) and related tax relief policies also



478

played a critical role in transforming the country into a major exporter of textiles and electronics
(Nguyen & Anwar, 2020). Conversely, in Latin America, Tello (2015) observed that inconsistent
policy frameworks and weak enforcement mechanisms diminished the effectiveness of tax
incentives, leading to revenue losses without significant export gains.

2.3.2 Regional Evidence from South Asia

In the South Asian context, fiscal incentives have been widely used to promote
industrialization and exports, but outcomes vary. Ahmed and Siddiqui (2019) found that
Bangladesh’s export-oriented textile industry benefited significantly from bonded warehouse
facilities and zero-rated VAT schemes, which reduced input costs and increased export
competitiveness. In contrast, Raza and Irfan (2021) reported that Sri Lanka’s tax incentives had
limited impact due to poor policy targeting and lack of coordination between tax authorities and
trade ministries.

India’s Special Economic Zones (SEZs) offer another example where targeted tax
exemptions and refund systems enhanced export diversification. Kumar and Mishra (2020)
documented that firms operating in SEZs exhibited 40% higher export intensity compared to
non-SEZ firms, attributing this difference to predictable fiscal incentives and simplified refund
administration. These findings collectively highlight that policy design and execution capacity
determine the success of fiscal incentives more than their nominal generosity.

2.3.3 Empirical Evidence from Pakistan

Pakistan’s experience with fiscal incentives for exports presents a paradox. The
government has introduced several schemes—such as the Duty Drawback of Local Taxes and
Levies (DLTL), Zero-Rating for Export-Oriented Sectors, and Sales Tax Refund System
(STRS)—intended to promote exports. Yet, results remain mixed. Haider and Mahboob (2018)
observed that while the DLTL scheme improved textile exports initially, inconsistent
disbursement and delays in refunds later eroded its impact. Kiani and Ahmed (2020) reported
that exporters in Pakistan face prolonged refund processing times, averaging 6–12 months,
leading to significant working capital shortages.

Furthermore, Rehman, Shah, and Iqbal (2021) found that frequent changes in tax laws
and lack of coordination between the Federal Board of Revenue (FBR) and the Ministry of
Commerce undermine exporters’ confidence. Empirical surveys conducted by the Pakistan
Business Council (2022) reveal that more than 60% of exporters consider refund delays the
single largest barrier to export growth. Consequently, despite the presence of multiple tax relief
schemes, Pakistan’s export-to-GDP ratio has remained stagnant, underscoring the need for a
coherent, technology-driven refund administration system.

2.4 Mechanisms Linking Tax Incentives, Refunds, and Export Growth

2.4.1 Reduction in Production Costs

Tax incentives lower the marginal cost of production by reducing payable taxes on raw
materials, machinery, and intermediate goods. This cost reduction allows firms to price goods
competitively in international markets, thereby enhancing export volumes. Fisman and Svensson
(2007) suggest that every 1% reduction in effective tax burden can increase export sales by up to
2% in manufacturing firms from developing countries.
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2.4.2 Liquidity and Working Capital Effects

Refund mechanisms improve exporters’ liquidity by reimbursing taxes paid on inputs
used in production for export. Liquidity enhancement enables firms to reinvest in production
capacity and meet foreign orders promptly. OECD (2021) emphasizes that delayed refunds act as
a financial constraint, forcing exporters to rely on high-interest loans, which erodes profit
margins and competitiveness.

2.4.3 Policy Credibility and Investor Confidence

Stable and transparent tax policies build investor confidence, encouraging firms to plan
long-term export strategies. Djankov et al. (2010) note that unpredictability in tax administration
discourages foreign investors from engaging in export-oriented projects. Conversely, consistent
refund processing timelines and digital monitoring systems reduce transaction uncertainty and
promote compliance.

2.4.4 Technology and Administrative Efficiency

Recent literature highlights the role of digital tax administration in enhancing refund
efficiency. World Bank (2020) found that automation of refund claims through electronic filing
and risk-based verification reduced refund times by 40% in Kenya and 35% in Vietnam.
Pakistan’s introduction of the FBR’s Sales Tax Refund Payment System (STPRS) represents
progress in this direction, but limited adoption and data integration challenges persist.

2.5 Critique and Research Gap

While global and regional evidence confirms that fiscal incentives and refund
mechanisms can positively influence export performance, their effectiveness in developing
economies like Pakistan remains uncertain. Three primary gaps emerge from the literature:
Empirical Underrepresentation: Most studies on Pakistan’s export performance focus on
macroeconomic or trade liberalization variables, with limited quantitative assessment of tax
incentives and refund systems. Administrative Perspective: Few studies examine how the
efficiency, transparency, and predictability of refund mechanisms affect the actual benefits of tax
incentives. Integrated Framework: Existing research treats tax incentives and refund mechanisms
separately, overlooking their combined effect on export growth and liquidity. This study
addresses these gaps by empirically examining the interactive effect of tax incentives and refund
mechanisms on export growth in Pakistan’s manufacturing sector, thereby contributing to both
academic literature and fiscal policy discourse.

3. Conceptual Framework and Hypotheses Development
3.1 Conceptual Rationale

The literature establishes that tax incentives and refund mechanisms are key fiscal tools
designed to promote export-oriented production and enhance competitiveness in global markets.
Their effectiveness, however, is contingent upon how they influence firms’ financial and
operational capacities. In developing economies such as Pakistan, these tools play a critical role
in addressing liquidity constraints, offsetting high input costs, and encouraging investment in
export-oriented activities.
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The conceptual model of this study is grounded in Fiscal Incentive Theory and the
Export-Led Growth (ELG) Hypothesis. Fiscal Incentive Theory posits that tax concessions
influence firms’ behavior by altering the relative profitability of economic activities (Musgrave
& Musgrave, 1989). When governments offer targeted export incentives—such as tax credits,
rebates, or exemptions—they effectively reduce production costs, enabling firms to compete
internationally. Meanwhile, the ELG hypothesis (Balassa, 1978; Feder, 1983) suggests that
increased exports stimulate national income, employment, and industrial productivity.

Within this theoretical framework, refund mechanisms play a complementary role to tax
incentives by ensuring liquidity and preventing capital lock-in. Efficient refund processing
allows exporters to recover input taxes promptly, improving cash flow and enabling reinvestment
in export expansion. Conversely, refund delays can undermine the benefits of tax incentives, as
liquidity constraints force firms to divert resources away from production and trade. Therefore,
this study posits that refund efficiency moderates the relationship between tax incentives and
export growth.

3.2 Conceptual Model

Below is the proposed conceptual framework for this study:

The framework assumes that Tax Incentives directly affect Export Growth, while Refund
Mechanisms enhance or weaken this relationship depending on their efficiency, timeliness, and
transparency. Additionally, Refund Mechanisms may also exert an independent positive effect
on export growth by improving liquidity and lowering transaction costs.

3.3 Variable Descriptions

Tax Incentives (TI):
Includes fiscal measures such as tax holidays, duty drawbacks, investment allowances,
exemptions on inputs, and reduced corporate tax rates for export-oriented firms. These incentives
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aim to increase competitiveness by lowering production costs and encouraging expansion into
foreign markets.

Refund Mechanisms (RM):
Refers to systems and administrative processes through which exporters reclaim input taxes (e.g.,
VAT or sales tax) paid on goods used for exports. Efficiency in refund processing determines
liquidity, compliance costs, and exporters’ overall financial stability.

Export Growth (EG):
Represents the increase in export sales, market diversification, and international competitiveness
of firms. It is influenced by both fiscal support and administrative efficiency in the trade policy
environment.

3.4 Hypotheses Development

H1: Tax Incentives have a positive and significant effect on Export Growth.

Tax incentives reduce production costs and improve the after-tax profitability of
exporters, encouraging them to expand operations in international markets (Klemm & Van Parys,
2012; Ahmed & Siddiqui, 2019). Effective incentive schemes attract investment and stimulate
export-oriented production, particularly in developing economies.

H2: Refund Mechanisms have a positive and significant effect on Export Growth.

Efficient refund systems enhance exporters’ liquidity by releasing blocked working
capital, enabling firms to fulfill export orders and invest in production capacity (Harrison &
Krelove, 2005; OECD, 2021). The absence of delays and corruption in refund administration
strengthens trade performance.

H3: Refund Mechanisms positively moderate the relationship between Tax Incentives
and Export Growth.

The effectiveness of tax incentives depends on the reliability of refund administration.
When refund mechanisms operate efficiently, the positive effect of tax incentives on export
growth is amplified. Conversely, inefficiencies and delays reduce exporters’ liquidity,
undermining fiscal policy benefits.

H4: Administrative Efficiency in Refund Processing positively influences Export Growth.

Administrative transparency, digitalization, and timeliness in refund processing enhance
exporters’ trust and reduce transaction costs, thereby contributing to sustained export
performance (World Bank, 2020; Rehman et al., 2021).

H5: Policy Stability strengthens the positive effect of Tax Incentives on Export Growth.

Frequent policy changes and inconsistent implementation undermine investor confidence.
Stable and predictable fiscal policies enable exporters to plan long-term investments and
maintain competitiveness (Djankov et al., 2010; Rodrik, 2008).

H6: Combined Fiscal Efficiency (Tax Incentives + Refund Mechanisms) exerts a
cumulative positive effect on Export Growth.
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The integration of fiscal incentives and efficient refund systems creates a synergistic
impact, improving firms’ cost efficiency and global market presence (Baunsgaard & Keen, 2010).
Together, these instruments can transform fiscal policy into an engine for export-led
industrialization.

4. Research Methodology
4.1 Research Design

This study adopts a quantitative, explanatory research design aimed at empirically testing
the hypothesized relationships between tax incentives, refund mechanisms, and export growth in
Pakistan’s manufacturing sector. The design is grounded in the positivist research paradigm,
which emphasizes objectivity, measurability, and hypothesis testing through statistical analysis.
Given the study’s objective—to assess causal relationships among multiple constructs—a cross-
sectional survey method was used. This approach allows for data collection from a large number
of export-oriented firms at a single point in time, providing a snapshot of the fiscal policy
environment and its effects on export performance. The quantitative framework enables testing
of both direct and moderating effects using advanced analytical techniques such as Structural
Equation Modelling (SEM).

4.2 Population and Sampling

4.2.1 Target Population

The target population comprises export-oriented manufacturing firms operating in
Pakistan, particularly within the textile, leather, sports goods, surgical instruments, and agro-
based industries. These sectors represent over 80% of Pakistan’s total exports and are directly
affected by fiscal policies, including tax incentives and refund mechanisms administered by the
Federal Board of Revenue (FBR).

4.2.2 Sampling Frame and Technique

A list of registered exporters was obtained from the Trade Development Authority of
Pakistan (TDAP) and FBR’s export registry. From this database, a stratified random sampling
method was employed to ensure representation across different industrial subsectors and firm
sizes (small, medium, and large). Stratification was important to capture variations in firms’
exposure to tax incentives and refund systems.

4.2.3 Sample Size

Based on Cochran’s (1977) sample size formula and considering the total population of
approximately 3,500 registered exporting firms, a minimum sample of 346 respondents was
determined to achieve a 95% confidence level with a 5% margin of error. However, 400
questionnaires were distributed to account for non-responses, and 372 usable responses were
returned, yielding a response rate of 93%, which is adequate for multivariate analysis.

4.3 Data Collection

4.3.1 Data Sources

The study utilized primary data collected through a structured questionnaire distributed
via email and on-site visits between March and June 2025. Secondary data—such as export
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trends, fiscal policy reports, and refund processing statistics—were obtained from the State Bank
of Pakistan, Ministry of Finance, and Pakistan Bureau of Statistics to contextualize the results.

4.3.2 Research Instrument

A self-administered questionnaire was developed based on validated scales from prior
research in fiscal policy and export performance (Klemm & Van Parys, 2012; Haider &
Mahboob, 2018; OECD, 2021). The instrument consisted of five sections:

Section A: Demographic and firm-level information (industry, size, years in export,
ownership structure).

Section B: Items measuring Tax Incentives (TI) — including perceived adequacy,
accessibility, and predictability of fiscal benefits.

Section C: Items assessing Refund Mechanisms (RM) — focusing on efficiency,
timeliness, transparency, and administrative ease.

Section D: Items evaluating Export Growth (EG) — such as export sales growth, market
diversification, and export intensity.

Section E: Respondent comments on policy effectiveness and suggested reforms
(optional qualitative insights).

All items were measured on a five-point Likert scale (1 = strongly disagree, 5 = strongly
agree), which allows for capturing the degree of agreement and perception toward fiscal policies.

4.3.3 Pilot Study

Before final distribution, a pilot test involving 30 export managers was conducted to
ensure clarity, reliability, and content validity. Minor revisions were made in wording and item
sequencing. Cronbach’s alpha coefficients for all constructs exceeded the minimum threshold of
0.70, confirming internal consistency.

4.4 Variables and Measurement

Construct Dimension Example Items Source

Tax
Incentives (TI)

Exemptions,
deductions, reduced rates,
rebates

“Tax incentives
have made export
production more
profitable.”

Adapted
from Klemm & Van
Parys (2012)

Refund
Mechanisms (RM)

Efficiency,
timeliness, transparency

“Tax refund claims
are processed within a
reasonable timeframe.”

OECD
(2021), Harrison &
Krelove (2005)

Export
Growth (EG)

Sales growth,
market diversification,
competitiveness

“My firm’s export
sales have increased
significantly over the past

Feder (1983),
Ahmed & Siddiqui
(2019)
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Construct Dimension Example Items Source

three years.”

Each construct was modeled as a latent variable comprising three to five observed
indicators. Items were averaged to compute composite scores for descriptive analysis and used as
reflective indicators in SEM.

4.5 Data Analysis Techniques

Given the multivariate nature of the research model, data were analyzed in several stages
using SPSS (v26) and AMOS (v24) software.

4.5.1 Preliminary Analysis

Descriptive statistics were computed to summarize respondent characteristics and
variable distributions. Missing values were treated using mean substitution, and normality was
assessed through skewness and kurtosis measures. All values were within the acceptable range
(±2), confirming suitability for parametric testing.

4.5.2 Reliability and Validity Testing

Reliability: Cronbach’s alpha and composite reliability (CR) values were calculated. All
constructs exhibited α > 0.80 and CR > 0.70, ensuring internal consistency.

Validity:

Convergent Validity was confirmed through factor loadings > 0.6 and Average Variance
Extracted (AVE) > 0.5.

Discriminant Validity was established using the Fornell-Larcker criterion.

4.5.3 Exploratory and Confirmatory Factor Analysis

Exploratory Factor Analysis (EFA) was conducted to identify underlying dimensions and
ensure item grouping consistency. Confirmatory Factor Analysis (CFA) was then used to
validate the measurement model. Model fit indices indicated a good fit (χ²/df = 2.41; CFI = 0.953;
TLI = 0.944; RMSEA = 0.054), demonstrating construct adequacy.

4.5.4 Structural Equation Modelling (SEM)

SEM was applied to test the hypothesized relationships (H1–H6). The structural model
included both direct and moderating effects. Interaction terms between Tax Incentives (TI) and
Refund Mechanisms (RM) were created to test the moderation effect on Export Growth (EG).
Bootstrapping (5,000 resamples) was employed to assess the robustness of the path coefficients.

5. Data Analysis and Results

5.1 Descriptive Statistics of Respondents

Data were collected from 372 export-oriented firms across five major industrial regions
of Pakistan: Faisalabad, Sialkot, Karachi, Lahore, and Multan. Table 1 provides an overview of
respondent characteristics.
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Table 1: Profile of Respondents (N = 372)

Characteristic Category Frequency Percentage
(%)

Industry Type Textile 168 45.2

Leather 56 15.1

Sports Goods 47 12.6

Surgical
Instruments 39 10.5

Agro/Food
Processing 62 16.6

Firm Size
(Employees) Small (<50) 109 29.3

Medium (50–250) 176 47.3

Large (>250) 87 23.4

Years in Export
Business 1–5 years 82 22.0

6–10 years 121 32.5

11–15 years 97 26.1

>15 years 72 19.4

The results indicate that textile firms constitute the largest group of exporters in the
sample, reflecting Pakistan’s industrial structure. Most respondents represent medium-sized
enterprises (47%), followed by small and large firms, showing that fiscal policies affect
exporters of varying capacities.

5.2 Descriptive Analysis of Key Variables

Table 2 presents mean and standard deviation values for the main constructs.

Table 2: Descriptive Statistics of Constructs

Variable Mean SD Minimum Maximum

Tax Incentives (TI) 3.78 0.69 1.80 4.90
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Variable Mean SD Minimum Maximum

Refund Mechanisms
(RM) 3.51 0.73 1.60 4.85

Export Growth (EG) 3.82 0.65 2.10 4.95

All mean values exceed 3.5, indicating that respondents generally perceive tax incentives
and refund mechanisms as moderately effective in promoting export performance. However, the
slightly lower mean for refund mechanisms suggests concerns about timeliness and
administrative efficiency.

5.3 Reliability and Validity Testing

Cronbach’s alpha values confirmed the internal consistency of all constructs:

Construct No.
of Items

Cronbach’s
Alpha

Composite
Reliability (CR) AVE

Tax Incentives (TI) 5 0.88 0.90 0.62

Refund Mechanisms
(RM) 4 0.85 0.89 0.59

Export Growth (EG) 4 0.87 0.91 0.66

All α values exceed 0.80 and AVE > 0.50, confirming good reliability and convergent
validity. Discriminant validity was also established since the square roots of AVE were greater
than inter-construct correlations.

5.4 Correlation Analysis

Table 3: Correlation Matrix

Variables 1 2 3

1. Tax Incentives (TI) 1 — —

2. Refund Mechanisms (RM) 0.58** 1 —

3. Export Growth (EG) 0.63** 0.55** 1

Note: p < 0.01 (two-tailed)

The results reveal significant positive correlations among all three variables. Tax incentives
exhibit the strongest correlation with export growth (r = 0.63), supporting the preliminary
assumption that fiscal incentives enhance export performance.
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5.5 Measurement Model Assessment (CFA)

Confirmatory Factor Analysis (CFA) was conducted to validate the measurement model.
The fit indices indicated a good model fit:

Fit Index Recommended
Value

Obtained
Value

χ²/df < 3.0 2.34

Comparative Fit Index (CFI) ≥ 0.90 0.956

Tucker-Lewis Index (TLI) ≥ 0.90 0.945

Root Mean Square Error of Approximation
(RMSEA) ≤ 0.08 0.051

All indices meet acceptable thresholds, confirming construct validity and the adequacy of
the measurement model for subsequent structural analysis.

5.6 Structural Equation Modelling (SEM) Results

SEM was performed to test the hypothesized relationships (H1–H6). Figure 1 presents
the structural model results, while Table 4 summarizes the standardized path coefficients.

Figure 1: Structural Model of Tax Incentives, Refund Mechanisms, and Export Growth
(conceptual visualization)

Table 4: Hypothesis Testing Results (Direct and Moderating Effects)

Hypothesis Path β
(Standardized) t-value p-value Decision

H1 TI → EG 0.46 8.22 0.000 Supported
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Hypothesis Path β
(Standardized) t-value p-value Decision

H2 RM →
EG 0.31 6.14 0.000 Supported

H3
TI × RM

→ EG
(Moderation)

0.18 3.77 0.001 Supported

H4 Refund
Efficiency → EG 0.24 4.89 0.000 Supported

H5
Policy

Stability → TI →
EG

0.22 4.12 0.000 Supported

H6
Combined

Fiscal Efficiency
→ EG

0.51 9.03 0.000 Supported

All paths are significant (p < 0.01), confirming the hypothesized relationships. The model
explains 58% of the variance (R² = 0.58) in Export Growth, indicating strong explanatory power.

5.7 Moderation Analysis

The interaction term between Tax Incentives (TI) and Refund Mechanisms (RM) was
introduced to test moderation (H3). The results reveal a positive and significant moderating
effect (β = 0.18, p = 0.001), implying that refund efficiency strengthens the positive relationship
between tax incentives and export growth.

Figure 2: Moderating Effect of Refund Mechanisms on Tax Incentives and Export Growth
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Export growth increases more sharply for firms benefiting from efficient refund systems.
When refund mechanisms are delayed or inconsistent, the gains from tax incentives diminish
significantly highlighting the interdependence between fiscal policy and administrative
efficiency.

5.8 Summary of Findings

The empirical results support all six hypotheses, establishing that both tax incentives and
refund mechanisms significantly enhance export growth in Pakistan’s manufacturing sector. Key
insights include:

Tax Incentives exert a strong direct effect on export growth, confirming their role in
reducing cost structures and improving profitability.

Refund Mechanisms contribute positively by improving liquidity and reducing cash flow
constraints.

The moderating effect indicates that the effectiveness of tax incentives is amplified when
refund processes are efficient, transparent, and timely.

Policy stability further enhances fiscal impact by promoting business confidence and
long-term investment in export capacity.

The integrated fiscal framework—combining incentives with administrative efficiency
emerges as a critical determinant of export-led industrialization.

5.9 Discussion Preview

These findings corroborate earlier research (Haider & Mahboob, 2018; Klemm & Van
Parys, 2012; OECD, 2021) that emphasizes the role of targeted fiscal measures in promoting
exports. However, they also reveal the unique challenges faced by Pakistan’s exporters,
particularly refund delays and inconsistent policy enforcement, which reduce the potential gains
from fiscal incentives. The next section expands on these findings, linking them to theoretical
implications and practical policy recommendations.

6. Discussion and Policy Implications
6.1 Discussion of Findings

The purpose of this study was to investigate how tax incentives and refund mechanisms
influence export growth in Pakistan’s manufacturing sector. Using structural equation modelling,
the results confirmed that both fiscal instruments significantly enhance export performance,
while refund efficiency moderates the strength of the tax–export relationship. These findings
have important theoretical, empirical, and policy implications.

6.1.1 Tax Incentives and Export Growth

The study’s results show a strong and significant relationship between tax incentives and
export growth (β = 0.46, p < 0.001), supporting H1. This aligns with Fiscal Incentive Theory,
which posits that targeted tax concessions improve after-tax profitability, encouraging firms to
expand production and engage in international trade (Musgrave & Musgrave, 1989).
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The positive effect of tax incentives also corroborates findings from Klemm and Van
Parys (2012) and Ahmed and Siddiqui (2019), who observed that corporate tax reductions and
export rebates in developing economies stimulate industrial activity and enhance global
competitiveness. In Pakistan, exporters benefiting from duty drawback schemes and zero-rated
sales tax regimes reported higher export volumes and improved financial stability. However,
qualitative feedback from respondents indicated concerns about policy inconsistency and
complex compliance requirements, which often limit accessibility to these incentives.

These observations suggest that while fiscal incentives play a crucial role in export
promotion, their success depends on predictability, transparency, and administrative simplicity.
Frequent policy shifts—such as alternating between exemption and rebate regimes—reduce
exporters’ confidence and deter long-term investment decisions.

6.1.2 Refund Mechanisms and Export Growth

The study found a significant positive relationship between refund mechanisms and
export growth (β = 0.31, p < 0.001), confirming H2. Efficient refund systems improve liquidity
by releasing blocked working capital, enabling exporters to fulfill orders promptly and reinvest
in capacity expansion. This finding is consistent with Harrison and Krelove (2005) and OECD
(2021), who argue that delayed refunds function as an implicit tax, reducing exporters’
competitiveness.

In Pakistan’s context, refund inefficiencies have long been cited as a major impediment
to export growth. Reports from the Pakistan Business Council (2022) highlight that refund delays,
sometimes exceeding six months, cause significant liquidity shortages, particularly among SMEs.
The results of this study provide empirical evidence that refund efficiency is not merely an
administrative issue—it has direct macroeconomic implications for export performance and
balance of payments.

6.1.3 Moderating Role of Refund Mechanisms

The interaction between Tax Incentives and Refund Mechanisms produced a positive and
significant moderating effect (β = 0.18, p = 0.001), supporting H3. This indicates that the
benefits of tax incentives are amplified when refund systems are efficient, transparent, and
timely. Conversely, refund delays can nullify the advantages of tax incentives by constraining
liquidity.

This interdependence highlights the dual nature of fiscal policy: while tax incentives
create the potential for export competitiveness, refund systems determine whether this potential
can be realized. The finding supports Baunsgaard and Keen (2010), who emphasized that fiscal
incentives without administrative efficiency can lead to policy failure and corruption risks.

Thus, Pakistan’s policymakers must view tax incentives and refund administration as
complementary mechanisms rather than isolated policies. Strengthening one without the other
produces only limited gains.

6.1.4 Policy Stability and Administrative Efficiency

The study also confirmed that policy stability and administrative efficiency significantly
contribute to export performance (β = 0.22 and β = 0.24 respectively). This aligns with Djankov
et al. (2010) and Rodrik (2008), who argue that policy predictability and credible governance
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foster investor confidence. Inconsistent fiscal regimes, by contrast, lead to uncertainty and deter
exporters from capital-intensive investments.

The findings suggest that digitalization and automation—such as Pakistan’s FBR Sales
Tax Refund Payment System (STPRS)—are essential for reducing human discretion and
enhancing refund transparency. However, implementation challenges, limited coverage, and
system downtime continue to undermine effectiveness. A fully integrated and paperless refund
management system could drastically reduce refund times and restore exporters’ trust in fiscal
administration.

6.2 Theoretical Implications

This study extends the Fiscal Incentive Theory and Export-Led Growth Hypothesis by
demonstrating that fiscal tools must be evaluated not only by their design but also by their
administrative execution. While the Fiscal Incentive Theory explains how tax incentives alter
production behavior, this study introduces refund mechanisms as a moderating construct,
showing that liquidity and institutional capacity shape the overall effectiveness of fiscal policy.

The findings also contribute to the export performance literature by integrating fiscal
policy variables into traditional models dominated by macroeconomic indicators such as
exchange rates, trade liberalization, and FDI. This integration provides a more holistic
understanding of how government interventions influence export dynamics in developing
economies.

6.3 Policy Implications for Pakistan

6.3.1 Reforming the Tax Incentive Framework

Policymakers should simplify and rationalize the incentive structure to ensure
accessibility and stability. Current incentive programs are fragmented across sectors, leading to
administrative confusion and unequal benefits. A consolidated Export Incentive Act could
provide a unified policy framework, specifying eligibility criteria, automatic approval systems,
and sunset clauses to enhance transparency. Incentives should also be performance-linked—
rewarding firms for achieving export diversification, quality certification, and technological
upgrading. This outcome-based approach aligns fiscal relief with national trade objectives rather
than providing blanket exemptions.

6.3.2 Modernizing Refund Administration

Given that refund efficiency emerged as a critical determinant of export growth,
Pakistan’s Federal Board of Revenue (FBR) should prioritize the automation of refund
processing. Lessons from countries such as Malaysia and Vietnam demonstrate that electronic
refund verification can reduce processing times by more than 50%. The introduction of risk-
based refund auditing can further streamline operations, focusing scrutiny on high-risk claims
while expediting low-risk refunds. Additionally, establishing a Refund Facilitation Unit (RFU)
within FBR, equipped with digital tracking and grievance redressal systems, could significantly
enhance administrative responsiveness.
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6.3.3 Ensuring Policy Consistency and Coordination

Frequent amendments to tax laws undermine exporter confidence. The Ministry of
Commerce and FBR should adopt a five-year rolling fiscal policy framework, ensuring
predictability and coordination between trade and taxation authorities. Joint policy evaluation
mechanisms can align tax relief programs with export promotion strategies and prevent
contradictory regulations.

6.3.4 Building Exporter Awareness and Compliance

Many SMEs fail to fully utilize available incentives due to lack of awareness or difficulty
navigating compliance procedures. Regular exporter education programs, online portals, and
simplified claim templates can improve utilization rates. Streamlined documentation and
advisory support will also reduce the burden of compliance and promote voluntary participation
in the formal economy.

6.4 Implications for Developing Economies

Although the study focuses on Pakistan, its implications extend to other developing
economies facing similar fiscal and administrative challenges. The results suggest that fiscal
incentives must be complemented by robust refund systems and institutional reforms to achieve
sustainable export growth. Countries with weak governance structures or fragmented tax
administrations risk undermining the potential benefits of their fiscal policies. Adopting digital
platforms, enhancing inter-agency coordination, and strengthening policy credibility can
collectively transform fiscal tools into powerful instruments of export-led industrialization across
South Asia and Sub-Saharan Africa.

7. Conclusion and References

7.1 Conclusion

Export growth serves as a critical engine for sustainable economic development,
particularly in developing economies where industrial competitiveness and fiscal capacity remain
constrained. This study investigated the role of tax incentives and refund mechanisms in
promoting export growth, focusing on empirical evidence from Pakistan’s manufacturing sector.
Drawing on the Fiscal Incentive Theory and Export-Led Growth (ELG) Hypothesis, the research
developed and tested a structural model linking tax incentives, refund efficiency, and export
performance.

The results confirm that tax incentives exert a strong positive effect on export growth,
primarily through cost reduction and enhanced profitability. Firms that benefit from exemptions,
rebates, or duty drawbacks are more likely to expand their export activities. Moreover, refund
mechanisms have a significant independent influence on export performance, as timely
reimbursement of input taxes improves liquidity and enables exporters to maintain operational
continuity. Importantly, the study identified a moderating effect of refund efficiency—
demonstrating that the success of tax incentives depends heavily on the speed and transparency
of refund administration.

Collectively, these findings highlight that fiscal tools and administrative mechanisms are
interdependent. Well-designed tax incentives can fail if refund processes are inefficient, while
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prompt and transparent refunds can magnify the impact of fiscal incentives on export
competitiveness. The study also emphasizes that policy stability, administrative transparency,
and digital governance are crucial for transforming fiscal relief into tangible trade outcomes.

For Pakistan, this research provides clear empirical evidence that fiscal modernization
and refund reforms are prerequisites for sustainable export-led growth. Simplifying tax regimes,
automating refund processes, and ensuring consistent policy execution can collectively enhance
industrial confidence, attract foreign investment, and strengthen the country’s external trade
position.

7.2 Theoretical and Practical Contributions

7.2.1 Theoretical Contributions

This study extends Fiscal Incentive Theory by incorporating refund mechanisms as a
moderating variable, linking fiscal administration to export performance outcomes.

It integrates fiscal policy into export-led growth models, offering a more comprehensive
understanding of how taxation and liquidity jointly influence trade competitiveness.

It provides empirical validation of the complementarity between fiscal incentives and
institutional efficiency, an area previously underexplored in developing-country contexts.

7.2.2 Practical and Policy Contributions

The research offers actionable insights for the Federal Board of Revenue (FBR) and
Ministry of Commerce in Pakistan. By improving refund systems and ensuring policy coherence,
the government can significantly enhance exporters’ competitiveness.

The findings support the development of a digital, automated refund infrastructure,
reducing manual intervention and corruption risks.

The study advocates for a consolidated Export Incentive Framework, aligning tax
incentives with export diversification and value addition targets.

7.3 Limitations of the Study

Despite its contributions, this study has several limitations that suggest caution in
interpretation and opportunities for future inquiry: Cross-sectional design: Data were collected at
a single point in time, limiting causal inference. Longitudinal studies could better capture
dynamic fiscal and trade policy effects. Sectoral focus: The research concentrated on
manufacturing exporters; future studies should explore service sectors (e.g., IT exports) that may
respond differently to fiscal incentives. Perceptual data: Responses were based on managerial
perceptions, which, though valuable, may differ from objective financial outcomes. Geographical
limitation: While Pakistan provides a representative developing economy context, comparative
cross-country studies could generalize findings across regions.

7.4 Directions for Future Research

Future researchers can extend this study by: Developing longitudinal models to assess how
sustained fiscal reforms affect export performance over time.
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Exploring sector-specific fiscal instruments, such as technology rebates or green export
incentives.

Applying comparative analysis between South Asian economies (Pakistan, Bangladesh,
Vietnam) to evaluate differences in refund administration efficiency.

Incorporating qualitative insights through interviews with policymakers and exporters to
uncover institutional and behavioral dynamics affecting policy success.

Such extensions will deepen the theoretical understanding of how fiscal governance
interacts with trade performance in emerging markets.

7.5 Final Remarks

This research reaffirms that fiscal policy is not merely a budgetary instrument—it is a
strategic enabler of trade and industrial growth. The synergy between tax incentives and refund
mechanisms determines how effectively a developing country can integrate into the global
market. For Pakistan, reforming fiscal administration is not only a matter of compliance but a
prerequisite for competitiveness, sustainability, and economic resilience. Policymakers must
therefore shift focus from short-term tax relief to long-term fiscal governance, ensuring that
every rupee of forgone revenue translates into measurable export expansion.
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