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I. PROJECT DESCRIPTION 
 
A. Rationale  

 
1. Pakistan has made progress with capital market reforms since 1998. With support from 
the Asian Development Bank (ADB), the government undertook comprehensive capital market 
reforms under the Capital Market Development Program approved in late 1997. Building on 
the Capital Market Development Program agenda, ADB approved the Financial (Nonbank) 
Markets and Governance Program in 2002.  
 

2. Aside from contributing to more intensive mobilization of resources and increasing the 
efficiency of resource allocation, a capital market provides effective competition to the banking 
sector and helps lower intermediation costs, acts as a buffer to external shocks, and provides 
alternative investment outlets for funds. During program preparation, the domestic capital 
market had yet to play a significant role in intermediating funds in the economy. From 2001 to 
2005, the share of banking assets within the finance sector actually increased from 63.7% to 
70.4%. However, the capital raised through combined equity and bond issues was equivalent 
to 0.3% of gross domestic product (GDP) in 2005. The development of Pakistan’s capital 
market also lagged behind comparators within the region. Equity market capitalization, as a 
percentage of GDP in India was at 136.9% and in Malaysia 140.5% compared to Pakistan’s 
41.9% in 2005. Bonds in circulation, as a percentage of GDP, were at 37.7% for India and 
94.9% in Malaysia as compared with 8% for Pakistan for the same period.  
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3. To build on recent gains, the government envisaged to launch a second generation of 
capital market reforms to facilitate mobilization of financial resources for productive investment 
and employment generation. These reforms also aimed at a balanced development of the 
finance sector, to reduce systemic vulnerabilities in a bank-dominated financial system. 

B. Expected Impact  

4. Based on the design and monitoring framework (DMF), the expected impact of the 
Second Generation of Capital Market Reform Program 1  was more sustainable economic 
growth through improved finance sector intermediation. Targeted performance was to be 
indicated by an increase in (i) money supply (from 45% of GDP in 2005 to 65% in 2012), (ii) 
savings rate (from 16% of GDP in FY2005 to 19% in FY2012), (iii) financial savings (from 7.5% 
of GDP in FY2005 to 12% in FY2013), and (iv) savings mobilized by nonbank financial 
companies (NBFCs) (from 0.9% in 2005 to 4% in 2013). 

C. Objectives or Expected Outcome 

5. The expected outcome was a more efficient and more balanced finance sector. This 
was to be measured against increases in (i) stock market capitalization (from 42% of GDP in 
2005 to 60% in 2009), (ii) volume of outstanding corporate bonds (from 0.5% of GDP in 2005 
to 3% in 2009), (iii) number of companies listed at the stock market (from 652 in 2006 to 700 in 
2009), (iv) issuance of equity capital (from 14 issues in 2005 to 50 in 2007–2009), (v) issuance 
of corporate bonds (from 14 issues in 2005 to 50 during 2007–2009), and (vi) the longest 
available bond maturity (from 8 years in 2006 to 12 years in 2009). 
 

D. Components and Outputs  
6. The program had six intended outputs. Output 1 was on creating an enabling 
environment for private pension funds, which would ensure financial companies are able to 
offer private pension products with funds accumulated under voluntary private pension 
schemes reaching up to 1% of GDP by 2009 under the oversight of the Securities and 
Exchange Commission of Pakistan (SECP). Output 2 covered supporting the development of 
domestic institutional investors by drafting legislation on NBFCs, raising paid-in capital of 
NBFCs, and increasing assets managed by private mutual funds. Output 3 was to facilitate 
corporate bond market development through increased issuance of corporate bonds and 
lengthening bond maturity. Output 4 was on increasing equity market breadth and reducing 
market volatility by drafting a policy for the sequenced sales of state-owned enterprise (SOE) 
shares through the capital market and privatization of large SOEs. Output 5 was to strengthen 
institutional framework for sector supervision by passing the Financial Services Commission 
(FSC) Law, establishing the FSC with adequate staffing and budget, and filling up vacancies at 
the SECP at the commissioner level. Output 6 covered strengthening governance of securities 
markets, market professionals, and issuers by passing a Securities Law, building the capacity 
of the SIP or Securities Institute of Pakistan renamed the Institute for Capital Markets, 
developing a plan for self-regulation for the stock exchanges and making price quotations 
available on real time basis at all the stock exchanges.   

 
 

1  ADB. 2007. Report and Recommendation of the President to the Board of Directors: Proposed Program Loan and 
Technical Assistance Grant to the Islamic Republic of Pakistan for the Second Generation of Capital Market 
Reform Program. Manila.   
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E. Provision of Inputs  

7. ADB financed a loan of $400 million from its ordinary capital resources to support the 
cost of adjustment of policy reforms. In addition, a technical assistance (TA) grant of $1.0 
million was approved to help implement the proposed reforms, with the government financing 
$340,000 for the TA. The loan was fully disbursed in two equal installments. The adjustment 
costs associated with implementing the program were considered not easily quantifiable, given 
the nature of the program. However, these were deemed substantial, particularly since the 
program was implemented under politically and economically difficult circumstances. 
 
8. Of the approved TA amount of $1.0 million, $716,341 was not disbursed. A separate 
TA completion report was prepared in January 2011 and rated the TA partly successful and 
the report agreed that the TA did not achieve its original objective. It drew the major lesson 
that the TA was too focused and lacked flexibility. It also pointed to difficulties recruiting 
international consultants, partly because of the security situation. 

F. Implementation Arrangements  
 
9. The Ministry of Finance (MOF) was the executing agency for the program. The SECP 
and the Ministry of Privatization were the implementing agencies.  A program coordination unit 
within the MOF was established. ADB was to closely monitor program implementation to 
ensure that the envisaged outputs were achieved. 

II. EVALUATION OF PERFORMANCE AND RATINGS 

A. Relevance of Design and Formulation 

10. The program completion report2 (PCR) rated the project relevant. It was considered 
fully consistent with the government’s Medium-Term Development Framework for 2005–2010 
and ADB’s 2006–2008 country strategy and program for Pakistan. It was a natural sequel to 
the Capital Market Development Program and the Financial (Nonbank) Markets and 
Governance Program loans before it. It was reported to be the product of intensive 
consultation and had clear government ownership as key reforms incorporated were 
recommended by, among others, a working group on debt market and commercial paper, a 
debt capital market committee—both established by the SECP—and a task force established 
by the MOF. It also followed international good practice as enunciated by the Bank for 
International Settlements and the International Monetary Fund (IMF), among others. The 
program also incorporated lessons learned from previous interventions. 
 
11. However, the program quickly unraveled at the start of implementation due to the rapid 
deterioration of the macroeconomic situation from mid-2007 onward, triggered by exogenous 
oil and food price shocks, domestic political turmoil, and spillover effects from the global 
financial crisis. Delays in passing through higher energy prices to consumers led to an 
increase in the fiscal deficit to 7.4% of GDP in 2007/2008, from 4.3% in 2006/2007. 
Monetization by the State Bank of Pakistan (SBP) of the higher fiscal deficit fueled inflation 
from an annual rate of 7% in mid-2007 to 22% in mid-2008 while the current account deficit 
due to contracting exports and rising imports from increasing commodity prices widened to 
8.4% of GDP. Consequently, gross international reserves fell to a critically low level. The 
exchange rate depreciated sharply. Real GDP growth slowed down to 5.8% in 2007/2008 from 

2  ADB. 2012. Completion Report: Second Generation of Capital Market Reform Program in Pakistan. Manila. 
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6.8% the previous year. The impact of the economic and political fallout undermined market 
confidence and capital inflows. Pakistan subsequently sought assistance through a standby 
arrangement with the IMF.  

 
12. It was unclear if the ensuing crisis could have been predicted especially as it would 
have manifested itself by mid-2008 when the program loan became effective. Nonetheless, the 
IMF Article IV consultation report of January 2008, did not report any impending crisis while 
noting risks in macroeconomic management. Inexplicably, despite the onset of the crisis, 
neither review nor stocktaking was undertaken to determine the impact of the crisis on the 
program. So no design changes were apparently made to the program, neither on the policy 
reform conditions required nor on the pacing of reform implementation. Consequently, policy 
conditions affected by the changed market situation could not be met, particularly those 
relating to privatization and market activity. Practically all impact and outcome indicators, due 
to the changed circumstances, were therefore missed.  

 
13. Circumstances arising from the crisis could not have been foreseen during program 
design and formulation. However, a number of unmet policy conditions could have been 
anticipated and program design made flexible enough to accommodate any eventuality and 
remedial actions taken. While the program lost immediate relevance in a crisis, broadening 
and deepening of Pakistan’s financial markets and concomitantly restoring and maintaining 
investor confidence continue to remain a priority. The PCR noted the early signs of revival of 
financial markets. Given this, program design appears to have not lost its relevance and 
continued to remain on track. The validation also rates the program relevant.  
 
B. Effectiveness in Achieving Project Outcome 
 
14. The PCR rated the program less effective. It indicated that the program helped 
strengthen the enabling environment for capital markets by (i) establishing a regulatory 
environment for private pensions, (ii) strengthening the environment for NBFCs, (iii) 
introducing more capital market-oriented privatization policies, (iv) building a benchmark yield 
curve for corporate bonds, (v) reducing the cost of issuing corporate bonds, (vi) making 
National Savings Scheme instruments more market friendly, (vii) allowing shelf registration for 
equity and bonds, (viii) strengthening the institutional capacity of the SECP and safeguarding 
its independence, (ix) facilitating the formation of holding companies and strengthening their 
disclosure requirements, (x) improving disclosure on public companies and strengthening 
external audit, (xi) institutionalizing training and certification of market professionals by 
establishing the Institute for Capital Markets, and (xii) strengthening the governance of stock 
exchanges. 
 
15. However, due to the crisis, these achievements did not translate into the targeted 
outcome of a more efficient and more balanced finance sector. Out of the six outcome 
indicators, five (83%) were not achieved while one was achieved but not sustained (PCR, 
Appendix 1). The PCR reported that of 20 output targets included in the DMF (PCR, Appendix 
1), 13 (65%) were achieved. In particular, the targeted increases in stock market capitalization, 
volume of outstanding corporate bonds, the number of companies listed at the stock market, 
and issuance of equity capital and corporate bonds were not achieved. The envisaged 
increase in bond maturity was achieved but could not be sustained. Thus, the program almost 
missed all outcome targets included in the DMF. The PCR rightly acknowledged that in light of 
the scale of financial disintermediation that affected Pakistan from mid-2007, the outcome (and 
some output) targets should probably have been adjusted during program implementation to 
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allow for meaningful program performance monitoring. Overall, the validation also rates the 
program less than effective. 

C. Efficiency of Resource Use in Achieving Outcome and Outputs 

16. The PCR rated the program less efficient. Program activities translated into program 
outputs without much TA support despite an understaffed program implementation unit, little 
attention by ADB to program implementation, and adverse economic and political conditions. 
However, due to the crisis, these achievements have not yet translated into the desired 
outcome. 
 
17. There were three review missions in 2009, none in 2008 (when the crisis occurred), 
none in 2010 (when another crisis due to flooding occurred), and none in 2011 when the 
second tranche was released and the program closed. This validation received only the ADB 
mission report of 18 September 2012. It is not clear whether the Pakistan Resident Mission 
took over the monitoring chores as no reports were provided. There seems to be no set 
response by ADB to crisis situations especially with regard to ongoing or planned 
interventions. Program adjustments could have been made to place the program on track and 
reformulated based on more realistic updated assumptions given the circumstances. 

 
18. The loan became effective almost 1 year from the date of Board approval. The delay 
was caused by changes to the draft Financial Services Commission of Pakistan law, prepared 
as a first tranche condition that occurred after loan approval. The closing date for the loan was 
scheduled for June 2009; it actually closed in July 2011. Second tranche release that was to 
occur within 6 to 18 months from the release of the first tranche in June 2008 was released in 
June 2011, 1 year from the longest targeted date. This was attributed to the economic and 
political crisis that ensued that led to program delays.  

 
19. The PCR reported that the inability to use the TA to support government efforts in 
implementing the program led to delays in implementation. It was not explained why the TA 
was not refocused or incentives provided to attract international consultants during 
implementation if that was necessary to meet program objectives. Given these, the validation 
also rates the program less than efficient. 

D. Preliminary Assessment of Sustainability  
 
20. The PCR rated the program likely sustainable. This was mainly attributed to the 
improvements in the enabling policy, legal, regulatory, and institutional environment for capital 
markets in Pakistan that was achieved under the program (para. 14).  
 
21. Various stakeholders recognized the significant role that financial markets development 
can play in fostering sustained economic growth and in reducing poverty. A more diversified 
financial markets with NBFCs and institutional investors could contribute greatly to broadening 
the investor base, deepening the market by diversifying financial instruments, contribute to 
efficiency by promoting effective competition to banks and intensifying the use of cash 
balances within the system, among other things. However, vital policy reforms had been 
delayed. There were not much concrete gains under the program that had to be sustained in 
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view of the de-linking of program activities and outputs from the outcome targets (para. 15). 
Given these, the validation rates the program less than likely to be sustainable.3  

E. Impact 

22. The PCR did not rate the program’s impact. It noted that the program has not had any 
measurable positive impact on economic growth and financial intermediation in view of the 
economic and political crisis that affected Pakistan over the program period.  
 
23. While the program did not have any direct positive impact on the broader economy, it did 
contribute to the progress in developing the domestic financial markets, both the money and 
capital markets. However, at this point, considering market instability, the impact is to be 
deemed negligible. Thus, the validation rates program impact as negligible.4 

III. OTHER PERFORMANCE ASSESSMENTS  

A. Performance of the Borrower and Executing Agency 

24. The PCR rated the borrower’s part in program implementation as partly satisfactory. 
The MOF, as the executing agency, failed to properly staff the program implementation unit 
and submit regular progress reports including a program completion report. However, the 
efforts and persistence of the SECP in implementing the policy reforms under the program, 
together with its strong ownership of the reforms, compensated to some extent. 
 
25. Nonetheless, policy reforms under the program while not well achieved were delivered 
by the MOF, Privatization Commission, and the SECP. The PCR reported that an additional 
tranche release condition was complied with in addition to the seven originally reported leaving 
one condition partially complied with. It also assessed 10 monitorable conditions as complied 
with, 1 partly complied with, and 3 as not complied with. The validation has the same rating of 
less than satisfactory with the PCR. 

B. Performance of the Asian Development Bank 

26. ADB’s part in program implementation was rated partly satisfactory. First, because of 
giving conflicting advice. Under the Accelerating Economic Transformation Program in 
September 2008, the government was asked to establish the State Bank of Pakistan as lead 
regulator for financial groups and move responsibility for deposit-taking NBFCs from the SECP 
to the SBP, in contrast to the policy conditions of the program. Second, the program reviews 
conducted by ADB were part of multipurpose missions to Islamabad, which focused on loan 
processing. Of the three review missions fielded that took place between February and July 
2009, none exceeded 1 day. The review missions met with the SECP, but no meetings took 
place with the Privatization Commission as second implementing agency of the program, the 
stock exchanges, or other private sector stakeholders. No mission was fielded to prepare the 
2011 progress report. Moreover, ADB did not use its own online management information 
system to monitor program implementation and did not undertake detailed and regular in-
country program reviews. And third, ADB failed to actively utilize the attached TA to the program 

3  The operations department did not agree with the revision of the rating in the draft validation report.  IED’s down 
grading of sustainability to less than likely is considered justified in light of the observations made in the PCR.  

4  The operations department did not agree with the rating in the draft validation report.  Of the 4 impact indicators, 
the PCR assessed the program as “unlikely” to achieve 3 and “partly achieved” 1 indicator. In IED view, this 
adequately justified the negligible rating on impact.   
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to support the government in implementing the reforms under the program resulting in delays in 
implementation. 
 
27. In addition, ADB neither adjusted its program given the changed circumstances under 
which the program was to proceed nor took stock of the changed situation surrounding the 
program. There was also evidently poor coordination among ADB operating units in dealing with 
the country. The validation supports the rating of less than satisfactory.  
 
C. Others 
  
28. There were no adverse environmental and resettlement, safeguards, governance, nor 
fiduciary concerns that were identified. 

IV. OVERALL ASSESSMENT, LESSONS, AND RECOMMENDATIONS  

A. Overall Assessment and Ratings  

29. The PCR rated the program partly successful. It indicated that the program was broadly 
implemented as conceived. Although some policy conditions were affected by the crisis, the 
program did contribute to the strengthening of capital market development in Pakistan. 
Moreover, the program disbursements made an important contribution to providing budget and 
balance of payment support to Pakistan, which helped mitigate a major macroeconomic crisis. 
 
30. This validation found that the program outcome and outputs have not been well achieved 
and the program experienced various implementation problems. Considering the long-term 
nature of capital market development, more than the policy change itself perhaps, what is of 
critical importance in programs of this nature is the policy dialogue carried out with the 
government that improves understanding about the proper functioning of financial markets and 
provides the building blocks to continuing development, especially governance. However, the 
vital reforms had been delayed and there were not many gains to be sustained at the time of 
program completion. The validation also rates the program less than successful. 

Overall Ratings 
 

  Criteria PCR IED Review Reason for Disagreement and/or 
Comments 

Relevance: Relevant  Relevant   

Effectiveness in 
achieving outcome: 

Less effective 
 

Less than 
effective  

 

Efficiency in achieving 
outcome and outputs: 

Less efficient 
 

Less than efficient   

Preliminary assessment 
of sustainability: 

Likely  
 

Less than likely  Vital policy reforms had been 
delayed. There were not much 
concrete gains under the program 
that had to be sustained (para. 21). 

Overall assessment: Partly 
successful  

Less than 
successful  

 

Borrower and Executing 
Agency: 

Partly satisfactory Less than 
satisfactory 

 

Performance of ADB: Partly satisfactory Less than 
satisfactory 

 



 8 

Impact: Not rated Negligible Refer to para. 23. 

Quality of PCR:  Satisfactory Refer to para. 35. 

ADB = Asian Development Bank, IED = Independent Evaluation Department, PCR = program completion report.  
Note: From May 2012, IED views the PCR's rating terminology of "partly" or "less" as equivalent to "less than" and 
uses this terminology for its own rating categories to improve clarity. 
Source: ADB Independent Evaluation Department. 
 
B. Lessons 
 
31. The PCR drew out valuable lessons to ADB operations. Economic and political shocks 
must be taken into account when designing and implementing policy-based programs in support 
of capital market development. In designing institutional arrangement for finance sector 
oversight, the focus should be on regulatory objectives rather than regulatory architecture, 
which has political ramifications. The PCR also noted that strengthening finance sector 
governance often requires promulgating new legislation, which is outside the control of the 
executive branch. It indicated that ADB should support the government beyond drafting 
legislation, especially in sustaining stakeholder consultations until laws are enacted. This 
validation expects that ADB should remain engaged and provide support for sensitizing various 
stakeholders and help in building consensus to the reforms. The program design should 
appropriately take into account possible slippages depending upon the level of confidence in 
seeing the reforms through or adjust when adverse changes in the environment occur as in this 
case. 
 
C.  Recommendations for Follow-Up 
  
32. The PCR recommended that to safeguard the SECP’s independence, ADB needs to 
continue to monitor the progress of parliamentary discussions on the new securities market 
law and the SECP law. Measures taken by the stock exchanges to further strengthen self-
regulation after demutualization should also be closely monitored. Further development of the 
National Savings Scheme should also be monitored, as its instruments are apparently still, to a 
degree, crowding out investment in tradable government securities and corporate bonds. The 
privatization-related program covenants should continue to be waived as long as market 
conditions are not conducive to state-owned enterprise privatization. Sufficient time should be 
spent at the appraisal stage to assess the capacity of the executing agency and reach 
consensus with the government on institutional arrangements needed to successfully 
implement a program. ADB should then play its assigned role, for instance by implementing 
TA provided to support the government in program implementation. ADB needs to undertake 
regular review missions to ensure that program implementation remains on track and 
necessary adjustments are made, particularly when assumptions at the design stage do not 
hold true and risks materialize. A crisis situation requires more (rather than less) frequent 
program reviews. 
  
33. This validation supports the recommendation on continued strengthening of the SECP 
especially if ADB intends to remain engaged in the subsector. It would raise caution about 
pursuing self-regulation for the stock exchanges given the negative experience in the US and 
the relative lack of maturity of the SECP that in fact, still lacks all necessary legal authorities. 
Privatization and disengagement by the government especially in the finance sector should be 
a priority once the market stabilizes.  
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V. OTHER CONSIDERATIONS AND FOLLOW-UP 
 
A. Monitoring and Evaluation Design, Implementation, and Utilization 

 
34. As indicated in the partly satisfactory rating of the borrower and executing agency, ADB 
was not given a progress report and completion report. However, the SECP helped fill the void. 
Implementation was hampered by the crisis and lack of TA support. Since no adjustments were 
made to the program, all impact and outcome indicators were of no value to the program at 
completion.   
 
B. Comments on Project Completion Report Quality 

35. The PCR is rated satisfactory. The PCR generally followed the PCR guidelines under 
Project Administration Instructions 6.07. The PCR was also able to cover a lot of ground 
despite problems with securing reports from the executing agency and rooted out the key 
implementation problems associated with the program. It also included sufficient detail to 
provide a clear perspective on compliance with policy conditions. It was less forthcoming about 
the inaction with respect to the crisis concerning program implementation and recommended 
actions for dealing with crisis in ongoing bank programs, as well as the conflict on the 
regulatory architecture as apparently the program supported the SECP.   

C.  Data Sources for Validation 
 
36. This validation mainly relied on the PCR, the RRP, back-to-office report (BTOR) dated 
18 September 2012, and the 2007 country assistance program evaluation.  
 
D. Recommendation for Independent Evaluation Department Follow-Up 
 
37. A program performance evaluation report may be considered given the unique 
circumstances under which the program was undertaken and the lack of closure on critical 
legislation and policy actions, strengthening of the SECP, SOE, and National Investment Trust 
privatizations, among other things. Relevance and impact and outcomes of the program can 
be better viewed after the markets normalize and serve as better guide to future policy 
directions.   
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