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EXECUTIVE SUMMARY 
 

Development 
Context 

At the beginning of the previous country strategy in 2002, Pakistan had a 
gross domestic product (GDP) of $72.5 billion at current market prices. By 
the end of 2007, its GDP had doubled to $144 billion. The real growth rate 
has averaged 7% per annum since 2004 and the percentage of people living 
below the poverty line declined significantly. Despite these achievements, the 
country still has major structural bottlenecks affecting both growth and 
inclusiveness. 
 
Pakistan’s economic history is made up of periods of high growth and 
declining poverty followed in quick succession by others of faltering growth 
and rising poverty. The most recent growth episode started in 2004, but this 
has now come to a halt threatened by external shocks arising from fuel and 
food price hikes, further exacerbated by domestic political instability and a 
worsening security situation. Financing Pakistan’s large current account and 
fiscal deficits is becoming a challenge; compounded by the current 
international financial meltdown, which in turn constrains the inflow of foreign 
capital needed to sustain these deficits. It is in this context that Pakistan has 
embarked on a macroeconomic stabilization program aided by a standby 
agreement agreed with the International Monetary Fund (IMF) in November 
2008.  

  
Government 
Development 
Strategy 
 

Pakistan’s strategic priorities are summarized in a Vision 2030 document. 
This stresses the need for structural change and for greater productivity and 
competitiveness. A medium-term development framework (MTDF) for 2005–
2010 shows the priority investments in key sectors to deliver on the longer 
term strategic vision. A poverty reduction strategy paper (PRSP) completed 
in December 2003, and an updated version (PRSP II) currently being 
finalized highlight as key thrusts strengthening the macroeconomic 
environment, removing infrastructure bottlenecks, developing internationally 
competitive industries, and expanding human development. The Government 
intends to further align these three strategic documents over the short term, 
while calling for improved project implementation, sounder public financial 
resources management, stakeholder consultations and delivery of results.  

  
Asian 
Development 
Bank (ADB) 
Development 
Strategy 
 

The country partnership strategy (CPS) will support Pakistan’s efforts to 
produce sustained economic growth and poverty reduction. The CPS is 
consistent with Pakistan’s development priorities. It is also both focused and 
results-oriented.  It covers sectors and themes aligned with ADB’s long-term 
strategic framework (Strategy 2020), in particular through its emphasis on 
selectivity and focus.   

  
Priority 
Sectors and 
Themes  
 

The Government wants ADB to focus on a few areas considered long 
standing “binding constraints” to growth and inclusiveness. The strategy itself 
is based on a number of criteria, namely the country’s priority needs, ADB’s 
own track record and capabilities and the role of other development partners. 
Another important premise is the establishment of long term partnerships 
with Government agencies, other international financing institutions, civil 
society and the private sector. The strategy also calls for ADB doing fewer 
but larger projects, working on a programmatic basis, spending more time on 
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execution work and having a stronger presence on the ground. The proposed 
strategy takes into account relevant suggestions made under past country 
assistance program evaluation reports. 
 
The main strategic areas under the future CPS are as follows:  
 

(i) Energy. Investments to increase energy security and efficiency. 
 
(ii) Infrastructure. Investments to improve transport (mainly via the 

National Trade Corridor program) and irrigation facilities. 
 
(iii) Reforms. Assistance to bring down market distortions and institutional 

bottlenecks, improve public financial resource management, develop 
the private sector and bring about structural transformation. 

 
(iv) Urban services. Pivotal interventions in cities and secondary towns to 

improve basic services such as water, wastewater, waste 
management and urban transport. 

 
Investments in each of the areas will be both physical and non physical in 
nature and include public and/or private sector transactions (sovereign and 
non sovereign). The financing instruments include debt, equity, guarantees 
and technical assistance. Funding modalities include stand alone project 
finance, sector lending, program lending, multitranche financing facilities and 
credit enhancements. Strengthening implementation of projects and 
programs is a key crosscutting strategic area. ADB will pursue a 
multidimensional strategy in partnership with Government to improve 
portfolio performance. This is necessary to achieve results on the ground. A 
results matrix will be used to track progress toward CPS outcomes 
 
The CPS will pay especial attention to key themes, including gender 
mainstreaming, capacity building, governance and fiduciary standards, the 
environment and climate change, regional cooperation and private sector 
development.   

  
Financing 
Envelope 

The proposed lending program over the initial CPS period 2009-2011 totals 
$4.4 billion, constituting an annual average lending level of about $1.5 billion. 

  
Partnership 
Arrangements 

Intensive consultations were held at the federal, provincial, and local 
government levels, as well as with development partners, the private and civil 
society before finalizing the strategic directions under the CPS. ADB will 
establish strong partnerships with others during the CPS period for the 
purposes of selected priority sectors and themes. This will promote 
harmonization and efficiency gains.  

  
Risks and 
Mitigating 
Actions 

Lack of progress on reforms, a deterioration in the macroeconomic situation, 
weaknesses in financial management and institutional ineffectiveness are 
potential risk factors. These are mitigated by a commitment of the new 
Government to continue with reforms, the IMF-supported economic 
stabilization program, and the ongoing and planned measures to improve 
transparency and accountability of financial management systems. 



 

 

I. DEVELOPMENT CONTEXT: CURRENT TRENDS, ISSUES, AND CONSTRAINTS 
 

A. Sustainable and Inclusive Growth in Pakistan  
 
1. The Asia and Pacific region has achieved significant reductions in income poverty and 
has experienced a period of unparalleled high growth. Middle-income countries in the region 
have been upgrading their skills base to adjust to new global supply chains, production 
structures, and market patterns, triggered by advances in information and communication 
technologies. This process is in its early stages and has already resulted in strong economic 
growth and declining poverty levels. But in many Asian countries growth has also been 
accompanied by growing income and non-income inequalities. The emphasis of development 
policy has accordingly shifted toward adopting inclusive growth as a key strategic objective.1 
Sustainable and inclusive growth is also a direction of ADB’s long-term strategic framework 
(Strategy 2020).2 

 
2. In many ways, Pakistan mirrors regional patterns of economic growth, poverty reduction, 
and income inequality. The initial years of the new millennium were marked by strong growth 
and improvements in macroeconomic fundamentals. These led to declines in poverty but also to 
an increase in inequality. The fiscal year (FY) 2008 has witnessed a disturbing reversal in the 
overall macroeconomic situation even though growth has remained resilient (but lower) at 5.8%. 
Continued macroeconomic stability and high growth in Pakistan cannot be taken for granted and 
poverty figures will not automatically carry on decreasing. The economy has been negatively 
affected by the period of political uncertainty in the lead-up to the general elections, the 
deterioration in security, extremely volatile oil and food prices, a surge in the external current 
account imbalance, a rising fiscal deficit, and the challenge of financing these deficits when 
foreign capital inflows have reduced significantly both because of the domestic situation and as 
a result of the crises in the international financial markets. 

 
3. In the past, Pakistan has had periods of strong economic growth and poverty reduction 
that could not be sustained. There is now a danger that the same may happen to the most 
recent economic revival. The challenge for Pakistan today is to stabilize economic fundamentals 
while keeping the economy on a broad-based sustainable growth path - to enable it to halve the 
incidence of poverty by 2015 and its commitments to the millennium development goals 
(MDGs). For sustainable and inclusive growth to be achieved, public policy needs to emphasize 
employment and the productive capacity of the economy.3 At the same time, structural change 
and transformation is central to sustaining growth, creating opportunity, and reducing poverty.  
This will require a progressive shift from an agrarian base to an industrial sector. This needs to 
be accompanied by a more productive agriculture sector and a more vibrant services sector.  

 
4. ADB’s assistance over the next few years will assist Pakistan overcome the main 
binding constraints to growth and structural change.  
 
 
 
 
                                                 
1  Ali, I. 2007. Pro-Poor to Inclusive Growth: Asian Prescriptions. Economics and Research Department Policy Brief 

Series No. 48. Manila: ADB. 
2  ADB. 2008. Strategy 2020: The Long-Term Strategic Framework of the Asian Development Bank 2008–2020. 

Manila. 
3  Felipe, J. (Forthcoming) 2009. Inclusive Growth, Full Employment and Structural Change Implications and Policies 

for Developing Asia. London: Anthem Press. 
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B. Economic Growth and Poverty Reduction 
 
5. Economic Growth. A new government at the start of the new millennium put in place a 
program of macroeconomic stabilization and sector reforms. This included consolidating reforms 
that were initiated during the 1990s, designed to open the economy through privatization and 
economic liberalization. The program, combined with the significant increase in foreign inflows 
that followed the 11 September 2001 attacks in the United States, led to a major turnaround in 
the economy. Pakistan’s annual real gross domestic product (GDP) growth rose to an average 
of 7% in the past 5 years (FY2004–FY2008) compared to 3.6% in the previous 5 years 
(FY1999–FY2003) (Figure 1 and Appendix 1, Table A1.2).  
 

Figure 1: Real GDP Growth (%) 
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6. Gross domestic investment picked up and reached 23% of GDP in FY2007, up from 
16.9% in FY2003, with private investment increasing to 15.6% of GDP and public investment to 
5.7% of GDP. Investment overtook consumption and become the primary contributor to growth 
in FY2007. However, private consumption grew by 8.5% in real terms the following year to 
again become the major driver of growth as private investment decelerated and brought down 
gross domestic investment to 21.6% of GDP. Despite the increase in investment, the level of 
capital formation in Pakistan remains much lower than in, for example, the People’s Republic of 
China (PRC) or Thailand (Figure 2). Higher investment is needed for the economy to 
modernize, bring about structural change and generate jobs.  
 
7. Attracted by an increasingly conducive external and domestic policy environment, 
foreign direct investment (FDI) rose to more than $5 billion in FY2007 from only $323 million in 
FY2001, and maintained this significantly high level in FY2008 despite the difficult international 
environment and the uncertain domestic political and security situation. The budgetary balance 
in the initial years of the new millennium improved significantly with the fiscal deficit declining 
from 5.4% of GDP in FY2000 to 2.3% in FY2004, before increasing again to 4.3% in FY2007, 
and then jumping to 7.4% in FY2008 (largely because of large oil and food price subsidies 
following high global commodity inflation and high interest payments). The balance of payments 
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position improved significantly and the current account recorded large surpluses from FY2002 to 
FY2004. From then on, however, the current account once again started registering a deficit as 
exports stagnated. The deficit rose to as high as 8.4% of GDP in FY2008 as oil imports soared. 
However, total external debt continued to decline as a percentage of GDP from 42.3% in 
FY2001 to 27.1% in FY2007 and further to 26.6% in FY2008 (Figure 3). Foreign exchange 
reserves, which had increased from $991 million in FY2000 to $15.6 billion in FY2007, declined 
precipitously in FY2008 under the weight of rising current account and fiscal deficits (Figure 3). 
Foreign reserves on 21 August 2008 were down to only $6 billion, enough to finance only 2 
months of imports, posing a major threat to economic stability.  
 

Figure 2: Gross Fixed Capital Formation (% of GDP) 
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8. The economy had, in effect, come full circle in FY2008. The strong growth of recent 
years premised on consumption stretched the productive capacity. Together with this, the surge 
in international commodity prices, the lack of timely domestic adjustments to rising international 
prices, the uncertain political situation, increasing security problems, and a power sector crisis 
led to a serious deterioration of most economic fundamentals. It is true that higher imports and 
larger development spending—leading to the current account and fiscal deficits—were needed 
up to a point to support private and public investment as domestic savings lagged and the 
investment–saving gap widened. Until FY2007, it was not difficult to finance the current account 
and fiscal deficits because of liberal external capital inflows. However, in FY2008 the 
combination of rising international commodity prices and the drying up of capital inflows 
because of domestic political factors and the international financial system meltdown cut foreign 
reserves position and exposed the underlying strategy of relying on volatile external inflows to 
finance the rising deficits as unsustainable.  
 
9. The Government has taken several steps to restore stability. In response to the strong 
inflationary pressures, the State Bank of Pakistan (SBP) responded swiftly by tightening 
monetary policy three times during FY2008. It raised the discount rate by a cumulative 250 
basis points during FY2008 to 12%, and further to 13% in July 2008 and 15% in November 
2008. To improve liquidity management, SBP changed the cash reserve and statutory liquidity 
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requirements, and advised the federal government to retire the build-up of debt with SBP and to 
incorporate provisions to restrict debt monetization in the Fiscal Responsibility and Debt 
Limitation Law, 2005. The increase in interest rates was meant to also arrest the steep decline 
in the value of the rupee. The Government also implemented fiscal measures to check the fiscal 
and current account deficits. To reduce the pressure on the budget, on 1 March 2008 the 
subsidy on oil prices was reduced by passing on oil price increases to consumers. The subsidy 
has subsequently been fully eliminated. The Government made clear its intention to eliminate 
power subsidies by the end of the fiscal year and announced an initial upward adjustment in 
power tariffs by an average of 18% in November 2008. The Government also froze non-salary 
current expenditure in the budget and scaled down the development budget. To check the 
current account deficit, the federal budget for FY2009 increased duties on imports of luxury and 
non essential items. Import duties were further increased in August 2008. Recognizing the 
measures taken by the Government to stabilize the economic situation, the International 
Monetary Fund (IMF) approved a Stand-By Arrangement of $7.6 billion for Pakistan in 
November 2008 to help the country meet its external financing gap and rebuild its foreign 
reserves. Given the continuing difficult circumstances, it is critical that these measures to 
stabilize the economy are fully implemented.  
 

Figure 3: Foreign Exchange Reserves and External Debt 
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10. Robust growth in recent years was partly a function of services sector performance. The 
manufacturing sector also played an important role in the early years of the new millennium.4 On 
the back of good results from finance and telecommunications, growth in services peaked at 
8.5% in FY2005, up from 5.2% in FY2003. It remained strong at 8.2% in FY2008. The 
manufacturing sector grew at an average annual rate of 10.7% from FY2003 to FY2007 before 
leveling off to 5.4% in FY2008. Agricultural growth remained uneven, with an average growth 
rate of 4.8% during FY2003–FY2006 and declining further to 3.7% in FY2007, before 
                                                 
4  Din, M. 2007. An Analysis of Pakistan’s Growth Performance. Background paper commissioned by the resident 

mission as preparatory work for the CPS. 
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plummeting to 1.5% in FY2008. The share of the agriculture sector in GDP accordingly declined 
from 24% in FY2003 to 20.9% in FY2008; the share of the industrial sector increased from 
23.6% to 25.9%, while the share of the services sector increased from 52.4% to 53.2% during 
this period. Within industry, the share of the manufacturing sector in GDP was only about 19% 
in FY2008, despite the strong growth in the earlier years. This is considered insufficient to 
achieve the kind of structural transformation achieved by Malaysia, PRC, and Thailand where 
manufacturing represented over 30% of GDP during 2000–2006 (Figure 4). Linked to its low 
level of industrialization is Pakistan’s weak, unsophisticated and undiversified export base, 
leading to per capita exports that are a long way below those of most Asian countries.  
 

Figure 4: Manufacturing Output Share (% of GDP) 
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11. Poverty Reduction. The Government’s poverty reduction strategy paper (PRSP) in 
2003 promoted macroeconomic stabilization and pro-poor growth (PRSP II is being finalized). 
The Government estimates that the proportion of the population living below the poverty line fell 
sharply from 34.5% in FY2001 to 22.3% in FY2006 (Figure 5 and Appendix 1, Table A1.3); a 
decline of 12.2 percentage points in 5 years. In rural areas, the percentage declined from 39.3% 
to 27% while in the urban areas it fell from 22.7% to 13.1%. In absolute numbers, the number of 
poor people within the poverty line fell from 49 million in FY2001 to 36 million in FY2006, with 
more than two thirds still living in rural areas.   
 
12. Despite the decline in the number of poor people, the incidence of poverty in FY2006 
was not much different from that in FY1993 (Figure 5). Furthermore, the extent of the decline in 
poverty figures reported in Government is debated. Using different inflation factors to determine 
poverty lines, the World Bank5 produced estimates that show a smaller decline in poverty 
incidence—down from 34.5% in 2001 to 29.2% in 2005. Using a similar methodology to that of 

                                                 
5  World Bank, 2006. Summary of Key Findings and Recommendation for Pakistan: Poverty, 2004-05. Islamabad. 
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the World Bank, a recent study6 argued that the incidence of poverty increased from 31.1% in 
FY1999 to 34.4% in FY2001 - before declining to 29.3% in FY2005. The same study estimated 
that the number of poor in Pakistan actually increased by 2.6 million from FY1999 to FY2005.  
 

Figure 5: Incidence of Poverty (% of population living below estimated poverty line) 
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13. Income Inequality. While high growth has contributed to a decline in poverty, this was 
accompanied by an increase in income inequality. The gap between the rich and the poor in 
Pakistan widened during FY2001–FY2006, with the Gini coefficient having increased from 0.275 
in FY2001 to 0.302 in FY2006 (Figure 6). The ratio between the consumption share of the 
richest 20% and the poorest 20% in this period widened from 3.8 to 4.2.7  
 
14. A poverty decomposition analysis commissioned by ADB as part of the background work 
for the poverty assessment for the CPS concluded that during FY2002 and FY2005 growth 
accounted for a 12.48 percentage point reduction in the poverty incidence. In the same period, 
rising income inequality contributed to a 1.42 percentage point increase in poverty. The 
relatively small impact of the increase in income inequality on poverty was in part a result of 
high growth leading to greater employment opportunities. Data from labor force surveys indicate 
that the unemployment rate in Pakistan declined from 8.3% in FY2002 to 5.3% in FY2007.8 
 
15. In addition to higher growth, the high level of remittances from expatriate Pakistanis 
contributed to the downward trend in the incidence of poverty. Total remittance inflows 
amounted to almost $32 billion from FY2001 to FY2008 and translated into increased 
consumption and jobs generated by investments in construction and small businesses. The 
significantly increased public sector spending especially for education, health and basic 
                                                 
6  Anwar, T. 2006. Trends in Absolute Poverty and Governance in Pakistan: 1998-99 and 2004-05. Pakistan 

Development Review 45: Part II (Winter): 777–793. 
7  Ministry of Finance, Government of Pakistan. Pakistan Economic Survey, 2007/08. Islamabad.  
8  According to the Economic Survey of the Government of Pakistan for FY2006, from FY2004 until the first half of 

FY2006, 5.82 million new jobs were created as against an average job creation of 1.0 million–1.2 million per annum 
in previous years.  



 

 

7

infrastructure (rural electrification, roads, and irrigation improvements) also helped to reduce 
poverty. Overall public sector pro-poor expenditures increased from 3.0% of GDP in FY2002, 
4.9% in FY2007, and 5.5% in FY2008.9 
 

Figure 6: Gini Coefficient in Pakistan 
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16. Despite the recent decline in poverty, the challenge of poverty reduction and ensuring 
inclusive growth remains substantial, with almost a quarter of the population still living below the 
poverty line. In rural areas, poor people continue to struggle with the prevailing patterns of land 
ownership, malfunctioning labor markets, lack of access to quality education and health 
services, and discriminatory social structures. Urban areas suffer from deteriorating living 
environments, inadequate access to basic services, security problems, and poor infrastructure. 
Recent surges in the price of food and volatility in the oil market have reduced the purchasing 
power of the poor. Vulnerability to poverty is particularly pronounced for girls and women in both 
rural and urban areas. Restricted access to social services results in limited capability to exploit 
development opportunities, wasting human potential that could contribute to economic growth.  
 
17. Progress toward Millennium Development Goals. Pakistan is making progress 
toward achieving the MDGs (Appendix 1, Table A1.1). However, advances on some main social 
sector indicators have been slow. For example, even if net primary enrolment continues to 
increase at the rate of 2.5 percentage points per annum as it did between FY2001 and FY2005, 
it will reach only 77% by 2015, which is well below the MDG target of 100%10. The target will be 
achieved only if the per annum increase more than doubles to 5 percentage points. The same is 
true for adult literacy and child and maternal mortality. Maternal mortality ratios have actually 
worsened over the past few years (from 350 in FY2001 to 400 per 100,000 live births in 
FY2005), signaling continued poor quality and coverage of maternal and child health services. 
Several gender parity indicators are unlikely to be achieved based on present levels of progress 
                                                 
9  The overall increase in the pro-poor expenditures as percentage of GDP occurred despite the fact that education 

sector expenditures stagnated at around 2% of GDP and health sector expenditures at around 0.6% in recent 
years. This implies that the increase in pro-poor expenditures, as a percentage of GDP, largely came from sectors 
other than the human development sectors. 

10  Planning Commission, Government of Pakistan. Pakistan Millennium Development Goals Report 2005. Islamabad. 
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(Appendix 1, Tables A1.1 and A1.3). Progress on MDG achievement across the various 
provinces and regions is uneven with some areas making much faster progress than others. 
 
C. Political Developments 
 
18. The general elections on 18 February 2008 resulted in new governments taking power at 
the center and in the provinces. The lead up to the general elections was a period of 
considerable political uncertainty. The security situation deteriorated sharply, culminating in the 
assassination of Pakistan’s former Prime Minister Benazir Bhutto. These events, combined with 
the deteriorating economic outlook described above (paras. 7–8), led to a downgrading of 
Pakistan’s credit ratings, withdrawal of foreign investment, and loss of public sector revenues. 
Political uncertainty continued even after the elections. President Pervez Musharraf resigned in 
August 2008 and the Pakistan Muslim League (Nawaz) finally pulled out of the government a 
few days later. Elections for the new President were held in September, which brought 
President Asif Zardari into office. The political situation is expected to now stabilize, allowing the 
new Government to devote its full attention to addressing the critical challenges of restoring 
macroeconomic stability and growth. The Government is committed to macroeconomic 
stabilization and governance reforms with a focus on promoting sustained and inclusive growth 
and reducing poverty and inequality. The Government has also committed to restore peace and 
to curb militancy and unrest in the Federally Administered Tribal Areas and other parts of the 
North-West Frontier Province. The Government is expected to continue peace-building 
measures with India and to promote trade cooperation in the regional context. 
 
D. Environment 
 
19. The state of the rural and urban environment remains fragile (Appendix 1, Table A1.4 
and Appendix 6.12). In rural areas, unsustainable exploitation of natural resources has 
degraded the environment and has had severe implications for livelihoods and increased 
vulnerability to natural disasters. The urban environment has deteriorated as a result of rapid 
unplanned urbanization and industrialization, as municipal, industrial, and toxic waste have 
increased pollution levels, undermining the potential of cities to stimulate economic growth.  
 
20. Pakistan is increasingly threatened by both manmade and natural disasters; in relative 
terms it is one of the more vulnerable nations in Asia and the Pacific. Recent World Bank–
Columbia University research indicated that 22.8% of the country’s total area and 49.6% of the 
population residing in that area is at risk from multiple natural hazards. Factors contributing to 
the severity of hazards and disasters include poor construction practices due to lack of 
enforcement of building codes, a fragile natural environment, and weak early warning and 
response systems. Climate change may result in increased flooding, rock avalanches, and 
disruptions to water resources as the Himalayan glaciers melt. An elaborate policy, regulatory, 
and institutional framework exists for managing the environment. A National Environment Policy 
(NEP) was approved in 2005. Vision 2030, the medium-term development framework (MTDF) 
for 2005–2010, and PRSP II all take into account environmental considerations and set targets 
and allocate resources for environmental improvement. However, many sector-specific policies 
do not pay enough attention to the environment and inadequate policy implementation remains 
a major concern. Many environmental responsibilities were delegated to local governments 
under the Local Government Ordinance, 2001 but their capacity for environmental management 
remains weak. On the positive side, private industry in Pakistan has recently made substantial 
investments in cleaner production and effluent treatment in advance of any effective 
enforcement by the state. Nongovernment organizations (NGOs) and civil society institutions 
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have played an important operational and advocacy role in promoting environmental protection 
and conservation in Pakistan. 
 
E. Private Sector 
 
21. The private sector plays a key role in sustaining Pakistan’s growth momentum and in 
creating the jobs needed to absorb the rapidly growing labor force. In the 1990s, Pakistan 
initiated reforms that led to privatization, deregulation, and liberalization (Appendix 6.11). Stable 
economic conditions, higher growth rates and a more attractive investment climate created 
more opportunities for private companies in key sectors of the economy (e.g., almost 80% of the 
commercial banking sector and 100% of the telecommunications sector have been transferred 
to the private sector). 
 
22. A sharp reversal in economic indicators, political uncertainty, and deteriorating law and 
order resulted in subdued business activity in FY2008 as private investment growth fell sharply. 
Recent growth had in any case been dominated by spectacular momentum in services, 
particularly in telecommunications and finance. Manufacturing investment remained 
concentrated in textiles. It is unlikely that Pakistan can sustain its economic growth without 
deepening and broadening its manufacturing and industrial base. To reinvigorate investment in 
industry, there is a need for a comprehensive industrial policy that promotes investment in 
public infrastructure; rewards entrepreneurship; streamlines regulatory, licensing and other 
procedures; and improves the investment climate to reduce the cost of doing business.  
 
23. Specific constraints that need to be addressed include (i) critical infrastructure 
bottlenecks (particularly in the power sector) that raise the cost of doing business; (ii) 
inadequate access to and quality of infrastructure services in urban centers; (iii) inefficient 
contract enforcement, property rights protection, and quick dispute resolution mechanisms; (iv) 
poor human capital development and rigid labor markets that reduce labor productivity and 
result in suboptimal resource and factor allocation decisions; and (v) shallow financial and 
capital markets and consequent low levels of market capitalization and savings. 
 
F. Improving Public Financial Management and Combating Corruption  
 
24. Important measures have been taken by the Government to improve public financial 
management systems. The budget classification system that is now used in federal and 
provincial budgets is consistent with international accounting standards. Improved standards of 
financial reporting and auditing have also been introduced. Annual final accounts for the federal 
government are being produced within 6 months of the year end. A Public Procurement 
Regulatory Authority (PPRA) was established in 2002 and new procurement rules were put in 
force in 2004. A national anticorruption strategy was approved in 2002 to combat corruption 
based on both prevention and enforcement. A Fiscal Responsibility and Debt Limitation Law, 
2005 supports fiscal discipline by defining limits for government borrowing and the fiscal deficit. 
The Freedom of Information Ordinance, 2002 strengthens transparency in financial 
management through improving state accountability and governance. 
 
25. However, public sector financial management still needs substantial improvement. 
Important shortcomings have been identified in a series of public financial management and 
accountability assessments and in procurement assessments undertaken by ADB and its 
development partners in 2006 and 2007. A governance, institutional, and corruption risk 
assessment (GICRA), undertaken as background work for this country partnership strategy 
summarizes the need for multiyear budgets, with greater attention paid to expenditure 
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prioritization and operational efficiency, better legislative oversight of budgetary processes, 
greater public access to fiscal information, stronger internal controls and elimination of delays in 
clearing of audit reports by public accounts committees along with expedited actions on these 
reports, and better reconciliation between monetary and fiscal balances11 (Appendix.6.13). A 
clear delineation of responsibilities between the offices of the controller general of accounts and 
the auditor general and updating of general financial and treasury rules is also needed. 
Financial management practices in local governments have to improve. The GICRA specifically 
notes that the numerous laws aimed at controlling corruption are inconsistent and that rules and 
procedures to check corruption are archaic and formalistic. The institutional framework and 
capacity to combat corruption is weak and the agencies involved have overlapping jurisdictions 
that create opportunities for misuse of power and rent seeking. Implementation of the national 
anticorruption strategy requires continued political commitment at the highest level, a stronger 
and more transparent anticorruption legal framework, more effective provincial anticorruption 
institutions, and mechanisms to strengthen accountability in local governments. The new 
government needs to clarify whether the National Accountability Bureau will continue as the 
lead implementer of the anticorruption strategy and, if so, how it can be streamlined and 
improved. Improving procurement processes, particularly at provincial levels, by introducing 
rules-based procurement is a priority, since the current procurement system suffers from weak 
planning, lack of a credible contract administration and procurement information systems, and 
the absence of credible mechanisms to review complaints and redress grievances. Public sector 
capacity for procurement needs to be professionalized through structured training.  
 
26. The annual country performance assessments of Pakistan as part of the performance-
based allocation system for the Asian Development Fund have highlighted the need to further 
improve financial management, accountability, and governance (Appendix 2). To analyze these 
issues in key sectors of ADB operations, risk assessments have been undertaken, as part of 
GICRA, for key infrastructure sectors included in the CPS, including power, roads, and urban 
development. The results of these assessments will guide the design of financial safeguard 
measures and implementation arrangements of new ADB operations in these sectors. 
 
G. Gender  
 
27. Despite recent progress, gender inequities in Pakistan remain entrenched and require 
continued policy commitment and interventions on many fronts if the potential of girls and 
women is to be fully realized (Appendix 6.10). With some of the highest rates of maternal and 
child mortality, and female illiteracy, and some of the lowest rates of female employment in 
salaried jobs in Asia, Pakistan continues to face daunting challenges if MDG 3 (promote gender 
equality and empower women) is to be achieved by 2015. Pakistan’s ranking on the gender-
related development index12 is 125 out of 157 countries, and Pakistan is near the bottom at 127 
out of 130 countries in the 2008 World Economic Forum Gender Gap Index.13 There has been 
slow progress toward gender parity in both primary and secondary education but national 
figures mask stark regional disparities. Women continue to be economically excluded, with a 
female labor force participation rate of only 19.1%, compared with 70.1% for men in FY2007. 
Pakistan will not achieve its full potential for economic growth until women from all classes and 
social groups are enabled to take up employment and other income-generating opportunities on 
                                                 
11  Commissioned under ADB. 2006. Technical Assistance for Governance and Capacity Development Initiative. 

Manila (TA 6385-REG) to support the implementation of the second governance and anticorruption action plan.  
12  The gender-related development index (GDI) measures inequalities between men and women in the three human 

development index (HDI) component indexes. 
13  World Economic Forum. 2008. The Global Gender Gap Report. Geneva. This ranking is based on a score covering 

economic participation and opportunities, education attainment, health and survival, and political empowerment.  
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a more equitable basis. A quota of 5% for women in government service has been established, 
but progress toward fulfilling it is slow, especially in senior categories.  
 
28. On a more positive note, the Local Government Ordinance, 2001 provided for a 33% 
quota for women in local government and there are now more than 20,000 women councilors. 
Gender reform action plans (GRAPs) that provide for affirmative action to increase women’s 
participation in public sector employment have been adopted by all provinces and the federal 
government. A national policy for the development of women adopted in 2002 underscores the 
need for gender mainstreaming across line ministries and departments. In 2000, the National 
Commission on the Status of Women was created to strengthen implementation of gender 
policy commitments.  
 

II. THE GOVERNMENT’S DEVELOPMENT STRATEGY 
 

A. Development Goals and Strategy 
 
29. Taken together, Pakistan’s PRSP completed in 2003, the MTDF (2005–2010), Vision 
2030 approved in 2007, and the PRSP II currently being finalized articulate the country’s 
medium- and long-term development strategies and investment plans. Vision 2030 underlines 
the need for structural change and transformation to achieve “a developed, industrialized, just, 
and prosperous Pakistan through rapid and sustainable development in a resource constrained 
economy by deploying knowledge inputs.” The MTDF outlines specific investment plans to 2010 
to ensure progress toward the achievement of this vision. It prioritizes investments in five areas: 
balanced rural and urban development; accelerating output growth; upgrading physical 
infrastructure; achievement of the MDGs; and supporting private sector development.  
 
30. While the MTDF focuses on economic growth, the 10 strategic pillars of the PRSP II are 
designed to ensure that growth is broad-based and results in effective poverty reduction: 

(i) strengthening the macroeconomic environment, 
(ii) removing infrastructure bottlenecks with a focus on public–private partnerships, 
(iii) promoting integrated energy development, 
(iv) developing internationally competitive industry, 
(v) increasing productivity and value-addition in agriculture, 
(vi) prioritizing human development, 
(vii) strengthening capital and finance for development, 
(viii) improving housing and assets titles, 
(ix) strengthening governance for a just and fair system, and 
(x) protecting the poor and the vulnerable.  
 

31. To support pillar (x), the Government that came into power in February 2008 has taken 
steps to improve the social safety system and create additional employment and livelihood 
opportunities. It is implementing a major new cash transfer system for the poorest, the Benazir 
Income Support Program. This has an allocation of PRs34 billion and the Government plans to 
increase this to PRs50 billion, making the program much larger than any other in Pakistan. The 
Government has also instituted a new people’s work program with an initial allocation of Rs28.4 
billion to create employment through small-scale infrastructure projects. A new national 
employment scheme—the people’s rozgar (employment) program—is designed to create self-
employment opportunities for the poor and unemployed. 
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B. Resource Mobilization and Investment 
 
32. The Government has significantly increased development spending in recent years. The 
annual development expenditure of the federal government has risen by over 235%, from 
PRs129.2 billion in FY2003 to PRs434 billion in FY2007. For FY2008, the Government planned 
to further increase development spending to PRs520 billion but a deteriorating fiscal situation 
forced it to slash the Public Sector Development Program by PRs70 billion in February 2008. 
Still, development expenditure totaled a robust PRs452 billion in FY2008. The increase in 
development spending is not confined to the federal government; in Punjab, for example, the 
annual development program tripled in just 3 years—from PRs50 billion in FY2006 to PRs150 
billion planned in FY2008. The MTDF (2005–2010) envisages that the total Public Sector 
Development Program for the federal and provincial governments will grow to PRs597 billion by 
FY2010. The overall rise in development spending in recent years is attributable to strong 
economic management that needs to be protected through a continuation of prudent 
macroeconomic policies. Despite the deterioration in the fiscal position of the federal and 
provincial governments in FY2008, it is critical to ensure that development spending grows in 
line with available fiscal space so that macroeconomic stability, vital to sustaining growth, is not 
compromised. Such stability requires a significant broadening of the tax base and a much 
stronger effort to mobilize additional greater domestic savings.   
 
C. Role of External Assistance 
 
33. Historically, external assistance has played an important role in Pakistan’s development.  
Between FY2003 and FY2007, Pakistan received $15.7 billion in assistance from multilateral 
and bilateral sources, an annual average of over $3 billion. This included project aid, budget 
support, and assistance for relief and rehabilitation after the earthquake of October 2005. Over 
time, the proportion of project aid in total external assistance has declined, reflecting increased 
budget support operations financed mainly by multilateral development partners. ADB and the 
World Bank are Pakistan’s most important development partners, accounting for about 70% of 
Pakistan’s annual external assistance in FY2007. In addition to other multilateral and bilateral 
development partners, international NGOs and their local partners have provided extensive 
assistance over the years to improve livelihoods and reduce poverty. NGOs made a particularly 
important contribution in relief and rehabilitation work in the districts affected by the October 
2005 earthquake.  
 
34. Pakistan has an ambitious development agenda marked by large planned investments in 
infrastructure and the social sectors. In addition to allocating more of its own resources for 
development, the Government has also expressed a need for greater financial assistance from 
its development partners. In infrastructure, ADB, the World Bank and Japan are the largest 
development partners, with operations focusing on transport, power, and water (Appendix 1, 
Table A.1.5). In addition, the PRC is increasingly providing large amounts of assistance for 
infrastructure. Support for education is being led by the World Bank, supported by grant 
assistance from the governments of Canada, Norway, the United Kingdom (UK), the United 
States (US), and the European Union. ADB’s main support for the social sectors to Pakistan is 
being channeled through the devolved social services programs (DSSPs) that are assisting the 
education and health sectors as well as the water supply and sanitation sector14. Governance 
reforms that have historically been championed by ADB and the World Bank have in recent 

                                                 
14  These include Loans 2047-PAK, 2048-PAK, and 2049-PAK for Sindh Devolved Social Services Program; Loans 

2144-PAK and 2145-PAK for Punjab Devolved Social Services Program; and Loans 2202-PAK, 2203-PAK, and 
2204-PAK for Balochistan Devolved Social Services Program. 
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years also been supported by the governments of the US and UK in selected areas. This is an 
important change and reflects a move away from the previous division of labor between 
multilateral and bilateral partners (with the latter concentrating on project assistance).  
 
D. ADB’s Assessment of the Government’s Development Strategy 
 
35. The Government has been allocating more resources to support the implementation of 
its strategic development framework. Investments in pro-poor sectors have also risen. However, 
there needs to be more emphasis on implementation to ensure improved outcomes and results 
from the investments made. Early release of development funds, ensuring that higher 
development outlays are matched by rising operation and maintenance budgets, strengthening 
capacity of implementing agencies, incentivizing project performance, and improving monitoring 
and evaluation are critical to improved development implementation. While the Government has 
made efforts to improve internal consistency among its plans and priorities, better alignment 
between the MTDF and the budgetary and expenditure frameworks will help to ensure that 
development planning is consistent with available financial resources. In this regard, it will be 
crucial to cost the planned outcomes in various sectors, particularly those that relate to the 
MDGs. This will enable outcome-based budgeting designed to achieve the set goals and 
targets. Establishing results-based monitoring and evaluation frameworks in the MTDF and 
PRSP II will help in assessing progress toward the long-term development objectives laid down 
in Vision 2030. In addition to ensuring horizontal links between the MTDF and PRSP II, efforts 
need to be made to improve the vertical alignment of the national development framework with 
the development plans of the provinces and local governments. This will be critical to build 
consensus and direction on important national and subnational development priorities. 
 

III. ADB’S DEVELOPMENT EXPERIENCE 
 
A. Development Impact of Past Assistance 
 
36. ADB has been engaged in Pakistan’s development for almost 40 years and has 
established itself as a credible, value-adding, and responsive development partner. A country 
assistance program evaluation (CAPE) completed by the Operations Evaluation Department in 
May 2007 assessed the development impact of ADB’s strategy and operations over 1985–2006. 
While the CAPE confirms that ADB’s development responsiveness and credibility is recognized 
in Pakistan, ADB’s overall program and sector performance was rated partly successful. The 
CAPE found mixed performance of ADB in terms of contribution to development results and 
pointed to areas where improvements were needed at program and sector levels. The CAPE 
found that the large ADB program covered too many sectors and interventions with too few 
staff, complex project designs hindered implementation, there were gaps in analytical work to 
support policy dialogue in important sectors, and public sector operations significantly 
outnumbered those in the private sector (Appendix 4). Operations in the energy and transport 
sectors were rated successful. 
 
37. The completion report for the Pakistan country strategy and program (CSP) 2002–2006 
focused on the impact of ADB’s operations during the CSP period (Appendix 5), evaluating 
ADB’s performance in the three CSP strategic pillars of good governance, pro-poor sustainable 
growth, and inclusive social development. On governance, the report noted the strong alignment 
of ADB’s assistance with the Government’s far-reaching reforms program. The report 
highlighted ADB’s experience with justice sector reforms and confirmed achievements in 
supporting devolution and public resource management reforms. It noted ADB’s contribution to 
economic growth and poverty reduction during the CSP period through its interventions in 
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agriculture and rural development, infrastructure, and finance. However, it also noted that 
implementation bottlenecks affected performance in these sectors and identified areas where 
the lack of support at provincial levels constrained progress on sector reforms, e.g., in 
agriculture. The report observed that reform processes in Pakistan progress incrementally and 
that, therefore, there was a need for continued ADB support for second generation reforms in 
key economic sectors. The report found ADB’s new programmatic approach in the social 
sectors had the potential to demonstrate better results than those in earlier project-based 
support for education, health, and water supply and sanitation.  
 
B. Portfolio Performance and Status 
 
38. Portfolio performance in Pakistan has remained weak and lower than ADB-wide 
averages. Average annual disbursements increased from $389 million during 1996–2001 to 
$791 million during 2002–2006. However, after increasing to 28.2% by 2001, the disbursement 
ratio dropped to 16.5% in 2003 before increasing again to 21.7% in 2006. These were all below 
ADB-wide averages. Contract awards increased sharply from $425 million in 2002 to over $1 
billion in 2006 and demonstrated better performance than disbursements. The contract award 
ratio increased from 14.1% in 2002 to 25.7% in 2006 but this was still less than the ADB-wide 
ratio. Loan performance ratings remained weak. 
 
39. Portfolio performance improved in 2007 with a rise in disbursement and contract awards 
(Appendix 1, Tables A1.6–A1.10). Disbursements in 2007 totaled $990.46 million against a 
target of $740.57 million, which was a substantial improvement over the 2006 disbursement 
figure of $790.46 million. Contract awards in 2007 were $1.12 billion; higher than the target of 
$919 million and an improvement over the 2006 level of $1.05 billion. By the end of 2007, only 
6% of the portfolio (four loans) was at risk, compared with 10% (eight loans) in 2006. Net 
resource transfers to Pakistan increased to $576 million in 2007 from $467 million in 2006. This 
improvement in portfolio performance followed an agreement by ADB and the Government in 
2006 to restructure and rationalize the large and unwieldy ADB portfolio. Loan extensions were 
to be granted only in exceptional cases. All loans and technical assistance (TA) due for closure 
in 2007 were to be closed. Slow-moving projects were to be cancelled or steps taken to improve 
their performance (e.g., restructuring the project scope and/or implementation arrangements). 
As a result, the number of active loans was reduced to 66 by the end of 2007 from 80 at the 
beginning of the year. Active loans as of 31 August 2008 were further reduced to 58. The 
number of loans at risk was brought down. However, portfolio performance and project 
continued to be affected by the design of projects, lack of ownership by and capacity constraints 
of executing agencies, start-up implementation delays such as delays in establishing project 
management units, frequent changes of project directors, lack of interagency coordination, 
inadequate compliance with covenants and safeguard policies, and poor monitoring and 
evaluation. Projects are structured into too many small contracts, further complicating the work 
of the execution agencies.  Supervision work was far too intermittent.  Under this CPS, ADB will 
further streamline and improve portfolio performance to improve the effectiveness and results of 
its interventions.  
 
C. Conclusions and Lessons for the Country Partnership Strategy 
 
40. The conclusions and lessons of the CAPE and the CSP completion report converge on a 
few points (Appendixes 4 and 5). The first is the need to focus on a smaller number of sectors in 
order to maximize development impact. A related finding was the need to align the scale and 
scope of project operations and staff resources at the resident missions and in ADB 
headquarters and to supervise operations on a more regular basis.  There is also a need to act 
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on a more programmatic fashion and to structure transactions around larger contracts. Advance 
actions need to increase. Project implementation plans need to be clear and firmer upfront. 
Portfolio management needs to be handled increasingly from the field.  
 
41. Project implementation needs to improve rapidly and significantly. The CAPE and the 
completion report mentioned several examples of sectors and operations where implementation 
delays and bottlenecks affected performance and the achievement of objectives. Major attention 
will be given to project implementation under the new CPS. 
 
42. The two evaluations also showed that better results could have been achieved under the 
previous CSP if there had been effective coordination between the public sector and private 
sector operations at ADB. During the period, ADB’s private sector operations remained largely 
dormant and had little connection with its rapidly growing public sector operations. Opportunities 
were missed to boost the private sector and to foster public–private partnerships. As a result, an 
expansion of private sector development operations begun in 2007 will continue. Both 
operational teams will work in a seamless manner.  Public–private partnerships will need to play 
a more prominent role in proposed sector interventions.  
 
43. The need for a better balance between lending operations and economic and sector 
work is another conclusion of these assessments. This will require more targeted analytical 
work to enrich ADB’s policy dialogue on key topics of relevance to Pakistan’s economy and 
development agenda. It will also help to raise the image and professional profile of ADB. More 
focused economic and sector work, combined with a selective approach to sectors and 
subsectors and a smaller portfolio, will be the foundation for ADB’s improved capacity to engage 
with the Government at policy and operational levels.  

 
IV. ADB’S STRATEGY 

 
A. Summary of Key Development Challenges 
 
44. Structural change and transformation is a precondition for sustaining growth and 
promoting inclusiveness through the creation of employment opportunities in high-value-adding 
sectors. Structural change and inclusiveness require an enabling environment for the private 
sector and improvements to the business climate; credible regulatory frameworks; sound fiscal, 
monetary, industrial, and trade policies; efficient financial intermediation; critical infrastructure 
and services; and institutional effectiveness and capacities.15 The private sector can play a 
critical role in catalyzing change by exploiting opportunities that arise from an improved 
investment climate. Asia’s current transformation is being led by the private sector, which also 
creates most of the jobs needed for inclusive growth. High on Pakistan’s agenda too is the 
diversification of the narrow industrial and export base (with 60% of exports and 25% of the 
manufacturing value-added attributable to the textile industry alone), greater value addition to 
the current output, increased productivity of the natural resource base, and an increasingly 
sophisticated and specialized services sector. Public and private sectors have key roles to play 
to effect such structural change in order to achieve sustained and accelerated growth. The 
major constraints to growth and structural change in Pakistan include the following: 
 
45. Policy Distortions and Institutional Impediments for Structural Transformation. 
Despite the implementation of wide ranging reforms in recent years, policy distortions and 

                                                 
15  For a recent discussion on structural change, inclusiveness, and role of industrial policy, refer to the forthcoming 

book by J.Felipe mentioned in footnote 3 and Appendix 6.8: Economic Transformation of Pakistan.  
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institutional impediments continue to constrain the structural transformation of the economy. 
These limit growth and investment. In the agriculture sector, for example, public interventions 
distort the wheat market and create disincentives for farmers to raise production. This has been 
detrimental to food security and has resulted in the need to import wheat at a time of high 
prices, adversely affecting the balance of payments position. In the power sector, inefficient and 
unfunded subsidies and the accumulated problem of circular debt seriously undermine 
investment, leading to major power shortages that have become a constraint to industrial 
production. In the financial sector, weak governance impedes the development of long-term 
financial instruments. This restricts growth in domestic savings. Consequently, savings have 
been insufficient to finance domestic investment and the savings–investment gap has 
increased.  
 
46. The World Bank’s Doing Business Survey for 200916 ranked Pakistan very low (154 out 
of 181 countries) for the indicator of enforcement of contracts and property rights protection. 
The same survey ranked Pakistan 124 in the paying tax index. Pakistan’s labor market 
regulations are rigid, and it is ranked 78 on the “difficulty of hiring workers” index.17 The 
Transparency International Corruption Perception Index for 2008 places Pakistan 134 out of 180 
countries, and the country also performs relatively poorly on the Worldwide Governance 
Indicators.18 
 
47. A recent study on growth in Pakistan19 confirmed that governance and institutional 
bottlenecks are a binding constraint to sustained growth. A recent report from the World Bank20 
found governance impediments, including commercial laws and their enforcement, issues in 
land titling and property rights, and weaknesses in labor market institutions as key constraining 
factors in the ready-made garments, light engineering, dairy, fisheries, and mining sectors. In an 
investment climate survey in 2002, governance and corruption were highlighted by Pakistan 
firms as among the key reasons for the low levels of investment.  
 
48. Energy and Infrastructure Deficits. The absence of good infrastructure increases the 
cost of doing business. A crippling power crisis resulting in frequent outages is the most serious 
manifestation of the infrastructure deficit in Pakistan. In the investment climate survey referred 
to above, many firms complained that their most severe obstacle was a shortage of electricity. 
Difficulties in getting electricity connections and unreliable supply with frequent outages were 
found to impose a major burden on business (40% of the surveyed firms had bought their own 
generators, costing 5.4% of their sales). A survey21 of 650 small and medium-sized enterprises 
(SMEs) in the manufacturing sector concluded that almost 80% did not intend to make new 
investments over the next few years mainly because of expensive and unreliable electricity.  
 

                                                 
16  World Bank. Doing Business 2009: Measuring Business Regulations. http://www.doingbusiness.org. 
17  According to the DBS, Pakistan’s labor laws are the most rigid among South Asian countries in terms of hiring 

labor. Pakistan is ranked 43 on the rigidity of employment index, which is worse than other countries in South Asia. 
The costs associated with dismissing a worker are also high in Pakistan with the country ranked at 90 on this 
indicator. 

18  World Bank. 2008. Governance Matters VII: Governance Indicators for 1996–2007. Washington, DC. The 
indicators are based on six broad components: (i) voice and accountability, (ii) political stability, (iii) government 
effectiveness, (iv) regulatory quality, (v) rule of law, and (vi) control of corruption.  

19  Qayyum, A., Khawaja, M.I., and Hyder, A. 2007. Growth Diagnostics in Pakistan. Unpublished report. 
20  World Bank. 2006. Pakistan: Growth and Export Competitiveness. Washington, DC (Report No. 35499). 
21  Undertaken by the Lahore University of Management Sciences in 2003 and reported in Haq, M. 2005. 

Entrepreneurship, Private Investment, Economic Growth. The Lahore Journal of Economics, Special Edition 
(September). 
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49. Pakistan’s trade competitiveness is limited by its high internal transportation costs, which 
make up more than 65% of total trade costs, compared with 47% in India. There are long 
shipping times and freight costs to major markets; for example, freight and shipping costs from 
Pakistan to US markets are 6.5% higher than from the PRC (footnote 20). In a recent survey of 
157 Pakistani exporting firms in Sindh and Punjab,22 exporters expressed major concerns about 
inefficiencies in transport infrastructure, including freight costs. The majority of exporters 
identified removing transport bottlenecks and strengthening anticorruption measures as the two 
most critical areas for state intervention.  
 
50. The aging irrigation infrastructure imposes a major constraint on the productivity of the 
agriculture sector and by extension to the industrial sector, given the links between agriculture 
and manufacturing (over half of the manufacturing value added for textiles and foods is derived 
from agricultural goods). In turn, the low productivity of agriculture raises food prices, depresses 
real wages, and contributes to increased poverty. With Pakistan on the verge of becoming a 
water-scarce country, the rehabilitation of irrigation infrastructure needs to become a priority. 
Finally, poor urban infrastructure and service delivery —particularly in water supply and 
sanitation, urban transport, and solid waste management (SWM)—raises business costs, 
impairs the competitiveness of Pakistan’s cities, affects the environment and health standards 
and constrains investment growth.  
 
51. Low Human Capital Development. Pakistan has poor human development indicators 
despite some recent improvements (Appendix 1, Tables A1.1 and A1.3). It is clear that the pace 
of progress on most education and health indicators needs to be significantly accelerated if the 
MDGs are to be met. The 2007/2008 Human Development Report places Pakistan at 136 out of 
177 countries. Pakistan scores only 0.466 on the HDI sub-index on education (that has a range 
between 0 and 1). Human development indicators, both in terms of absolute levels of 
achievement and in relation to other comparable countries, remain poor despite increased 
investment in social sectors by the Government and international development partners in 
recent years. Three interlinked challenges need to be addressed to ensure that higher 
investments translate into improvements in human development indicators: (i) the capacity of 
government line departments to absorb greater resources, particularly at the provincial level, 
needs to be significantly enhanced; (ii) implementation of social sector projects needs to be 
strengthened by building up institutional capacity and providing incentives to line agencies to 
deliver results; and (iii) governance systems in the social sectors need to be improved and 
sufficient resources dedicated to schools and basic health units so they are appropriately 
equipped, staffed, and supervised to deliver services at district, subdistrict, and union council 
levels.  
 
52. Strengthening human development is essential to reaping the “demographic dividend” 
that will arise from the large proportion of the population entering the working age group. The 
dividend requires that the growing number of young school leavers have the requisite skills, 
training, and education to find gainful employment, which is not the case in Pakistan at present. 
For Pakistan to benefit from these demographic shifts, a high level of Government and private 
sector commitment will be required, as well as significant investments in education, health, and 
technical education and vocational training.  
 
53. Addressing Growing Inequity for Inclusive Growth. The gap between the rich and 
the poor has widened in Pakistan and the Gini coefficient has increased. The upsurge in 

                                                 
22  United Nations Industrial Development Organization. 2007. Trade-Related Challenges Facing Exporters in 

Pakistan. Islamabad (A study undertaken by the Pakistan Institute of Development Economics).  
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commodity prices in FY2008, particularly food prices, disproportionately affected the poor by 
curtailing their purchasing power. Significant gender gaps in economic participation indicate that 
the potential benefits of the increased education of girls are being wasted. There are major 
disparities in levels of incomes and social sector attainments between and within rural and 
urban areas, and between large cities and secondary towns. These differentials are leading to 
high rates of migration to the major urban centers, seriously overburdening infrastructure and 
services. To protect the political space for necessary but difficult economic reforms, it is 
essential that steps are taken to contain the growing level of inequality in society.  
 
54. Improving Implementation and Aid Effectiveness. Implementation of development 
projects is affected by weak capacity in government departments, particularly at provincial and 
local government levels. There are insufficient incentives to deliver results, insufficient 
ownership of development projects, and cumbersome procedures that cause delays and result 
in cost overruns. Government procurement processes need to be improved and streamlined. 
While ADB’s own procurement procedures are based on current public sector best practice, 
delays have sometimes occurred within ADB because of resource constraints and the need to 
comply with both ADB and government policies in specific transactions. Stakeholders have 
pointed out the need for ADB to reduce its response time on procurement matters. A key finding 
of both the Pakistan CAPE and the CSP completion report was that the achievement of targets 
and objectives of ADB projects has been affected by delays and cost overruns.  
 
B. Focus of Country Partnership Strategy 
 
55. The CPS will support Pakistan in its pursuit of prosperity and fight against poverty by 
facilitating structural change, investment and institutional effectiveness.  The outcome is to 
increase productivity and competitiveness through strategic interventions. ADB’s support is 
premised on (i) an analysis of Pakistan’s development challenges and opportunities; (ii) the 
strategic agenda of the Government (iii) ADB’s Strategy 2020 (footnote 2); (iii) the role and 
operational priorities of other development partners, and (iv) ADB’s track record and 
capabilities.  
 
56. Intensive in-country consultations took place at national, provincial, and local levels to 
finalize the strategic directions of the CPS.23 Two official rounds of consultations with the federal 
and provincial governments were undertaken as part of the country programming missions in 
August–September 2007 and 2008. The latter round of consultations was held to seek 
endorsement of the new governments that took power after the February 2008 elections on the 
main focal areas and the assistance program included in the CPS. An ADB team visited all four 
provincial capitals and selected districts within each province for detailed discussions on the 
various aspects of the CPS (Appendix 4). Stakeholders consulted included elected politicians, 
government officials, civil society representatives, professional associations, and private sector 
representatives. The needs for improved governance and more effective institutions and for 
investment in the water sector were identified as key areas requiring support from development 
partners. The consultations reinforced the demand for infrastructure development, and 
emphasized quality aspects of service delivery in the education and health sectors.  ADB also 
consulted other donors. 
 
57. The results matrix sets out the expected results and key outcomes of the CPS (see 
attached results matrix). ADB interventions will focus on the following areas: 

                                                 
23  Support for the consultations was sourced through ADB. 2004. Technical Assistance for Building Capacity for 

Participatory Approaches to Poverty Reduction in ADB Operations. Manila (TA 6176-REG). 
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1. Investment and Reforms in Energy and Infrastructure  

 
58. The total investment required to improve and expand infrastructure and power/energy 
facilities in Pakistan has been estimated to be in excess of $60 billion over five years. These are 
also part of the core operational priorities for ADB under Strategy 2020. ADB assistance will 
cover the following: 
 
59. Energy. Pakistan has severe policy bottlenecks and unmet capital investments in this 
area (Appendix 6.2). The Government wishes to pursue an integrated approach to improve 
energy security and has targeted domestic energy resources as a priority, including oil and gas, 
hydroelectric power, and coal. The MTDF envisages an investment of PRs1,102 billion over 
2005–2010. The existing power system is under increasing stress with a shortage of 5,000 MW 
in peak hours. The gap between demand and supply will grow in coming years. ADB’s strategy 
is to improve the quality of the facilities, the effectiveness of the institutions and the policy 
framework. Key drivers will be energy security, energy efficiency and clean energy.  This means 
that hydropower schemes and renewable energy will feature prominently in the strategy. ADB 
will provide finance and advice. The investments will be public and private in nature. ADB 
support for supply-side activities will include power generation (including private sector 
projects), transmission, and distribution and system enhancement. Seismic hazard analyses will 
help to determine the most suitable locations for new power generation facilities.  ADB has been 
involved in the preparation of the roadmap and policy framework for the sector. More work 
remains to be to be done. Specifically, ADB will continue to support energy sector reforms 
(including strengthening corporate governance in power entities and granting them greater 
financial autonomy) and capacity development of key agencies (including improving financial 
management and procurement practices, addressing the problems of circular debt and the debt 
overhang, and rationalizing tariff structures - see Appendix 6.13). On the demand side, ADB will 
focus on supporting energy efficiency activities. ADB will continue to support regional energy 
activities. It will assist in clean energy development initiatives, focusing on emission reductions 
through the use of the carbon market initiative and the introduction of technology to mitigate 
environmental impacts. Renewable energy is already in the ADB business plan, and will 
continue to be so in the medium to long term. ADB will work with other partners in this and other 
energy areas.  
 
60. Transport. This sector covers different road networks (national, provincial, rural and 
city), railways, ports, shipping, and aviation.  These networks have vital links to all other sectors 
of the economy. It is critical for narrowing the rural–urban income gap, improve connectivity, 
productivity, competitiveness and trade. Roads account for 91% of all passenger traffic and 96% 
of all freight traffic. The network needs to be expanded and overhauled and this means 
additional investments and financing (Appendix 6.3). Only 56% of the national highway system 
is in a good condition. The same applies to the provincial, rural and city networks.  Inadequate 
funding for road construction and maintenance has been a major constraint to development of 
the networks. But so have governance and institutional weaknesses (including weak internal 
controls, poor financial management, and weak regulation of construction and engineering 
consulting organizations). ADB operations will combine physical and nonphysical investments. 
The latter includes bringing about further policy and operational reforms, strengthening the way 
the institutions function and improving financial resource management and planning.  
 
61. Road maintenance and safety standards need major improvement. Project management 
capabilities are weak and need improvement, as does sector planning, project supervision and 
results measurement. There is also a need to raise the bar with regard to safeguards, in 
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particular social safeguards. Project transactions need to be more innovative and structured 
around different forms of public/private initiatives. This requires an improved enabling 
environment platform, including better regulation, tariff regimes and legal frameworks. The build-
operate and transfer (BOT) and concession approach needs radical changes. This includes not 
only enacting new laws to facilitate investment, but also improving the efficiency and 
transparency of the process to tender, short list, evaluate and award. The private sector as a 
whole simply needs to be brought more into the equation. 
 
62. The Government launched the National Trade Corridor Improvement Program (NTCIP) 
in 2005 with the aim of making the national transport system more efficient. ADB will support the 
NTCIP.  
 
63. Despite their vast potential, railways account for only 5% of traffic and need substantial 
reform to improve their efficiency and sustainability. Assistance to railways will be considered 
under the CPS, but ADB work will be conditioned on progress made on implementing basic 
reforms, including the enactment of legislation to corporatize the system, carrying out this 
corporatization, and improving standards of accounting and financial management.  
 
64. Water and Irrigation. Pakistan faces an acute shortage of water. The current availability 
in Pakistan is only about 1,200 cubic meters per person and this will drop to 800 cubic meters 
per person by 2025, making Pakistan a water-scarce country (Appendix 6.4). The Indus River 
System, which is the major source of water, has aged and is crumbling. It requires major 
investments in rehabilitation and expansion. Major issues in the water sector include a seriously 
threatened water resource base, low efficiency of utilizing water resources, a deteriorating 
infrastructure assets base, and weak institutions and capacity. The MTDF outlines a PRs280 
billion investment program for new water resources and irrigation development and for 
maintenance of the existing infrastructure. Given the slow progress on institutional reform, 
including a delay in the approval of the National Water Policy, ADB did not provide any new 
loans for most of the period covered by the last CSP. However, in 2006 ADB approved an 
investment program for province-based irrigation in Punjab. The latter signaled a commitment to 
institutional and on-farm water management reforms. Sindh and the North-West Frontier are 
expected to follow suit. The implication here is that irrigation initiatives are likely to be province-
based rather than national in nature.  
 
65. ADB will support adaptation work to possible impacts of climate change. The Central 
and West Asia Department (CWRD) has advanced work on a climate change implementation 
plan for Pakistan, as well as for other countries in the region. Specific climate change 
investment and advisory measures will be developed over the CPS period.  
 

2. Reforms to Strengthen Governance and Promote Structural Transformation 
 
66. Significant economic reforms have been implemented in Pakistan. However, the agenda 
is not complete and there is a need to deepen it and extend its scope. Governance and 
institutional bottlenecks remain a binding constraint to transformation and growth. ADB has 
been a leading partner at federal and provincial levels.  During the CPS period it will focus on: (i) 
structural transformation, including reforms in energy and financial markets; (ii) province level 
resource management, including improved investment climate and service delivery; and (iii) 
private sector development.  
 
67. Structural Transformation. ADB’s strategy to accelerate structural transformation in 
Pakistan is summarized in the road map in Appendix 6.1. ADB will provide assistance to remove 
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policy distortions in key sectors. A priority area will be the energy sector. The objective is to 
strengthen corporate governance, improve the balance sheets of electricity distribution 
companies, and rationalize tariffs. A second priority will be the industrial sector.  ADB support 
will target reforms to reduce business costs, rationalize taxation, streamline government 
regulations and procedures, and promote domestic and international trade and export 
competitiveness.  
 
68. Financial Sector. Strengthening financial sector performance is critical to supporting 
economic transformation and sustainable growth. The Government undertook major reforms in 
the mid- to late 1990s that resulted in a more resilient and efficient financial system. 
Restructuring of major banks, an ongoing consolidation in the banking industry, the 
strengthening of regulatory capacity, more transparency, and better corporate governance have 
improved the performance of banks. ADB’s focus has been on strengthening Pakistan’s capital 
markets and improving access of the poor to financial services. Although there has been a 
significant improvement in Pakistan’s financial sector performance, marked by an increase in 
equity market capitalization and an increase in access to financial services, its financial sector 
indicators continue to lag behind those of comparators. Major bottlenecks include the lack of 
product diversification and limited financing instruments, low financial intermediation, 
inadequate financial sector consolidation, regulatory fragmentation and arbitrage, weak 
payment and consumer and depositor protection systems, an inadequate regulatory framework 
for capital markets, and insufficient coverage of financial services (Appendix 6.6). ADB will 
support the strengthening of financial intermediation, regulation and supervision of financial 
institutions, and payment and depositor protection systems. ADB will also continue to support 
the deepening of reforms in the equity and capital markets, the diversification and innovation of 
financial services and products, microfinance, and the development of infrastructure finance and 
public–private partnerships.  
 
69. Provincial Financial Management and Service Delivery. Significant reforms have 
been made at the provincial level, especially in the areas of fiscal and financial management 
and service delivery. Building on the achievements under first generation reforms included in 
the public resource management programs (PRMPs) and the DSSPs, new assistance under the 
CPS will focus on improving medium-term budgetary frameworks; strengthening provincial 
governments’ capacity to plan and manage expenditure allocations, tax administration skills; 
and creating an enabling business and regulatory environment that reduces the cost of doing 
business (Appendix 6.5) 24.  
 
70. To foster inclusive development, there will be a continued focus on improving delivery of 
social services and achieving the MDGs. A programmatic approach will be adopted. ADB 
assistance will take into account the roles and work of other external financiers. 
 
71. Private Sector Development. ADB will support the Government’s strategy for private 
sector development, increased competitiveness, and structural change. First, it will support key 
policy reforms, including those targeting increased labor productivity and job creation against 
the backdrop of the ongoing demographic transition. Second, ADB will assist private sector 
participation in infrastructure development (PPID) and delivery of urban services through better 
policy and a regulatory framework for public–private partnerships. Financing modalities could 
                                                 
24  The approved PRMP loans include Loans 2030-PAK and 2031-PAK: Punjab Resource Management Program 

(Subprogram 1), Loans 2107-PAK, 2108-PAK, and 2109-PAK: Balochistan Resource Management Program; Loan 
2216-PAK: Punjab Resource Management Program (Subprogram 2); Loan 2385-PAK: Punjab Government 
Efficiency Improvement Program (Subprogram 1); and Loans 2482-PAK and 2483-PAK: Second Balochistan 
Resource Management Program (Subprogram 1). Details of the DSSPs are in footnote 14. 



 

 

22 

include a project development fund, a viability gap fund, and an operational support fund. Third, 
ADB’s private sector operations will be expanded, especially for hydroelectric, renewable, and 
thermal energy projects, as well as for power transmission and distribution. The private sector 
operations teams will also explore the potential for projects in transport, communications, oil and 
gas, and water and wastewater fields. Strong synergies between ADB’s public and private 
sector operations are already in place and will be further consolidated during the CPS period, 
particularly for infrastructure and energy sector development. Fourth, opportunities for private 
sector operations to support local financial institutions for SMEs, microfinance, Islamic finance, 
securitization, debt and equity, and the newly launched voluntary pension schemes will be 
pursued. Fifth, strengthening the environment for private sector growth in all these areas will 
take into account gender considerations; the aim being to release women’s potential as 
entrepreneurs and employees and to improve their economic standing and social position.  
Gender mainstreaming will be a feature of all ADB operations in Pakistan. 
 

3. Development of Urban Services  
 
72. Basic urban service delivery in Pakistan fails on three accounts: physical coverage is 
poor, the quality is inadequate and the delivery is intermittent. These low service targets are 
prevalent in large, medium and small cities and towns. Key urban services include water, 
wastewater, waste management and urban transport. These services have infrastructure, 
management and enabling environment gaps.  Lack of adequate service delivery affects the 
quality of life of people, but it also limits investment opportunities and ultimately the creation of 
city clusters and jobs. 
 
73. Basic Urban Services and Planning. Pakistan is the most urbanized country in South 
Asia. Its urban population is expected to be half of the total population by 2015. There is an 
urgent need to upgrade Pakistan’s major cities and towns to improve living standards and make 
them more competitive platforms for economic growth (Appendix 6.7). At present, cities and 
towns are constrained by weak local government structures, an insufficient focus on cost 
recovery and own-source revenue generation, inadequate infrastructure, absent or inefficient 
municipal service providers, and a lack of adequate urban management and planning systems. 
As a result, urban citizens do not have sufficient access to basic services of acceptable quality 
including safe drinking water, improved sanitation, and solid waste management.  Urban centers 
are also characterized by traffic congestion, overcrowding, and air pollution. This is because 
urban transport systems are not well developed and cannot cater to the growing number of 
private vehicles. There is no efficient mass transit system in the country. Moreover, there is 
insufficient compliance with quality standards and too little investment in the operations and 
maintenance of existing transport and other urban infrastructure. Urban services, therefore, 
demand immediate attention and investment to improve the quality of life of citizens and 
strengthen the economic competitiveness of cities. The vision of the Government is to make 
cities engines of national growth, centers of economic activity and knowledge, and focal points 
for cultural change. ADB will support the Government by drawing upon its demonstrated 
capacity in infrastructure development and its ability to catalyze public–private partnerships in 
service delivery. Multitranche financing facilities (MFFs) afford scope for a long-term approach 
to the revitalization of cities. Upgrading urban transport systems to reduce travel time and 
congestion and cut air pollution will be a priority. Assistance to large, medium and secondary 
cities will include improving delivery of water supply, sanitation, and SWM systems, and 
strengthening governance and institutions. Improvements to urban infrastructure and services, 
particularly water supply and sanitation services, will be of particular benefit to women 
especially if they are able to participate in design, implementation, and monitoring of projects.  
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74. Market Facilities. ADB will work on the development of selected market infrastructure, 
with a specific focus on wholesale markets and cash and carry and logistics centers in cities and 
towns. These operations have a high impact on trade and private sector development. They 
also contribute to reducing traffic congestion in cities.  Existing facilities are inadequate in terms 
of quality and location. They are also run in an inefficient manner.   
 

4. Effective Implementation of Projects and Programs and Capacity Building 
 
75. Portfolio performance under the CPS will be improved by continuing to restructure slow-
moving projects or project components, maintaining a no-extension policy, closing down 
nonperforming loans, and bringing down the number of non core lending and nonlending 
products. Project design and project structures will also be improved, including having fewer but 
larger contracts. Advance actions will be taken for the purposes of fielding advisors and 
preparing tender documentation. Review missions by ADB will be more regular. Overall project 
management will be handled from the field.  Project implementation and administration plans 
will be improved. Project management plans will be structured around teams, each with clear 
mandates (covering legal, technical and design, finance and administration, safeguards, 
operational, supervision, monitoring, evaluation, results measurement, capacity development, 
etc). Emphasis will also be placed on improving the “quality at entry” by devoting more 
resources at the concept preparation stage. The approval procedures of the Government and 
ADB will be harmonized. Technical assistance could be provided on request to improve 
procurement, safeguards, gender and results measurement processes and to train staff of 
executing agencies on ADB procedures and policies. Monitoring of the portfolio will be 
strengthened by establishing joint Government and ADB portfolio review committee.  The 
results-based monitoring and evaluation system in place at the Planning Commission will be 
strengthened (in coordination with other development partners). In light of the lessons following 
the earthquake of 2005, particular attention will be paid to improving standards of construction 
and civil works, ensuring full compliance with building codes and improving land use patterns 
and construction practices. 
 
76. To ensure better client service, reduce response time and transaction costs, and 
promote more delegation of authority and better use of resources, CWRD initiated a new “joint-
venture” model in April 2008 between headquarter and field teams. Sector focal points were 
appointed in the resident mission to provide a single point contact for portfolio implementation 
within a given sector, thus eliminating the distinction between delegated and nondelegated 
projects. The country director exercises broad oversight over the country portfolio and efforts 
are being made to ensure that operational teams at headquarters and the resident mission work 
together in a coordinated and seamless manner. The joint venture approach has already been 
fully implemented in the transport sector to good effect and is being replicated in other sectors. 
 
77. Environment and Safeguards. The environmental implications of infrastructure 
development projects will be addressed to ensure sustainable development results (Appendix 
6.12). Assessment of the capacity of government agencies in undertaking environmental 
assessments and environmental impact assessments and strengthening capacity in identified 
weak areas will be a priority activity for ADB. An ongoing multitranche financing facility on 
renewable energy development will support power generation using clean energy sources that 
will reduce carbon emissions and contribute to the management of climate change—a priority 
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under Strategy 2020.25 Support for improving urban transport in big cities and for strengthening 
water supply and sanitation systems in secondary cities will reduce air pollution, decongest 
roads, and improve the health and hygiene of urban residents. This support will also build up the 
capacity of local governments so they can provide better environmental services at district and 
subdistrict levels (for which they are responsible under the devolution plan). Consideration will 
be given to building partnerships with the private sector, e.g., for effluent treatment. ADB will 
support the Government to finalize a national resettlement policy to address resettlement and 
compensation issues, particularly those related to large infrastructure projects. Better alignment 
of the Government’s and ADB’s resettlement and land acquisition policies will be critical to 
facilitating ADB support for infrastructure projects. ADB will also consider support for policy 
dialogue to address overall and sector-specific environmental challenges to its projects.  A 
regional technical assistance operation will be set up to look into broad institutional and policy 
gaps, support project processing and assist with implementation.  
 
78. Gender. Additional gender and governance officers are being recruited at the resident 
mission and headquarters. A regional cooperation technical assistance will be set up to add 
further resources to this theme.  The mandate will be to identify institutional gaps, support 
processing and assist with implementation. Gender gaps in the CPS results and outcomes will 
be narrowed by ensuring that gender issues are considered in the design, implementation and 
monitoring of ADB operations (Appendix 6.10). Policy dialogue with the Government will focus 
on effective implementation of the GRAPs and on promoting the role of women as change 
agents for inclusive growth. Within the focal areas of the CPS, women’s access to opportunities 
from improved access to services and markets created through, for instance, improvements in 
transport will be promoted. Activities will be built in to projects to mitigate any social ills that 
disproportionately affect women (HIV/AIDS and human trafficking). Women’s access to financial 
services will be enhanced. Programs aimed at improving social sector service delivery, 
attainment of MDGs, and urban environmental improvement with a focus on water supply and 
sanitation will particularly benefit women. 
 
79. Regional Cooperation. The Government recognizes the importance of regional 
cooperation and understands that that by virtue of its location—it shares borders with Iran, 
Afghanistan, the PRC, and India and has ports on the Arabian Sea—Pakistan can benefit from 
expanded regional trade and commerce with South and Central Asia, as well as with the Middle 
East (Appendix 6.14). However, current trade with Central Asian countries is substantially below 
its potential, with the total trade volume in 2005 being only $41 million. There is a large 
unrealized trade potential for Central Asia to trade with, for example, India and Malaysia, using 
Pakistan as a transit country.  
 
80. The Government strategy for subregional cooperation focuses on transport, trade, and 
energy. The CPS incorporates initiatives to strengthen cooperation between Pakistan and other 
countries in the region in these sectors. ADB support for the National Trade Corridor will reduce 
transportation costs and improve Pakistan’s connections to and trade competitiveness with 
other countries in the region. ADB is supporting regional connections to Afghanistan and Central 
Asia through road projects in Balochistan and the North-West Frontier Province. To promote 
regional cooperation in energy, ADB plans to support the Central Asia–South Asia Regional 
Electricity Market project to export electricity from Central Asian countries to South Asian 
countries, primarily Pakistan, as well as the Turkmenistan–Afghanistan–Pakistan–India natural 

                                                 
25  ADB. 2006. Report and Recommendation of the President to the Board of Directors on Proposed Loans to the 

Islamic Republic of Pakistan for Renewable Energy Development Sector Investment Program. Manila. (under 
Loans 2286-PAK and 2287-PAK) 



 

 

25

gas pipeline, which would provide gas from Turkmenistan. The Turkmenistan–Afghanistan–
Pakistan–India gas pipeline project is being considered by the concerned governments. 
Pakistan will also benefit from ADB’s support for regional cooperation in South Asian countries 
through enhancing the capacity of the secretariat for the South Asian Association for Regional 
Cooperation, and assistance for policy dialogue and research on intraregional trade and 
investment.  
 
C. ADB Assistance for the Strategic Priorities 
 
81. Lending Program. The proposed indicative lending program agreed with the 
Government for 2009–2011 totals $4.38 billion for 31 loans in the priority sectors, an annual 
average of $1.46 billion a year (Appendix 7, Table A7.1). The annual lending level is indicative 
and may need to be revised due to changing circumstances, including the headroom available 
under ADB’s ordinary capital resources financing. Annual ADF allocations will depend upon 
Pakistan’s rating under the performance-based allocation system and on the overall available 
resource envelope. The proposed pipeline includes both new and recurrent programs (including 
several ongoing MFF operations). Pakistan was among the early users of the MFF and the 
National Highways Development Program, approved in 2005, was one of ADB’s first MFFs. 
Three new MFFs were approved in 2006 for irrigated agriculture, power transmission, and 
renewable energy development. In 2007 an MFF was approved for the National Trade Corridor 
and in 2008 for power distribution and a Sindh cities improvement program. The sector 
roadmaps attached in Appendix 6 provide a diagnosis of the main issues and challenges faced, 
and identify the need for a strategic and predictable partnership of ADB with the Government. 
The use of MFFs has been welcomed by the Government as it reduces transaction costs, 
creates greater financing certainty, enables the preparation of a continuous pipeline of projects, 
and helps the Government’s medium- and long-term planning. MFFs will be a component of 
ADB support during the CPS period.  
 
82. Nonlending Program. The proposed TA program for 2009–2011 currently totals 
$7.1 million for nine projects (Appendix 7, Table A7.2). It mainly consists of project preparatory 
TA projects. Regional technical assistance programs are not included in this data, although 
Pakistan will benefit from several operations planned by the department covering the country – 
including those for safeguards, gender mainstreaming, climate change, etc.  The TA program 
also excludes the considerable “knowledge” and capacity building programs incorporated under 
existing MFFs.  ADB will also use TA and other approaches to strengthen its policy-related and 
analytical work on strategic issues. Current priorities for analytical work include issues of 
structural change and economic transformation, competitiveness, industrial policy and 
strategies, a business plan for the National Trade Corridor, and inclusive growth. This work will 
help strengthen the analytical foundation of ADB’s operations in Pakistan, and ADB’s policy 
dialogue with Government and other stakeholders. A stronger focus on economic and sector 
work was recommended by the country assistance program evaluation report on Pakistan.  
 
83. Cost-Sharing Arrangements. The cost-sharing arrangement for loan projects of ADB in 
Pakistan has been set at a maximum of 85% for ADB finance and 15% for Government finance 
(Appendix 3). This represents an increase in ADB’s contribution from 75% and is justified on the 
basis of (i) Pakistan’s robust economic growth in recent years and improved debt sustainability 
and the Government’s resolve to address current challenges to macroeconomic stability; (ii) the 
Government’s commitment to development and poverty reduction as evidenced by a sustained 
increase in pro-poor expenditures in key sectors; (iii) ongoing reforms in public financial 
management; and (iv) the commitment to improve portfolio performance. An additional 
consideration was the federal government’s plan to scale up development spending significantly 
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in the coming years, particularly on capital-intensive infrastructure projects. This change in cost 
sharing arrangements will help poorer provinces in Pakistan to access assistance for priority 
projects that would otherwise not be available for them. ADB will also finance up to 90% of the 
cost of individual TA projects as against the previous maximum of 80%.   
 
D. External Funding Coordination and Partnership Arrangements 
 
84. Coordination among development partners in Pakistan is being supported by 
Government-led efforts in the spirit of the Paris Declaration. Four working groups led jointly by 
the Government and development partners have been set up to promote harmonization in  
(i) sector-wide approaches to development, (ii) capacity development, (iii) procurement, and  
(iv) monitoring and evaluation. ADB is a member of all the groups and the lead in the group on 
capacity development, which has carried out a study on capacity development for aid 
effectiveness. The results of this study will contribute to a proposed national aid policy. The 
study pointed to the need to balance training strategies with enhancing organizational 
management through better data systems, financial accountability, human resource 
management systems, and monitoring. The recommendations of this study and of those 
prepared by the other working groups will be discussed at a national workshop planned to be 
organized by the Economic Affairs Division early in 2009. The Government’s strong leadership 
and commitment to strengthening aid harmonization and alignment is expected to pave the way 
for better external aid partnerships, thus reducing transaction costs, enabling the Government to 
make more efficient aid allocation decisions, and improving monitoring and evaluation. 
 
85. During the last CSP period, bilateral development partners provided a record $60 million 
in grant cofinancing in support of ADB’s access to justice, devolution, gender, and resource 
management programs. ADB will continue to seek partnerships with bilateral and multilateral 
institutions through both cofinancing and parallel financing arrangements. Efforts will be made to 
develop partnerships with key bilateral agencies particularly on governance and urban 
development initiatives. Given the substantial size of individual infrastructure operations, ADB 
will work with the larger development partners to provide coordinated assistance under a unified 
approach. A case in point is the recent cofinancing agreement between ADB and the Islamic 
Development Bank, under which each institution will provide up to $2 billion equivalent over the 
next 3 years to finance infrastructure projects in Pakistan and other common member countries 
in Central and South Asia. ADB will also seek to enhance its partnerships on infrastructure 
projects with the European Investment Bank, which has already committed to provide $50 
million in cofinancing assistance in 2009 for the MFF for the Renewable Energy Project. Other 
projects and programs with significant potential for development partnerships are the NTCIP, 
power transmission and distribution projects, large water sector projects, and urban 
development programs for Pakistan’s larger and second-tier cities.  
 
86. The existing infrastructure deficit and large financing requirements exceed the available 
resources of both the Government and its partners. Strong partnerships with the private sector 
will be needed. ADB is directly supporting such partnerships with its ongoing PPID. Together 
with operations in the infrastructure sector supported by the Private Sector Operations 
Department (particularly in power and energy), there is a strong policy and operational 
framework in place to expand public–private partnerships during the CPS period. 
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V. RISKS AND PERFORMANCE MONITORING AND EVALUATION 
 
A. Risks 
 
87. Lack of continuity in political commitment to good governance and economic reform is a 
risk in many developing countries. The new government in Pakistan that took over in February 
2008 may modify the development strategies of the previous government; for example, 
provincial governments are reportedly considering modifications to the local government system 
introduced under the 2001 devolution plan, once the constitutional protection provided to 
devolution lapses in 2009. Nevertheless, since the incoming national and provincial 
governments will continue to face similar challenges to those of their predecessors, including 
the power crisis and the need to develop a provincial consensus on major hydropower projects, 
slow progress on human development indicators, and weak governance and inefficient service 
delivery, it is unlikely that the objectives of development policy will change dramatically, 
although different sets of strategies may be pursued. The risk of any adverse policy changes is, 
therefore, small and is mitigated by the commitment expressed by the new Government to 
governance and economic reforms and its undertaking to promote inclusive growth and reduce 
poverty and unemployment.  
 
88. The deterioration in the macroeconomic situation over the past year represents a major 
risk. The unprecedented increase in international oil and food prices, and the slackening capital 
inflows have hit the external current account deficit and may lead to balance of payment 
problems unless there is a strategy to finance the deficit in a sustainable way. Rising fiscal 
deficits and inflation may make it difficult to maintain macroeconomic stability. However, 
although the absolute level of Pakistan’s external debt has increased, as a percentage of GDP it 
has steadily declined from 42.3% in FY2001 to 26.6% in FY2008. Nevertheless, debt 
sustainability needs to be closely monitored as the level of absolute debt could continue to rise 
as long as Pakistan runs high current account and fiscal deficits; eventually this could reverse 
the decline in the external debt–GDP ratio. The Government is aware of these macroeconomic 
challenges and is taking short-, medium-, and long-term measures to address the underlying 
problems. For example, it has already taken a number of difficult decisions to restore economic 
stability, including reducing subsidies and rationalizing development expenditures (para 9). The 
Government will need to continue to make efforts to stabilize the economy by reducing 
borrowings from the central bank, cutting expenditure and untargeted subsidies, and developing 
an immediate strategy to generate greater external inflows to increase the level of foreign 
reserves. Strengthening the national economy is closely linked with the need to improve law and 
order and security, which is in turn critical to restoring an enabling environment for private sector 
investment and business development. The Government is implementing a multi-faceted 
strategy to improve the security and law and order situation.  
 
89. Progress in addressing financial management and fiduciary risk at both macro and 
sector levels is very important. The public financial management and accountability 
assessments and procurement assessments supported by development partners (para. 25), 
and GICRA made several recommendations to improve performance in public financial 
management, procurement, and anticorruption activities. These include strengthening budget 
processes to improve budget credibility; improving public access to fiscal information and 
enhancing fiscal risk recording processes; bringing greater transparency and effectiveness to 
tax assessments and revenue collection measures; implementing rules-based procurement 
reforms, including setting up of comprehensive systems to redress grievances; instituting formal 
procurement training and procurement information databases; establishing adequate systems of 
internal audit; and strengthening anticorruption institutions and improving the legal environment 
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for corruption control. The Government has taken important steps to improve transparency and 
accountability of its public financial management systems, and provincial governments—aided 
by development partners—have followed suit. However, gaps need to be overcome, such as 
ensuring timely audits and carrying out meaningful actions on audit reports by public accounts 
committees, improving procurement practices at the provincial level, and strengthening 
institutional capabilities to accelerate implementation of the national anticorruption strategy. 
 
B. Results-Based Monitoring Process and Plan 
 
90. The results matrix (see attached results matrix), with its links to the sector results 
frameworks (Appendix 6) and project design and monitoring frameworks, will provide the overall 
basis for monitoring outcomes under the CPS. Mission leaders will periodically review progress 
made toward the outcomes reflected in the respective project frameworks. Progress reports of 
ADB-assisted projects, generated through the results-based monitoring system at the Planning 
Commission, will be an important input into this process. Project-specific monitoring reviews will 
feed into an annual sector results review to be undertaken by the respective sector divisions. 
The sector results frameworks in Appendix 6 contain indicators to measure progress made 
toward outcome indicators and will be used to conduct sector reviews. These reviews will be 
consolidated as part of the annual country portfolio review mission for discussion with the 
federal and provincial governments to assess overall progress toward CPS outcomes and to 
identify areas where improvements are required. A subsequent country programming mission 
will report back to the Government on the final assessment of progress on an annual basis, and 
point to any necessary changes or fine tuning required in the CPS indicators or targets. A CPS 
midterm review will be undertaken in the first half of 2011. It is recognized that the introduction 
of systematic and regular monitoring of CPS outcomes will require considerable efforts and time 
of concerned staff. Staff at the resident mission and headquarters will be trained in results-
based monitoring and evaluation. The information and analysis generated through the 
monitoring and evaluation work will feed into future strategies and operations. 
 
91. Efforts will be made to align the CPS monitoring system with the Government’s 
monitoring and evaluation system. ADB and other development partners will assist the 
Government to implement a results-based monitoring system at the Planning Commission to 
report progress on the outcomes of ADB-assisted and other development projects, as well as on 
progress at the sector and overall CPS levels (para 75). The present monitoring systems in 
Government, which are largely input-focused, dispersed, under-resourced, and involve 
numerous institutions at different levels, will need to be strengthened. A joint working group led 
by the Planning Commission and the Department for International Development of the United 
Kingdom has formulated recommendations to improve the robustness and comprehensiveness 
of the Government’s monitoring and evaluation system, strengthen the harmonization and 
alignment between Government and development partner monitoring and evaluation systems, 
and improve the application of managing for development results across the Government and 
development partners. These recommendations are being discussed and will be finalized for 
implementation in a forthcoming national workshop organized by the Government’s Economic 
Affairs Division. 
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MATRIX:  COUNTRY PARTNERSHIP STRATEGY RESULTS FRAMEWORK 

Country Development Goals CPS Outcomes 

Country-Level 
Outcomes Key Constraints CPS Outcomes Outcome Indicators 

Key Areas of ADB’s 
Interventions 

Assumptions and 
Risks 

Focal Area 1: Sustained Growth and Poverty Reduction through Reforms and Investments in Energy and Infrastructure  

Sustained inclusive 
growth averaging 7% 
by FY2013 

Reduced poverty 
headcount from 
22.3% in FY2006 to 
less than 20% by 
FY2013 

 

 

Critical physical 
infrastructure deficit in the 
power, transport, and water 
sectors 

Institutional and regulatory 
bottlenecks in the effective 
management and 
maintenance of 
infrastructure and 
operations of utilities 

 

 

 

 

  

Improved quality of 
services of utilities and 
enhanced access to 
power and electricity  

Efficient transport system 
under the National Trade 
Corridor Improvement 
Program marked by 
reduced travel time and 
transportation costs 

Improved efficiency and 
productivity of existing 
irrigation infrastructure 
and reliability of water 
resources 

Increase in the percentage of grid-
connected electricity consumers 
from 60% in 2008 to 70% in 2013 

Reduction in electricity outages by 
30% by 2013, with the electricity 
deficit at peak falling from 5,000 
MW in 2008 to 3,500 MW by 2013. 

900 km of national highways and 
2,000 km of provincial highways 
and district roads improved by 
2013 through ADB-assisted 
projects 

Reduced average travel time from 
Peshawar to Karachi from 72 
hours in 2006 to 36 hours by 2017 

Reduced transport cost for freight 
from 7% in 2006 to 5% of total cost 
by 2013 

1.2 million hectares of land 
rehabilitated in Punjab by 2013 
through ADB assistance 

Conversion of 11,500 hectares of 
rain-fed agriculture to irrigated 
agriculture contributed to by ADB-
assisted water projects by 2013  

Farmer organizations active in all 
areas of ADB-assisted water 
projects by 2013  

Ongoing Power 
Transmission 
Enhancement Project 
MFF; Renewable Energy 
Development Project MFF; 
Power Distribution MFF 

Proposed Sustainable 
Energy Efficiency 
Development Project 

Proposed Power 
Transmission 
Enhancement Project MFF 
II and Power Distribution 
MFF 2 

Ongoing MFF for National 
Highway Improvement   

Ongoing MFF for National 
Trade Corridor 
Improvement  

Ongoing MFF for Punjab 
Irrigated Agriculture Sector 
Development Periodic 
Financing Request (PFR) I 
and proposed PFR II 

Ongoing Barani Area 
Integrated Water 
Resources Sector Project 

Proposed MFFs for Sindh 
Water Resources 
Development and NWFP 
Water Resources 

Political and 
macroeconomic 
stability and 
continuity of sector 
reform policies  

Continued fiscal 
space to maintain 
large spending  on 
infrastructure 
development  

Government 
commitment and 
support for 
implementation of 
safeguard policies 
strengthened  

Capacity constraints 
in the contracting 
and consulting 
industries addressed 
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Country Development Goals CPS Outcomes 

Country-Level 
Outcomes Key Constraints CPS Outcomes Outcome Indicators 

Key Areas of ADB’s 
Interventions 

Assumptions and 
Risks 

Development  

Focal Area 2: Reforms to Strengthen Governance and Financial Services to Promote Structural Transformation 

2.1 Remove Distortions and Accelerate Value Creation to Support Structural Transformation 

Accelerate structural 
transformation of the 
economy 

Distortions in the 
agriculture and energy 
markets 

Weak safety nets for the 
poor and the vulnerable 

Lack of a diversified 
industrial and export base 
and low international 
competitiveness  

 
 

Accelerated economic 
transformation through 

(i) Reduced distortions 
and increased market-
based adjustment in 
agriculture and energy 
markets 

(ii) Strengthened social 
safety net system 

(iii) Greater share of  
industry and 
manufacturing in GDP 

(iv)  Greater share of high 
value-added exports 
in total exports 

Government procurement price of 
wheat raised to market level by 
2010 
Circular debt in the power sector 
eliminated and the overall debt 
liabilities adequately settled by 
2010 
Coverage of social safety net 
system increased to 9.5 million 
poor households by 2011 
Increase in the share of the 
manufacturing sector from 19% of 
GDP in FY2008 to 23% of GDP by 
FY2013 
High value-added output’s share 
of exports doubled to 20% in 
FY2013    

Ongoing Accelerating 
Economic Transformation 
Program (Subprogram 1)  

Proposed Subprograms 2, 
3, and 4 of the 
Accelerating Economic 
Transformation Program  

Continued reforms to 
create enabling 
conditions for 
structural 
transformation 
including overcoming 
resistance from 
vested groups 

Improved policy 
coordination among 
relevant agencies 
charged with 
implementing the 
Government’s 
structural 
transformation 
program  

2.2 Financial Sector Reforms 

Efficient banking  
and capital markets 
for catalyzing private 
sector participation   

Increased outreach 
and access of the 
poor to sustainable 
financial services in 
rural and urban 

Lack of product 
diversification and 
financing instruments 

Weak financial 
intermediation 

Weak regulatory and 
enabling frameworks for 
capital markets 

Greater financial 
deepening and banking 
sector penetration 

Strengthened regulatory 
capacity and frameworks  
for capital markets and 
financial services 

Enhanced access to 

Increased financial savings (from 
7.5% of GDP in FY2005 to 12% in 
FY2013) and increased savings 
mobilized by nonbank financial 
institutions (from 0.9% in FY2005 
to 4% in FY2013) 

Banking sector credit to private 
sector expanded from 28.5% of 
GDP in FY2007 to 32% by 

Ongoing Improving 
Access to Financial 
Services Program 

Ongoing Second 
Generation Capital 
Markets Reform Program 

Ongoing Accelerating 
Economic Transformation 

Government remains 
fully committed to 
financial sector 
reforms.  

Political expediency 
in providing directed 
or subsidized credit 
is avoided. 
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MATRIX:  COUNTRY PARTNERSHIP STRATEGY RESULTS FRAMEWORK 

Country Development Goals CPS Outcomes 

Country-Level 
Outcomes Key Constraints CPS Outcomes Outcome Indicators 

Key Areas of ADB’s 
Interventions 

Assumptions and 
Risks 

communities   

 

Poor coverage of financial 
services 

 

microfinance, particularly 
SME and agriculture 
finance, and 
mainstreaming of 
microfinance  

FY2013 

The number of microfinance 
clients increased to 2 million by 
2013 from 1.6 million in 2008   

 

 

Program (Subprogram 1)  

Proposed Subprograms 2, 
3, and 4 of the 
Accelerating Economic 
Transformation Program 

 

2.3 Provincial Financial Management and Service Delivery Improvement 

Efficient allocation of 
public resources, 
which give priority to 
PRSP-related 
sectors 

Improved efficiency 
in local service 
delivery 

 

 

 

 

 

 

 

Low revenue autonomy of 
provincial governments and 
low capacity to allocate 
resources strategically 

Poor capacity of local 
governments to effectively 
deliver services leading to 
low human capital 
outcomes 

 

 

 

Reformed provincial 
budget processes and 
rationalization of 
expenditures and 
revenues 

Rationalization of 
expenditures for efficient 
utilization of public 
resources 

Effective accounting of 
contingent liabilities and 
risk management 

Increased financing for 
social sector 
development at provincial 
levels and creation of 
additional fiscal space 

Better management of 
health service delivery 
and improved quality of 
health workers in the 
Punjab 

Meaningful adoption of medium-
term budget framework and 
gradual introduction of 
performance-based budgeting in 
Punjab by 2013 

Adoption of budget transparency 
and comprehensiveness principles 
in Balochistan and Sindh by 2013 

Introduction of a sustainable 
pension system in Punjab and 
Balochistan 

Primary and secondary health 
services meet minimum service 
delivery standards in the Punjab 

Development expenditures in 
Balochistan, Punjab, and Sindh 
increase by 15% per annum 
between FY2009-FY2013 

Progress towards the achievement 
of Millennium Development Goals, 
particularly health sector goals, in 
the provinces of Punjab, Sindh, 
and Balochistan 

Ongoing Punjab 
Government Efficiency 
Improvement Program 

Ongoing Devolved Social 
Services Programs in  
Punjab and Balochistan 

Proposed Punjab 
Government Efficiency 
Improvement Program II 

Proposed Punjab 
Millennium Development 
Goals Program 1, 2, and 
3.  

Proposed Sindh Rural 
Growth and Revitalization 
and Government 
Efficiency Improvement  
Programs 

Proposed Balochistan 
Resource Management  
Program II 

Policy continuity in 
support of the social 
sectors at federal 
and provincial 
government levels  

Possible delays in 
implementing 
reforms and/or 
passage of laws 

Capacity constraints 
for service delivery 
at provincial and 
local government 
levels  
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Country Development Goals CPS Outcomes 

Country-Level 
Outcomes Key Constraints CPS Outcomes Outcome Indicators 

Key Areas of ADB’s 
Interventions 

Assumptions and 
Risks 

2.4 Strengthening Competitiveness and Participation of the Private Sector 

Enabling 
environment for 
private sector 
development that 
reduces the cost of 
doing business 

Strengthened 
economic  
competitiveness    

Increased private 
sector investment in 
industry and other 
key sectors of the 
economy to support 
higher GDP and 
employment  

Weak regulatory and 
institutional frameworks 
that inhibit private 
participation 

Absence of world class 
infrastructure and lack of 
clear PPP policy and 
strategy to promote private 
sector participation in 
infrastructure development 

 

Strengthened business 
regulatory framework  

Comprehensive policy 
and regulatory framework 
for PPI; and increased 
PPI investment in energy, 
water, and transport  

Increased private 
investment from 9.7% of 
GDP in FY2008 to over 
15% by FY2013 

Competitive business 
environment supported 
by availability of skilled 
labor force, resulting in a 
larger and diverse 
industrial base  

Independent investment climate 
and doing business surveys show 
substantial improvement in 
Pakistan’s business environment 
by June 2011 

Improvement in Pakistan’s 
standing on the Global 
Competitiveness Index as 
measured by a higher rank by 
2013, from the current rank of 92 
in 131 countries for 2007-2008 

Increased private investment in 
key infrastructure sectors 
($6 billion in power, $2 billion in 
transport, and $0.5 billion in water) 
by 2013 

Increased number of PSOD-
financed operations in 
infrastructure and other sectors by 
2013 

Private Partnership in 
infrastructure 
Development Program 
Loan and MFF 

Proposed Accelerating 
Economic Transformation 
Program 

Ongoing and proposed 
Provincial Resource 
Management and 
Augmenting Government 
Efficiency Programs 

Ongoing and new  PSOD 
operations 

 

 

The security 
situation improves. 

Continuity of pro-
reform public policy 
that promotes private 
sector development 
is ensured. 

Investors’ confidence 
in the medium- to 
long-term prospects 
for the economy is 
restored.  

 

Focal Area 3: Development of Urban Services  

3.1 Basic Urban Services and Planning  

Improved quality of 
life of urban 
residents 

Restoration of 
potential of large 
cities and secondary 
cities to act as 

Inadequate urban planning 
and weak statutory 
coverage for plan 
implementation 

Poorly managed or absent  
management structure for 
urban service delivery and 

Increased quality, 
coverage, and continuity 
of basic urban services 
including water supply, 
sanitation, and solid 
waste management that 
benefits households, 
industry, services, and 

Increased access to safe water 
through pipe or tap supply in urban 
areas from 62% of urban residents 
in FY2007 to 65% by FY2013 

Increased sanitation coverage 
through flush toilets in urban areas 
from 92% of urban residents in 

Water supply and 
sanitation components in 
the Punjab and 
Balochistan Devolved 
Social Services Programs 

Ongoing municipal 
services improvement 

Sufficient 
government 
commitment to urban 
policy reform 
(including cost 
recovery, tariff 
reform, arrears 
collection, tax 
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MATRIX:  COUNTRY PARTNERSHIP STRATEGY RESULTS FRAMEWORK 

Country Development Goals CPS Outcomes 

Country-Level 
Outcomes Key Constraints CPS Outcomes Outcome Indicators 

Key Areas of ADB’s 
Interventions 

Assumptions and 
Risks 

engines of growth for 
the national and 
provincial economies 

 

maintenance of 
infrastructure 

Weak urban transport 
systems coordination and 
inadequate public transport 
supply 

Poorly resourced and 
inappropriately staffed and 
incentivized local 
government administrations 
with limited support from 
provincial authorities. 

Deteriorating infrastructure  
for supply, sanitation, and 
solid waste management  
creating bottlenecks to 
growth and investment 

Weak political support for 
tariff setting and cost 
recovery 

agriculture sectors 

Improved integrated 
urban transport and 
better adequacy between 
transport supply and 
demand with efficient, 
relevant, and reliable 
transport systems 

Increased customer 
awareness and service 
provider accountability, 
including gender-
sensitive service delivery  

 

FY2007 to 95% by FY2013 

Increased coverage of solid waste 
management services from 57% of 
urban residents in FY2006  to 67% 
by FY2011 

Reduced commuting time and 
decongestion of roads in urban 
areas 

Citizen report card results 
published; gender-disaggregated 
data compiled and performance 
indicators monitored  

projects under NWFP 
Urban Development 
Sector Project, Southern 
Punjab Basic Urban 
Services, and Rawalpindi 
Environmental 
Improvement Project 

MFF for Sindh Cities 
Improvement Program  

Proposed MFF for Punjab 
Urban Transport 

Proposed MFF for Lahore 
Urban Transport 

Proposed MFF for Punjab 
Cities Urban Services 

reform, revenue 
enhancement) 

Government support 
for private sector 
participation in the 
delivery of urban 
services is ensured.  

Stronger efforts for 
integrating civil 
society efforts for 
urban development 
are undertaken.  

 

 

Focal Area 4: Effective Implementation of Projects and Programs and Capacity Building  

Improved 
implementation  
performance of 
development 
projects for better 
development results 

Enhanced capacity 
of key government 
departments to 
better manage their 
development 

Significant delays in start-
up and implementation of 
projects 

Low ownership, capacity, 
and commitment of 
executing agencies  

Complex policies and 
procedures involving high 
transaction costs 

Low incentives and 

Improved quality-at-entry 
of projects  

Rationalized and 
restructured ADB loan 
portfolio for improved 
performance  

Improved design of new 
projects informed by 
lessons from previous 
projects 

First phase of restructuring of 
ADB’s loan portfolio in Pakistan 
successfully completed and 
continued restructuring through 
the CPS period. 

A 50% reduction in start-up delays 
on projects by 2013 

“At risk” projects reduced to 4% of 
the portfolio by 2011 from 6.1% in 
2007 

Continuous joint portfolio 
performance reviews by 
ADB and Government to 
identify and address major 
implementation 
challenges 

Joint ADB and 
Government monitoring of 
sector outcomes using the 
results frameworks 
prepared for the key 

Continued 
commitment of the 
federal and 
provincial 
governments to 
portfolio restructuring 
and improvement 

Strong ADB and 
Government 
commitment for 
strengthening project 
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Country Development Goals CPS Outcomes 

Country-Level 
Outcomes Key Constraints CPS Outcomes Outcome Indicators 

Key Areas of ADB’s 
Interventions 

Assumptions and 
Risks 

portfolios 

Strengthened 
monitoring and 
evaluation systems 
focused on results 
and outcomes  

accountability in 
Government as a barrier to 
improved performance 

Improved results-based 
monitoring and evaluation 
systems operationalized 
in the Planning 
Commission 

 

Disbursement ratios increased to 
match ADB-wide averages by 
2011 

Fully operational results-based 
monitoring and evaluation system 
at the Planning Commission by 
2010 

sectors 

Implementation of the 
joint-venture approach by 
CWRD to improve internal 
efficiency and cut 
response time  

implementation and 
monitoring and 
evaluation   

ADB = Asian Development Bank, CPS = country partnership strategy, CWRD = Central and West Asia Regional Department of ADB, FATA = Federally Administered 
Tribal Areas, FY = fiscal year, GDP = gross domestic product, MFF = multitranche financing facility, MW = megawatt, NWFP = North West Frontier Province, PFR = 
periodic financing request, PPI = public private investment, PPP = public private partnership, PRSP = poverty reduction strategy paper, PSOD = private sector 
operations department, SME = small and medium-sized enterprises    
 
Source: Asian Development Bank. 
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COUNTRY AND PORTFOLIO INDICATORS 
 

Table A1.1: Progress Toward the Millennium Development Goals and Targets 
 

Goals and Targets Country Status 
Goal 1: Eradicate Extreme Poverty and 
Hunger 
 
Target 1A: Halve, between 1990 and 2015, 
the proportion of people whose income is less 
than $1 a day. 
 
 
 
 
 
 
 
Target 1B: Achieve full and productive 
employment and decent work for all, including 
women and young children. 
 
 
 
 
 
 
 
 
 
Target 1C: Halve, between 1990 and 2015, 
the proportion of people who suffer from 
hunger. 

 
 
 
The proportion of the population living below the official poverty line 
was 26.1% in FY1991. After having increased significantly to 34.5% in 
FY2001, poverty declined to 23.9% in FY2005 and further to 22.3% in 
FY2006, according to the latest available government data. Both urban 
and rural poverty declined during this period. With this downward trend, 
the MDG goal of reducing poverty to 13% by 2015 is achievable but 
only if the momentum of progress can be sustained. At present, the 
slowdown in growth starting in FY2008 and the rise in food prices has 
threatened the trend reduction in poverty. 
 
Having increased to 8.3% in FY2002, the unemployment rate fell 
sharply to 5.3% in FY2007 following a period of high economic growth. 
The female unemployment rate during this period halved from 16.5% to 
8.4%. However, youth unemployment continues to be consistently 
higher than the average unemployment rate. The labor force 
participation rate of the youth population is also below the average of 
the labor force as a whole. Also, despite the decline in the 
unemployment rate, underemployment and disguised unemployment 
particularly in the agriculture sector are key issues that need to be 
addressed. Therefore, achieving full and productive employment 
remains a major challenge. 
 
The incidence of underweight, malnutrition, stunting (age/height) among 
children under 5 years of age increased marginally from 40% in FY1991 
to 41.5% in FY2001 (more recent data are not available). A proxy 
indicator of per-adult equivalent monthly consumption expenditure 
showed that all income quintiles increased their consumption during 
FY2001–FY2005. The poorest 20% of the population increased its per-
capita consumption by 9.3% during this period. This increase in 
consumption, if sustained, will also reduce the proportion of people 
suffering from hunger. However, as observed in the Millennium 
Development Goals Progress Report on Poverty (MDGPR) for 2007, 
Pakistan’s progress on this indicator has been slow and the MDG target 
will probably not be achieved until after 2015.1  

Goal 2: Achieve Universal Primary 
Education 
 
Target 2A: Ensure that, by 2015, children 
everywhere, boys and girls alike, will be able 
to complete a full course of primary schooling. 

 
 
 
The net primary enrollment ratio increased from 46% in FY1991 to 51% 
in FY2002 and to 56% in FY2007. The proportion of students 
completing grade 5 increased from 50% in FY1991 to 74% in FY2006. 
 
The adult literacy rate increased from 35% (male 48%, female 21%) in 
FY1991 to 45% in FY2002, and further to 52% (male 65%, female 38%) 
in FY2007. There are, however, considerable regional variations in both 
enrollment and literacy indicators. 
 
Despite the progress made, the MDG goals in this area represent a 
formidable challenge and the pace of progress will need to be 
significantly accelerated (in effect doubled) if the target is to be 
achieved by 2015.  

                                                 
1 United Nations Economic and Social Commission for Asia and the Pacific, United Nations Development Program, 

Asian Development Bank. 2007. The Millennium Development Goals: Progress in Asia and the Pacific. Bangkok. 
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Goals and Targets Country Status 
Goal 3: Promote Gender Equality and 
Empower Women 
 
Target 3A: Eliminate gender disparity in 
primary and secondary education, preferably 
by 2005, and in all levels of education no later 
than 2015. 
 

 
 
 
The ratio of girls’ enrollment to boys’ enrollment in primary education 
improved from 73% in FY1991 to 82% in FY2002 and to 86% in 
FY2006. The ratio of girls to boys at matriculation level improved from 
80% in FY2001 to 90% in FY2006.  
 
The ratio of literate females to males improved from 51% in FY1991 to 
55% in FY2002, and to 65% in FY2006. 
 
The share of women in wage employment in the non-agricultural sector 
increased from 8.7% in FY1991 to 8.9% in FY2001, and further to 10% 
in FY2005. 
 
The percentage of seats held by women was 0.9% in the National 
Assembly and 1% in the Senate. Following the general elections of 
2002, these percentages increased to 21% and 17% respectively, 
which were maintained after the 2008 general elections. 
 
There is a considerable degree of regional and district variation in 
gender achievements. It is unlikely that at present levels of progress the 
full range of gender parity indicators will be achieved across all districts 
and regions. The MDGPR therefore rates Pakistan’s current progress 
on gender parity in primary education to be slow and off-track. 

Goals 4: Reduce Child Mortality 
 
Target 4A: Reduce by two thirds, between 
1990 and 2015, the under-5 mortality rate. 

 
 
The under-5 mortality rate declined from 140 per 1000 live births in 
FY1991 to 105 in FY2001, and further to 100 in FY2005. 
 
The infant mortality rate declined from 102 per 1000 live births in 
FY1991 to 82 in FY2002, and 70 in FY2006.  
 
The percentage of children fully immunized (12-23 months old) 
increased from 74% in FY2002 to 86% in FY2007 (male: 87%; female: 
85%).  
 
The coverage of the target population by “lady health workers” 
increased from 34% in FY2001 to 80% in FY2005. The lady health 
workers’ program started in 1994. 
 
Despite this progress, the achievements on health indicators need to be 
substantially accelerated to meet the MDG goals. The MDGPR 
confirms the slow progress on these indicators. At present levels of 
progress, it is likely that several districts will not achieve the targets.  
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Goals and Targets Country Status 
Goal 5: Improve Maternal Health 
 
Target 5A: Reduce by three quarters, 
between 1990 and 2015, the maternal 
mortality ratio. 
 
Target 5B: Achieve by 2015, universal access 
to reproductive health.  
 

 
 
The maternal mortality ratio declined from 550 per 100,000 live births in 
FY1991 to 350 in FY2001, but increased again to 400 in FY2005.  
 
 
The proportion of deliveries attended by skilled health personnel 
(including trained traditional birth attendants) increased to 79% in 
FY2002 and further to 83% in FY2006.  
 
The contraceptive prevalence rate improved from 12% in FY1991 to 
30% in FY2002 but declined to 26% in FY2006. 
 
The total fertility rate declined from 5.4 between 1993-1995 to 4.5 
during 1998-2000 and further to 3.8 during 2002-2004. 
 
The proportion of women (15-49 years) who had given birth during the 
previous 3 years and received at least one pre-natal care consultation 
during pregnancy increased from 15% in FY1991 to 35% in FY2002 
and further to 52% in FY2006.  
 
Despite progress made on several maternal health indicators, the 
Government’s 2006 MDG report conceded that the goals in this area 
remained the most difficult to achieve. The Government will need to 
prioritize actions on this MDG if progress is to be made.  

Goal 6: Combat HIV/AIDS, Malaria, and 
Other Diseases 
 
Target 6A: Have halted by 2015, and begun 
to reverse the spread of HIV/AIDS. 
 
Target 6B: Achieve by 2010, universal access 
to treatment for HIV/AIDS for all those who 
need it. 
 
Target 6C: Have halted by 2015, and begun 
to reverse, the incidence of malaria and other 
major diseases. 

 
 
 
HIV prevalence among vulnerable groups increased from 0.03% in 
FY2002 to 2% in FY2005. Access to treatment of HIV/AIDS patients is 
perceived to be very limited. 
 
 
 
 
In FY2002, 20% of the population living in 19 high-risk districts of 
Pakistan had access to and was using effective malaria treatment. By 
FY2005, this had increased to 30%. 
 
The incidence of tuberculosis (TB) reduced from 177 per 100,000 in 
FY2002 to 160 per 100,000 in FY2005.    
 
The proportion of TB cases detected and cured under DOTS (directly 
observed treatment, short-course) increased from 25% in FY2002 to 
40% in FY2005.  
 
In response to the increased HIV prevalence, the Government has 
intensified its response by instituting several measures and programs to 
check the growth of the disease. Continued strong efforts will need to 
be made to meet the ambitious (but achievable) MDG targets on 
HIV/AIDS, malaria, TB, and other major diseases.  
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Goals and Targets Country Status 
Goal 7: Ensure Environmental 
Sustainability 
 
Target 7A: Integrate the principles of 
sustainable development into country policies 
and programs and reverse the loss of 
environmental resources. 
 
Target 7B: Reduce biodiversity loss, 
achieving, by 2010, a significant reduction in 
the rate of loss. 
 
 
 
Target 7C: Halve, by 2015, the proportion of 
people without sustainable access to safe 
drinking water and basic sanitation. 
 
 
 
 
 
 
Target 7D: By 2020, to have achieved a 
significant improvement in the lives of at least 
100 million slum dwellers. 
 

 
 
 
The percentage of land area covered by forest (included state-owned 
and private forest and farmlands) increased marginally from 4.8% in 
FY1991 to 4.9% in FY2005. 
 
 
The land area protected for the conservation of wildlife increased from 
9.1% in FY1991 to 11.3% in FY2005. 
 
The number of vehicles using cleaner compressed natural gas (CNG) 
fuel increased from only 500 in FY1991 to 700,000 in FY2005. 
 
The percentage of the population (urban and rural combined) with 
access to safe drinking water (tap and hand pump water) increased 
from 53% in FY1991 to 69% in FY2002, but declined after that to 66% 
in FY2007. 
 
The percentage of the population with access to improved sanitation 
(flush toilet use) increased from 30% in FY1991 to 45% in FY2002 and 
further to 58% in FY2007. 
 
The percentage of regularized katchi abadis (slum settlements) 
increased from 50% in FY2002 to 60% in FY2005.  
 
While progress has been made on several MDG goals related to the 
environment, there is considerable variation in the level of achievement 
across districts. The MDG goals in this area remain potentially 
achievable if the pace of progress can be accelerated in the lagging 
districts through fast tracking implementation of relevant programs and 
initiatives addressing environmental sustainability.  

ADB = Asian Development Bank, CNG = compressed natural gas, FY = fiscal year, HIV/AIDS = human 
immunodeficiency virus/acquired immunodeficiency syndrome, MDG = millennium development goal, MDGPR = 
Millennium Development Goals Progress Report on Poverty , TB = tuberculosis. 

 

Sources: Government of Pakistan (Planning Commission) and UNDP. 2006. Pakistan Millennium Development Goals 
Report. Islamabad; Government of Pakistan (Ministry of Finance) 2005 and 2006. Pakistan Social and Living Standards 
Measurement Surveys (PSLM) 2004–2005, 2005–2006 and 2006–2007, Islamabad. United Nations Economic and 
Social Commission for Asia and the Pacific, United Nations Development Program, Asian Development Bank. 2007. 
The Millennium Development Goals: Progress in Asia and the Pacific. Bangkok. United Nations Economic and Social 
Commission for Asia and the Pacific, United Nations Development Program, Asian Development Bank. 2008. A Future 
Within Reach: Regional Partnerships for the Millennium Development Goals in Asia and the Pacific. Bangkok. United 
Nations. The Millennium Development Goals Report. 2008. New York. 
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Table A1.2: Country Economic Indicators 
  Fiscal Yeara 

Item 2003 2004 2005 2006 2007 2008b 
A. Income and Growth       
 1 GDP per Capita ($, current factor cost) 520.09 603.58 669.96 762.87  861.38 979.98 
 2 GDP Growth (%, constant factor cost) 4.73 7.48 8.96 5.82  6.83 5.78 
  a. Agriculture 4.15 2.43 6.48 6.30  3.66 1.49 
  b. Industry  4.24 16.26 12.12 4.11  8.01 4.63 
  c. Services 5.22 5.84 8.49 6.49  7.62 8.16 
          
B. Savings and Investment (current and market prices, % of GDP) 
 1 Total Investment 16.90 16.60 19.10 22.10  22.90 21.60 
 2 National Savings 20.80 17.90 17.50 18.20  17.80 13.90 
          
C. Money and Inflation (annual % change)       
 1 Consumer price Index (period average) 3.10 4.57 9.28 7.92  7.80 12.00 
 2 Total Liquidity (M2) 18.02 19.62 19.30 14.85  19.32 15.35 
          
D. Government Finance (% of GDP)       
 1 Revenue and Grants 14.78 14.08 13.85 14.12  14.88 14.31 
 2 Expenditure and Onlending 18.42 16.95 17.18 18.39  19.21 21.73 
 3 Overall Fiscal Surplus (Deficit) (3.70) (2.30) (3.34) (4.27) (4.33) (7.42) 
          
E. Balance of Payments       
 1 Merchandise Trade Balance (% of GDP) (0.53) (1.23) (3.97) (6.63) (6.75) (9.14) 
 2 Current Account Balance (% of GDP) 3.80 1.34 (1.60) (3.92) (4.78) (8.39) 
 3 Merchandise Export ($) Growth 19.14 13.84 16.17 14.94  4.38 16.46 
    (annual % change)       
 4 Merchandise Import ($) Growth 20.13 20.04 37.85 33.28  7.98 31.23 
    (annual % change)       
          
F. External Payments Indicators       
 1 Gross Official Reservesc ($ million) 9525.10 10553.90 9790.70 10760.20  13345.00 8577.00 
  (in month's of merchandise imports) 10.09 9.31 6.27 5.17  5.93 2.91 

 2 
External Debt Service (% of exports of 
goods and services) 22.76 32.50 14.89 13.80  12.93 12.33 

 3 Total External Debt (% of GDP) 39.97 34.06 31.08 28.25  27.11 26.58 
          
G. Memorandum Items       
 1 GDP (current market prices, million rupees) 4875648.0 5640580.0 6499782.0 7623205.0  8723215.0 10478194.0 
 2 Exchange Rate (rupee/$, period average) 58.50 57.57 59.36 59.86  60.63 62.63 
  3 Population (million) 149.03 151.09 153.96 156.77  158.10 161.40 
GDP = gross domestic product 
a Pakistan's fiscal year runs from 1 July to 30 June. 
b FY2008 data is provisional (State Bank of Pakistan) downloaded on 6 November 2008. 
c Reserves with the State Bank of Pakistan. 
Sources: Ministry of Finance (website), Pakistan Economic Survey 2007/08; State Bank of Pakistan (website). 
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Table A1.3: Country Poverty and Social Indicators 
 

Item FY2000  FY2005 Latest Years  
A. Population Indicators      
 1. Total Population (million) 139.8  154.0 158.1 (2007) 
 2. Annual Population Growth Rate (%  
  change) 2.3  1.9 1.9 (2007) 

      
B. Social Indicators      
 1. Total Fertility Rate (births/woman) 4.1 (FY2001) 3.5 c 4.1 a (2007) 

2. Maternal Mortality Ratio  
  (per 100,000 live births) 350 b (FY2001) 400 c -  

3. Infant Mortality Rate  
 (below 1 year/1,000 live births) 77 d (FY2001) 73 70 e (2006) 

 4. Life Expectancy at Birth (years) 60.4 (2001) - 63.4 (2004) 
 5. Literacy rate of 10 years and old (%)  45 e (FY2002) 53 e 55 e (2007) 
 6. Primary School Net Enrollment (%) 42 e (FY2002) 52 e 56 e (2007) 
 7. Public Education Expenditure (% of GDP) 1.5 (FY2002) 1.8 1.9 (2007) 
 8. Public Health Expenditure (% of GDP) 0.43 (FY2002) 0.48 0.61 (2007) 

9. Human Development Index  
Rank 144/175 (2001) - 136/177 (2005) 

 10. Gender-Related Development Index 
  Rank 120 (2001) - 124 (2005) 

      
C. Poverty Indicators      
 1. Official Poverty Line at 2,350 Calorie Intake
  per Adult equivalent per day 34.46 (2001) 23.94 22.3 (2006) 

   Rural 39.26 (2001) 28.13 27.0 (2006) 
   Urban 22.69 (2001) 14.94 13.1 (2006) 
      

— = not available, FY = fiscal year, GDP = gross domestic product, GNP = gross national product.  
Note: Years in parentheses refers to the latest years for which data are available. 
a Pakistan Demographic and Health Survey 2006/07. National Institute of Population Studies Pakistan and MEASURE DHS 
Macro International Calverton, USA.  
b Pakistan Reproductive Health and Family Planning Survey 2000-01, Ministry of Health, Government of Pakistan. 
c Medium Term Development Framework, 2005–10, Planning Commission, Government of Pakistan, May 2005.  
d Pakistan Demographic Survey 2001, Federal Bureau of Statistics, Islamabad. 
e Pakistan Social and Living Standards Measurements Survey (PSLM)2006-07, Federal Bureau of Statistics, Islamabad. 
 
Sources: Pakistan Millennium Development Goals Progress Report 2005;  Pakistan Economic Survey 2006 – 07, Ministry 
of Finance; Human Development Reports 2001, 2002, 2003,2006 and 2007-08, UNDP, New York; World Development 
Indicators, World Bank; Poverty Reduction Strategy Paper – Progress Reports 2004–05, 2005–06, 2006–07 and 2007–
08, Ministry of Finance, Pakistan.  
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Table A1.4: Country Environment Indicators 
 

Indicator 2000  Latest 
Years 

 

A. Energy Efficiency of Emissions   
 1. GDP/Unit of Energy Use (PPP$/kg) 4.1  4.14 (2004) 
 2. Carbon Dioxide Emissions      
  Kg per 2000 PPP $ of GDP 0.4 (2000) 0.4 (2003) 
  Metric tons per capita 0.8 (2000) 0.8 (2003) 
     
B. Water Pollution: Water and Sanitation     
 1. % of Population with Access to Improved Safe Water 62 (2005) 64 (2007) 
  Rural  63  65  
  Urban 61  62  
 2. % of Population with Access to Sanitation 66 (2005) 64 (2007) 
  Rural  49  49  
  Urban 95  92  
 3. Emission of Organic Water Pollutants (kg/day) 100,821 (2000) -  
     
C. Land Use and Deforestation     
 1. Forest Area ('000/km2) 21.2 [2000] 19.1 (2005) 
 2. Average Annual Deforestation     
  Square kilometers (km2) 304.0 (FY2000) -  
  % change 1.1 (FY2000) 1.6 (2005) 
 3. Rural Population Density (people/km2 of arable land) 433.9  476.7 (2005) 
 4. Arable Land (% of total land) 27.6  27.6 (2005) 
 5. Permanent Cropland (% of total land) 0.85  1.03 (2005) 
     
D. Biodiversity and Protected Areas     
 1. Nationally Protected Area  
  '000/km2 

- 
  37.8 (2003) 

  % of total land -  4.9 (2003) 
 2. Mammals (number of threatened species) -  19 (2002) 
 3. Birds (number of threatened species) -  17 (2002) 

 4. GEF benefits index for biodiversity (0= no biodiversity 
potential to 100= maximum) -  5 (2005) 

     
E. Urban Areas     
 1. Urban Population     
  Million 46.13  55.66 (2007) 
  % of total population 33.0  34.9 (2005) 
 2. Per Capita Water Availability (cubic meter)   —  1200 (2005) 
— = not available, GDP = gross domestic product, GEF= Global Environment Facility, kg = kilogram, km2 = square 
kilometer, PPP = purchasing power parity. 
 
Sources: Pakistan Economic Survey 2006–07, Ministry of Finance. Islamabad. Pakistan Millennium Development 
Goals Progress Report, Islamabad; World Bank. 2005. World Development Report, Selected World Development 
Indicators 2006, Washington. The Little Green Data Book 2007, World Bank, 2007. 
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Table A1.5: Development Coordination Matrix  
 

ADB Portfolio ADB Strategy/Activity Other Development Partners’ Programs 

Agriculture and  

Natural Resources 

 

 

Strategic focus on promoting a sustainable, 
modern, and diversified agricultural production and 
marketing system. Emphasis on key value chains 
for improved competitiveness, as well as an 
improved institutional environment for private 
sector investment. Support for policy and 
institutional reforms in the water sector, and 
rehabilitation and upgrading of existing 
infrastructure for irrigation, drainage, and flood 
protection.  

 

Ongoing support for agriculture sector reforms 
aimed at facilitating a progressive increase in 
agriculture productivity and profitability. Assistance 
for barrage rehabilitation and on-farm water 
management in Punjab. Support for integrated rural 
development through area development projects in 
regions with high incidence of rural poverty, 
including barani areas of Punjab and the FATA. 
Support for a coastal area development project in 
Sindh and agribusiness development. Ongoing 
assistance for development of a national 
agricultural sector strategy. Planned assistance for 
development of water resources in Sindh and 
NWFP and rural markets infrastructure in Punjab. 
Support for removing distortions in agricultural 
markets and promoting the role of the private 
sector. Support for rural growth and revitalization in 
Sindh. 

 

Australia: Strengthening agriculture sector interaction with commercial and 
research institutions in Australia in the horticulture and dairy sectors. Technology 
development for rice and other heavy stubbles. Support for adoption of raised bed 
technology in Pakistan’s irrigated maize and wheat cropping system. Support for 
adoption of improved water management practices. 

 

Department for International Development (DFID): Rural Support Programs 
Network for action and policy research to inform government policies for poverty 
reduction, devolution and to strengthen the capacity of rural support programs for 
working with the rural poor and local governments. Support for economic 
opportunities in the poorest districts of Punjab. 

 

European Commission (EC): Support for a national project to strengthen livestock 
services and enhance livestock productivity by reducing losses from animal 
diseases. Adoption of best management practices for the cultivation of cotton and 
sugarcane crops in Bahawalpur and Faisalabad. 

 

International Fund for Agriculture Development: Community development in 
AJK. Agriculture development in FATA. Rural development project in Dir district of 
NWFP. Village development in rain-fed areas of Punjab. Agriculture and rural 
development in the Northern Areas.  

 

Islamic Development Bank: Water management and agriculture development in 
the Chagai district of Balochistan. 

 

Japan:  Canal system rehabilitation and strengthening of farmers’ organizations in 
Punjab. Technical cooperation for water-saving agriculture technology in Punjab.  



 

 

Appendix 1 
43 

 

ADB Portfolio ADB Strategy/Activity Other Development Partners’ Programs 

 

Netherlands: Capacity building and institutional restructuring of water agencies in 
Balochistan (cofinanced with ADB). Enhancing institutional capacity for sustainable 
use of natural resources in Balochistan. Promoting sustainable use of land and 
water in the lower Indus Delta region. Protection and management of Pakistan’s 
wetlands to safeguard hydrology, livelihoods, and biodiversity.  

 

Switzerland: Support for integrated natural resource management in designated 
forest areas. 

 

One UN Joint Effort: Promotion of sustainable agriculture and rural development, 
and ensuring greater competitiveness. Strengthening capacity on WTO issues. 
Empowering communities so they can improve their access to services, livelihood 
options, and efficient natural resources management. Social mobilization of poor 
groups. Enhanced access of the poor to social services and safety nets.  

 

United States Agency for International Development (USAID): Support for an 
agriculture development project implemented by FAO in collaboration with 
Balochistan's Department of Agriculture.  

 

World Bank: Water sector management and institutional reforms in Punjab. 
Rehabilitation of irrigation infrastructure at Taunsa Barrage in Punjab. On-farm water 
management in Sindh and NWFP to improve quality of irrigation services. 
Strengthening rural infrastructure and services in AJK. Supporting rural poverty 
reduction through the Pakistan Poverty Alleviation Fund.  

 

Earthquake 
Rehabilitation and 

Budgetary support to the federal government to 
assist in meeting earthquake reconstruction and 
rehabilitation expenditures. Establishment of a 
Pakistan Earthquake Fund (PEF) with an initial 

Australia: Support for reconstruction and rehabilitation of education and health 
facilities in AJK through the ADB Pakistan Earthquake Fund. Support to UNICEF’s 



 

 

44 
Appendix 1  

ADB Portfolio ADB Strategy/Activity Other Development Partners’ Programs 

Reconstruction 

 

 

contribution from ADB and subsequent 
contributions from bilateral donors to support 
reconstruction in the social sectors and provision of 
technical assistance. Project support for 
reconstruction of high-priority infrastructure in the 
education, health, power, and road sectors and 
technical assistance including support for financial 
management and governance. Support for housing 
reconstruction. 

 

education reconstruction program.  

 

Canadian International Development Agency (CIDA): Support for housing and 
school reconstruction, rehabilitation of water and sanitation services, and provision 
of basic health facilities and education.  

 

DFID: Support for rehabilitation and reconstruction and technical assistance to the 
Earthquake Relief and Rehabilitation Agency (ERRA). Support planned for housing 
and education. Support for disaster risk reduction.  

 

EC: Initiatives for earthquake relief and rehabilitation encompassing logistical and 
coordination support, primary and middle school reconstruction, shelter, and food. 
Capacity building and livelihood support through community-based organizations. 

 

Germany: Reconstruction of health infrastructure in AJK. Rehabilitation of housing, 
schools, and local infrastructure in NWFP. 

 

Islamic Development Bank (IDB): Budgetary support for rehabilitation and 
reconstruction. Support for housing reconstruction. 

 

International Fund for Agricultural Development (IFAD): Assistance to rural 
households for livelihood opportunities, restoration of lost assets and development 
of basic infrastructure.  

 

Japan: Reconstruction of bridges, designing a seismic resistant and barrier- free 
basic health unit in NWFP and AJK, and rubble removal. Planned support for 
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ADB Portfolio ADB Strategy/Activity Other Development Partners’ Programs 

strengthening disaster management capacity. Reconstruction of 20 medical and 100 
educational facilities in Batgram, NWFP. Development study on rehabilitation and 
reconstruction in Muzaffarabad city.  

 

Netherlands: Support to UNICEF in the reconstruction of water and sanitation 
facilities in the affected areas. Reconstruction and improvement of water supply and 
sanitation facilities in the affected Allai Valley. Education reconstruction in 
cooperation with ERRA. 

 

Norway: Support for food, nutrition, water and sanitation, and education in the 
earthquake-affected districts. 

 

One UN Joint Effort: Strengthening policies, norms, and institutional mechanisms 
for disaster risk management. Developing reliable information and communication 
systems for disaster risk management. Strengthening training institutions to develop 
technical expertise to address disaster risk management effectively. Sensitizing 
stakeholders and vulnerable communities to the impact of potential disasters and 
developing awareness of coping mechanisms and risk reduction measures. 
Empowering communities, grassroots organizations, and local authorities in high-
risk areas to prepare for and recover from disasters. 

 

USAID: Livelihood support in the affected areas based on cash for work, agricultural 
assistance, and vocational training. Reconstruction of schools and health facilities. 
Support for expanding the economy of the earthquake-affected districts through 
revitalizing trade and industry.  

 

World Bank: Multisectoral assistance covering budget support, social service 
delivery, housing reconstruction, water and sanitation, health, and infrastructure 
reconstruction and development. 
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ADB Portfolio ADB Strategy/Activity Other Development Partners’ Programs 

Education Strategic focus on improving fiscal and financial 
management to create greater fiscal space for 
enhanced spending by provincial governments in 
the social sectors, including education.  Emphasis 
on improving the quality of service delivery through 
improving the resource position and capacity of 
local governments. 

 

 

Ongoing programs include devolved social services 
programs (DSSPs) in Punjab and Balochistan, and 
a technical education and vocational training 
project in Balochistan.  

 

Australia: Strategic focus on improving quality and access to elementary education 
(primary and middle), and strengthening national and provincial education systems. 
Geographic focus on Balochistan and NWFP, with existing partnerships with the 
World Bank and UNICEF. 

 

CIDA: Support for a debt-to-education conversion with a focus on strengthening 
teacher training institutions. Support for improving girls’ access to primary and 
middle education. Assistance for strengthening basic education at the federal level 
and selected districts of Punjab. 

 

DFID: Ongoing support for the National Education Assessment System (jointly with 
World Bank) and technical support at the policy level to integrate gender in 
education planning through UNICEF. Support for large programs in Punjab, 
Balochistan, and NWFP for basic education and a national program to support 
Technical and Vocational Education (likely to begin in 2009). Interim support for free 
textbooks and girls stipends in the pipeline for NWFP.  

 

EC: An ongoing Sindh Education Plan Support Program to improve capacity at 
school, district, and provincial level to deliver quality elementary education services. 
A similar NWFP Education Sector Reforms Program approved. 

 

Germany: Support for education sector reform and teacher training in NWFP. 
Support to the Ministry of Education for curriculum reform. 

 

IDB: Support for the National University of Science and Technology in Rawalpindi, 
the Ghulam Ishaq Khan Institute of Technology, and the Center for Excellence in 
Water Resource Engineering, Lahore. 
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ADB Portfolio ADB Strategy/Activity Other Development Partners’ Programs 

Japan: Support for improving literacy in Punjab. Support for science education with 
a focus on development of teachers’ guides and teacher training with the National 
Institute for Science and Technical Education as a partner. Support for technical and 
vocational training in Punjab with a focus on strengthening the Government College 
of Technology Lahore. Support for construction of middle schools and technical 
trade centers in Balochistan. Support for construction and rehabilitation of 65 
primary and middle schools in the FATA. Provision of educational equipment in 
FATA. Japanese Scholarships for 1200 Pakistani University students. 

 

Netherlands: Institutionalizing replicable models for children’s overall development 
as confident, capable, and creative people. Political literacy and civic education as 
part of the free and fair election in Pakistan project. 

 

Norway: Support for basic education improvement in NWFP. Support for 350 
community schools in six districts in FATA through the National Education 
Foundation. Assistance for quality primary education in Punjab. 

 

One UN Joint Effort: Improving primary and elementary education through higher 
school enrollments, retention, and completion, especially for girls. Improving 
learning outcomes for all children who have reached grades 4 and 8 by 2010. 
Improving adult literacy and nonformal basic education (NFBE), and support for 
expanded coverage of NFBE for out of school children, child workers, and industrial 
workers. Establishing systems of equivalence and certification for adult literacy and 
NFBE by 2010. Improving education governance of districts, and expanding 
coverage and analyses of learning outcomes for all levels. Support for improved 
systems for data collection, analyses, and use for planning and budgeting and policy 
making. Increasing provision of quality teacher education and training, especially for 
female teachers. Improving secondary education with a focus on technical and 
vocational education and training (TEVT) and life skills. Strengthening capacities of 
TEVT institutions. 

 

USAID: Strengthening education planning through capacity building of district and 
provincial officials and development of informed policies at the federal and provincial 
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ADB Portfolio ADB Strategy/Activity Other Development Partners’ Programs 

levels. Expanding professional development of teachers and administrators. Support 
for construction and rehabilitation of schools. Support for pre-primary, middle, 
secondary and higher secondary education through child-centered practice in 
Government and private schools. Scholarships for higher education programs in 
Pakistan and the United States. Support for a science and technology partnership 
program. Support for vocational training in FATA. 

 

World Bank: Lending assistance for education sector in Punjab. Support for human 
development in NWFP with a focus on education and health. Assistance for a 
Balochistan Community Education Project. Support for a Sindh Education Sector 
Reform Program. Support at the federal level for a National Education Assessment 
System. Planned support for higher education. Analytical work on impact evaluation 
and public private partnership in education.  

Energy 

 

Strategic focus on supply of energy to meet 
national requirements through assistance from both 
public and private funding sources. Activities 
supported by ADB include power generation, 
transmission, and distribution facilities and 
systems. Support for energy sector reforms and 
capacity development of key agencies. On the 
demand side, proposed support for sustainable 
energy efficiency development.  

 

Support for energy sector projects being provided 
through ongoing multitranche financing facilities 
(MFFs) includes renewable energy development, 
power transmission, and distribution. Technical 
assistance has been provided for policy formulation 
and capacity building for renewable energy, 
restructuring of the gas sector, and establishment 
of the Central Power Purchase Agency. Planned 
operations include a second MFF for power 
transmission.  

Germany:  Erection of electrical substations in various cities and towns. Financing 
hydropower feasibility studies and hydropower projects development. Technical 
support for policy development and pilot programs in renewable energy and energy 
efficiency with the Alternate Energy Development Board and the National Energy 
Conservation Center.  

 

Islamic Development Bank: Support for Rawat Grid Station. Planned assistance 
for three small hydropower projects. 

 

Japan: Support for load dispatch system upgrading, transmission, and distribution. 
Technical cooperation for grid system operation and maintenance system 
improvement. Expected assistance for rehabilitation of thermal power plants in 
Jamshoro and Muzaffargarh.  

 

Netherlands: Support for a cleaner production program with the industrial sector 
and compliance with national environmental quality standards and energy efficiency. 
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World Bank: Support for a competitive and efficient power sector providing 
affordable electric power, increased access to electricity in rural areas, and efficient 
and competitive oil, gas and petroleum industries. Support for power transmission 
and distribution. Planned support for coal development for power generation. 

 

USAID: Planned support for energy policy and pricing, energy efficiency and 
conservation, and capacity building of energy sector line agencies. 

 

Finance and Trade 

 

Strategic support for deepening of reforms in the 
equity and capital markets, diversification and 
innovation of financial services and products, 
development of infrastructure finance, public–
private partnerships, and strengthening of 
regulatory and supervisory regimes to improve 
access to financial services to support inclusive 
growth. Support to accelerate structural 
transformation of the economy through catalyzing 
high value exports. 

 

Ongoing assistance includes private participation in 
an infrastructure development facility, an access to 
financial services program, and a program to 
support second generation reforms for capital 
market development. Ongoing and planned for 
strengthening supervisory and regulatory regimes 
for both bank and nonbank financial institutions, 
strengthening the governance and autonomy of the 
central bank, and strengthening national payment 
systems and consumer and depositor protection. 

 

DFID: Support for tax administration reforms. Support for microfinance services for 
poor women and policy dialogue on access to financial services. Strengthening 
access to finance for poorer groups and small-scale enterprises.  

 

IDB: Trade financing for oil imports. 

 

IFAD: Support for outreach and innovation in microfinance services. 

 

Japan: Supporting capacity building of customs authorities on the post clearance 
audit system. 

 

Switzerland: Assistance to strengthen microfinance sector’s responsiveness to the 
poor and building institutional capacities of microfinance actors. 

 

USAID: Assistance for export-focused sector development. Support for 
competitiveness-related studies and activities. Promotion of trade policy reform and 
Pakistan–Afghan corridor trade initiatives. Improving the national, provincial and 
district level business enabling environment. Assisting private-sector led workforce 
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development. Providing enterprise development assistance for micro-entrepreneurs. 

 

World Bank: Support through Pakistan Poverty Alleviation Fund for microfinance. 
Support for a tax administration reform program. Ongoing technical assistance for 
banking sector development.  

Governance 

 

 

Support to provincial governments for government 
efficiency improvement and service delivery 
reforms to build on the achievements of the first 
generation of reforms under the public resource 
management programs (PRMPs) and DSSPs. 
Support focused on improving provincial fiscal and 
financial management, adoption of medium-term 
budgetary frameworks, and strengthening the 
provincial governments’ capacity to plan 
expenditure allocations and improve tax 
administration. Support for extension of reforms to 
include restructuring of state-owned enterprises 
and public utility reforms, as well as clearly defining 
the respective roles of the government and the 
private sector. Emphasis placed on mainstreaming 
public financial management reform in sector-
specific reforms. 

 

Ongoing governance programs include PRMPs 
and government efficiency improvement programs 
in Punjab and Balochistan, and DSSPs in Punjab 
and Balochistan. Planned assistance includes 
continued support for government efficiency 
improvement and resource management in Punjab 
and Balochistan, and a growth and rural 
revitalization program in Sindh.  

Australia: Support to civil society to demand better governance and promote 
devolution. Support to voter education programs to enhance voters’ knowledge 
about electoral procedures and good governance and leadership aspects of the 
democratic process. 

 

CIDA: Support for the Social Policy and Development Centre to promote pro-poor 
and gender-sensitive development outcomes. Assistance for devolution and 
decentralization. Strengthening the Election Commission of Pakistan. Raising 
awareness and advocacy of women’s rights.  

 

DFID: Technical assistance for implementation of decentralization and improved 
access to justice. Budget support and technical assistance to strengthen devolved 
social services to improve the quality of health and water and sanitation services 
under the ADB-assisted Punjab DSSP. Support to the Government of NWFP for 
provincial reforms. Assistance to Faisalabad district for establishment of efficient 
local government structure. Support for Ministry of Finance to develop a medium-
term budgetary framework. 

 

EC: Support for protection of children’s and adolescents’ rights and elimination of 
child labor. Empowerment of religious minorities. Support to national elections. 
Support for violence-free environments for women and children (elimination of 
gender-based violence, sexual harassment. abuse, and trafficking). Capacity 
building to assist victims of torture. Promotion of workers’ rights and access to 
justice.  
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ADB Portfolio ADB Strategy/Activity Other Development Partners’ Programs 

Japan: Strengthening community citizen boards in Punjab. Support for national 
elections. 

Netherlands: Support for national elections through strengthening of civil society 
capacity for domestic election monitoring and civic and voter education. Training 
courses for young Pakistani diplomats in cooperation with the foreign service 
academy. Strengthening community organizations in Balochistan Supporting 
regional media cooperation and training through the South Asia Free Media 
Association. Strengthening political parties in Pakistan through development of 
professional secretariats and establishing formal training capacities, and fostering 
participation of women in political processes. 

 

Norway: Support for the Devolution Trust for Community Empowerment (DTCE). 
Assistance for democratic electoral processes.  

 

One UN Joint Effort: Assistance to the National Reconstruction Bureau for policy 
initiatives to consolidate devolution reforms. Support to the DTCE to strengthen 
devolution at local levels through mobilization of Citizen Community Boards (CCBs), 
establishment of a Local Citizen Information Network (LCIN), and partnership with 
press clubs and bar associations for strengthening community empowerment 
processes. Assisting Parliament through strengthening capacity for legislative, 
representative, and oversight functions. Support for national elections in Pakistan. 
Assistance for governance reforms and practices in Balochistan. Support to the 
Ombudsman for strengthening public grievance redress mechanisms. Support for 
establishing development assistance database to promote accountability and 
transparency in the use of external resources. Planned support for legal 
empowerment. 

 

USAID: Support for the Government’s efforts to devolve decision making, resource 
management and service delivery by improving management and encouraging 
greater citizen participation in planning, budgeting and decision making. Facilitating 
an open and inclusive dialogue on local governance reform at federal, provincial and 
local levels with a focus on improving management and raising public confidence in 
representative institutions. 
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ADB Portfolio ADB Strategy/Activity Other Development Partners’ Programs 

World Bank: Continued support for poverty reduction strategy credits at the federal 
government level. Ongoing assistance for improving financial reporting and auditing. 
Capacity building of the public sector through a focus on professional and 
institutional development. Support for upgrading land records for Punjab. 

 

 

 
Health Strategic focus on improving fiscal and financial 

management to create greater fiscal space for 
enhanced spending by provincial governments in 
the social sectors including health.  Emphasis on 
improving the quality of service delivery through 
improving the resource position and capacity of 
local governments. 

 

Ongoing programs include DSSPs in Punjab and 
Balochistan and a government efficiency 
improvement program in Punjab. Resource 
management and government efficiency 
improvement programs to continue under the new 
strategy.  Plans for an MDG attainment program in 
Punjab focused on the health sector. 

Australia: Support for Pakistan’s maternal and newborn health program through 
DFID. Support for Pakistan’s national program for the prevention and control of 
blindness. Assistance for prevention of transmission of HIV among drug users in 
Pakistan through the United Nations Office on Drugs and Crime’s regional initiative. 

 

CIDA: Support for a surveillance system for HIV/AIDS and HIV prevention measures 
for female sex workers. Support for decentralization of health services, with a focus 
on women’s health.  

 

DFID: Strengthening health systems to support maternal and newborn health. 
Support for health and population welfare programs. Support for the ADB-assisted 
DSSP in Punjab to strengthen health outcomes. Assistance for the polio eradication 
initiative.  

 

EC: Support for strengthening the capacity of government health institutions and 
civil society organizations for improved quality and access to health services. 
Strengthening tuberculosis case detection and treatment services in Balochistan 
and Sindh. Improving sexual and reproductive health in Southern Punjab, 
Balochistan, and NWFP. Support for building rights-based approaches and 
institutional capacity to combat HIV/AIDS. 

 

Japan: Assistance for provision of oral polio vaccine through UNICEF. Technical 



 

 

Appendix 1 
53 

 

cooperation for polio eradication and the Expanded Program on Immunization in 
NWFP, vaccine quality control in the National Institute of Health, and tuberculosis 
control in Punjab. Training program for mother and child health at the Pakistan 
Institute of Medical Sciences. Provision of medical equipment in FATA. 

 

Germany: Support for health sector reforms and delivery of health services in 
NWFP and AJK with a focus on policy planning, quality management, and human 
resource development. Assistance for tuberculosis control in NWFP and FATA. 

 

One UN Joint Effort: Support for public services and strategies for integrated 
mother and child care and family planning and reproductive health services. 
Improving nutrition status of infants, young children, and child-bearing women. 
Controlling communicable diseases and reducing morbidity due to vaccine-
preventable diseases. Controlling tuberculosis and reducing malaria incidents. 
Supporting the national program for zoonotic and vectorborne diseases. Introducing 
integrated communicable disease surveillance and outbreak response systems. 
Supporting human resource development systems for health and population 
planning sectors and putting in place equitable and effective financing systems. 
Introducing effective systems for management of medical technologies and quality 
assurance and regulation systems. Containing HIV/AIDS transmission in vulnerable 
groups.  

 

USAID: Support for increased access to improved maternal and newborn health 
services and birth spacing. Improvement of child survival, health, and nutrition in 
FATA.  Support for HIV/AIDS prevention and care.  Support for polio eradication and 
tuberculosis control. Increased access to clean drinking water. Health system 
strengthening related to quality assurance, workforce development, information 
systems, supply chain management, financing and insurance, and governance.  

 

World Bank: Supporting partnerships for polio eradication. Assistance for HIV/AIDS 
prevention. Supporting health sector outcomes in NWFP. Planned support on 
nutrition. Analytical work to focus on health sector review and evaluation of “lady 
health workers” program. 
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Transport Key strategic focus on helping the Government and 
the private sector improve the connectivity within 
the National Trade Corridor framework, and for 
other strategic roads supporting regional 
connectivity.  Financial and technical assistance to 
assist the Government in achieving road sector 
targets, including securing long-term financing 
sources for road maintenance and capacity 
building of road agencies. Technical assistance for 
the rail sector for modernization and private sector 
participation. 

 

Ongoing projects include provincial road 
development sector projects in Sindh, Punjab, 
Balochistan, and NWFP; road components in 
multisector rural development projects; an MFF for 
national highways development, and another MFF 
facility to support the development of the National 
Trade Corridor and related logistics.  

Islamic Development Bank: Support for Pakistan Railways. 

 

Japan: Upgrading and improvement of national highways and rural roads. 
Improvement of the transport system in Karachi. Technical cooperation on 
pavement technology improvement with the Highway Research and Technology 
Center. Support for a Transport Policy Advisor at the National Highway Authority. 

 

World Bank: Rehabilitation and improvement of national highways. Planned 
technical support for the National Trade Corridor Program. Support to the National 
Trade Corridor Expressway Program. Planned support for Karachi Port Trust for 
berths rehabilitation. 

 

 

Urban 
Development, 
Water Supply, 
Sanitation and 
Waste Management 

 

  

Strategic support for the development of the urban 
sector with a focus on both the revitalization of 
large cities and support for the rehabilitation of 
secondary cities and towns. Assistance to be 
provided for improving urban service delivery; 
sustainable basic infrastructure; improved urban 
transport; and strengthened governance and 
institutions for better urban services management, 
with a major focus on urban transport in large cities 
and water supply and sanitation improvement in 
secondary cities. The objective is to promote 
efficient and effective utilities in municipalities that 
provide cost effective and sustainable urban 
services. 

Ongoing initiatives include urban development and 
environmental improvement projects in Southern 
Punjab and Rawalpindi focusing on water and 
sanitation improvements. Also support for water 
supply schemes under the DSSPs in Punjab and 
Balochistan. Planned assistance includes MFFs for 
development of urban transport in Punjab and 

DFID: Improving safe drinking water and sanitation for poor communities in NWFP. 
Support for the ADB-assisted Punjab DSSP which has a component on water 
supply and sanitation.  

 

Japan: Supporting preparation of a strategic vision for the city of Karachi and 
preparation of a master plan for the water supply and sanitation sectors. Improving 
water supply in Faisalabad and Abbottabad. Support for solid waste management in 
nine cities. Improving the environmental monitoring system of the Pakistan 
Environmental Protection Agency and provincial environmental protection agencies. 
Support for a water and sanitation extension program in the Northern Areas. 

 

One UN Joint Effort: Assistance for drinking water and improving sanitation. 

 

USAID: Support for safe drinking water and hygiene promotion in 31 districts of 
Pakistan; support for improvements in water supply and sanitation management in 
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strengthening urban services in secondary towns in 
Sindh and Punjab. 

selected municipal authorities. 

 

World Bank: Support for municipal services and infrastructure improvements in 
Punjab’s large cities and tehsil municipal administrations. Restoration of the walled 
city of Lahore. Support through the Pakistan Poverty Alleviation Fund for better 
standards of living for the poor focusing on improving community-level infrastructure, 
including water supply and sanitation schemes. 

ADB = Asian Development Bank, CIDA = Canadian International Development Agency, DFID = Department for International Development, DRM = disaster relief 
management, DSSP = devolved social services program, DTCE = Devolution Trust for Community Empowerment, EC = European Commission, ERRA = 
Earthquake Reconstruction and Rehabilitation Agency, FAO = Food and Agriculture Organization, FATA = Federally Administered Tribal Areas, HIV/AIDS = 
human immunodeficiency virus/acquired immunodeficiency syndrome, IFAD = International Fund for Agriculture Development, MFF = multitranche financing 
facility, MTBF = medium term budgetary framework, NFBE = non formal basic education, NWFP = North-West Frontier Province, PRMP = public resource 
management program, TB = tuberculosis, TEVT = technical education and vocational training, UNICEF = United Nations Children Fund, USAID = United States 
Agency for International Development. WTO = World Trade Organization 
 
Source: ADB Staff inputs and inputs from other development partners in Islamabad.  
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Table A1.6: Portfolio Indicators—Portfolio Amounts and Ratings 
(public sector loans, as of 31 December 2007) 

 
Ratinga Net Loan 

Amount Total Highly 
Satisfactory Satisfactory Partly 

Satisfactory 
Unsatis-
factory 

Potential 
Problemb At Riskc 

Sector 

$ million % No. % No. % No. % No. % No. % No. % No. (%) 
Agriculture and Natural 
Resources 578.7 9.5 7 10.6 0 0.0 7 100.0 0 0.0 0 0.0 0 0.0 0 0.0 

Education 117.6 1.9 5 7.6 0 0.0 5 100.0 0 0.0 0 0.0 0 0.0 0 0.0 
Energy 578.8 9.5 5 7.6 0 0.0 5 100.0 0 0.0 0 0.0 0 0.0 0 0.0 
Finance 818.0 13.5 5 7.6 1 20.0 3 60.0 1 20.0 0 0.0 1 20.0 1 20.0 
Health, Nutrition and 
Social Protection 44.5 0.7 1 1.5 0 0.0 0 0.0 0 0.0 1 100.0 1 100.0 1 100.0 

Industry and Trade 171.7 2.8 3 4.5 0 0.0 2 66.6 0 0.0 1 33.7 1 33.7 1 33.7 
Law, Economic 
Management and 
Public Policy 

308.7 5.1 7 10.6 0 0.0 7 100.0 0 0.0 0 0.0 0 0.0 0 0.0 

Transport and 
Communication 1600.7 26.4 12 18.2 0 0.0 12 100.0 0 0.0 0 0.0 0 0.0 0 0.0 

Water Supply, 
Sanitation and Waste 
Management 

63.6 1.0 2 3.0 0 0.0 2 100.0 0 0.0 0 0.0 0 0.0 0 0.0 

Multisector 1790.4 29.5 19 28.8 0 0.0 18 94.7 0 0.0 1 5.3 1 5.3 1 5.3 
                 
 Total 6072.6 100.0 66 100.0 1 1.5 61 92.4 1 1.5 3 4.5 4 6.1 4 6.1 
a One rating for implementation progress and development objectives, based on the lower rating of either.  
b Potential problem loans are satisfactory loans but have four or more risk factors associated with partly satisfactory or unsatisfactory performance. 
c A loan is "at risk" if it is rated as partly satisfactory, unsatisfactory, or a potential problem. 
Source: Asian Development Bank estimates.  
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Table A1.7: Portfolio Indicators—Disbursements and Net Transfers of Resources 
(public sector loans, as of 31 December 2007) 

 
 
Disbursements and Transfers 

 
OCR 

 
ADF 

 
Total 

 
Disbursements a    
 Total Funds Available for Withdrawal ($ million for Active loans) 2893.17 1965.03 4858.20 
 Disbursed Amount ($ million, cumulative for Active loans) 779.45 831.64 1611.07 
 Percentage Disbursed (disbursed amount/total available) 26.94 42.32 33.16 
 Disbursements ($ million, 2007) 550.02 440.31 990.33 
 Disbursement Ratio (%)b 21.11 29.29 24.10 
Net Transfer of Resources ($ million)    
 2003 32.62 (14.2) 18.42 
 2004 (912.26) 59.3 (852.96) 
 2005 158.77 92.5 251.27 
 2006 411.23 56.1 467.33 
 2007 347.01 228.84 575.85 
ADF = Asian Development Fund, OCR = ordinary capital resources. 
a Includes ongoing loans and all loans with disbursements in 2007.  
b Ratio of disbursements during the year over the undisbursed net loan balance at the beginning of the year less cancellations during the year. Effective 
loans during the year have also been added to the beginning balance. 
Sources: Asian Development Bank estimates (Loan Financial Information System). 
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Table A1.8: Portfolio Indicators—Evaluation Rating by Sector 
(1998–2007) 

 

Sector Highly Successful Successful Partly 
Successful 

 
Unsuccessful 

 
Total 

 No. % No. % No. % No. % No. % 
           
Agriculture and Natural Resources 0.0 0.0 2.0 33.3 3.0 50.0 1.0 16.7 6.0 100.0 
Education 0.0 0.0 0.0 0.0 2.0 100.0 0.0 0.0 2.0 100.0 
Energy 0.0 0.0 1.0 50.0 1.0 50.0 0.0 0.0 2.0 100.0 
Finance 0.0 0.0 1.0 33.3 1.0 33.3 1.0 33.3 3.0 100.0 
Health, Nutrition, and Social Protection 0.0 0.0 2.0 66.7 1.0 33.3 0.0 0.0 3.0 100.0 
Transport and Communication 0.0 0.0 1.0 100.0 0.0 0.0 0.0 0.0 1.0 100.0 
Water Supply, Sanitation, and Waste Management 0.0 0.0 0.0 0.0 1.0 33.3 2.0 66.7 3.0 100.0 
Multisector 0.0 0.0 1.0 25.0 2.0 0.50 1.0 25.0 4.0 100.0 
           
 Total 0.0 0.0 8.0 33.3 11.0 45.8 5.0 20.9 24.0 100.0 

HS=highly successful, PS=partly successful, S=successful, US=unsuccessful. 
 

Source: Asian Development Bank (Operations Evaluation Department/Post evaluation Information System) 
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Table A1.9: Portfolio Implementation Status 
(public sector loans, as of 31 December 2007) a 

 
    Net Loan Amount Closing Date 
  Loan  OCR ADF 

Approval 
Date 

Effective
Date Original Revised 

No. Sector No. Title ($ million) ($ million) (dd/mm/yy) (dd/mm/yy) (dd/mm/yy) (dd/mm/yy) 

Progress (% 
complete) 

 
1 AG 1146 Chashma Right Bank Irrigation (Stage III) 0.0 217.1 17-Dec-91 20-Nov-92 30-Sep-00 30-Jun-09 99.0 
2 AG 1879 Agriculture Sector Program Loan II–TA 0.0 2.4 13-Dec-01 24-Sep-02 31-Aug-07 24-Jan-08 75.0 
3 AG 2171 Agribusiness Development 0.0 31.6 19-May-05 9-Jan-06 31-Mar-11  35.0 

4 AG 2134 Sustainable Livelihoods In Barani Areas 
Project 0.0 42.7 14-Dec-04 13-Apr-05 30-Jun-11  26.0 

5 AG 2234 Federally Administered Tribal Areas Rural 
Development  0.0 45.9 25-Apr-06 8-Aug-06 31-Dec-11  14.0 

6 AG 2299 Punjab Irrigated Agriculture Investment 
Program (Project 1) 228.3 0.0 18-Dec-06  30-Sep-13  5.0 

7 AG 2300 Punjab Irrigated Agriculture Investment 
Program (Project 2) 0.0 10.6 18-Dec-06  30-Sep-13  5.0 

8 ED 1916 Decentralized Elementary Education Project 0.0 17.6 19-Sep-02 31-Jul-03 30-Jun-09 - 46.0 
9 ED 1278 Middle School Project 0.0 34.4 2-Dec-93 12-Oct-94 31-Dec-99 31-Mar-04 100.0 
10 ED 1373 Technical Education Project 0.0 37.0 19-Sep-95 27-Mar-96 30-Jun-02 30-Jun-04 100.0 

11 ED 2133 Restructuring of Technical Education and 
Vocational Training System (Balochistan) 0.0 17.0 14-Dec-04 23-Aug-05 30-Apr-11  26.0 

12 ED 2135 Restructuring of Technical Education and 
Vocational Training System (NWFP) 0.0 11.5 14-Dec-04 29-Sep-05 30-Apr-11  20.0 

13 EN 2286 Renewable Energy (Project 1) 111.4 0.000 13-Dec-06  30-Jun-12  5.0 
14 EN 2287 Renewable Energy (Project 1) 0.0 10.7 13-Dec-06  30-Jun-13  5.0 
15 EN 2289 Power Transmission (Tranche 1) 226.0 0.000 13-Dec-06 11-May-07 30-Dec-09  - 
16 EN 2290 Power Transmission (Tranche 1) 0.0 10.7 13-Dec-06 11-May-07 15-Jun-17  - 
17 EN 2296 Power Transmission (Tranche 2) 220.0 0.0     - 
18 FI 1806 Microfinance Sector Development 0.0 89.5 13-Dec-00 09-Feb-01 30-Jun-07  90.0 

19 FI 1956 Strengthening Pension, Insurance & Saving 
Systems 0.0 3.5 5-Dec-02 22-Apr-03 30-Jun-05 24-Jan-08 10.0 

20 FI 1988 Rural Finance Sector Development 25.0 0.0 20-Dec-02 26-Dec-02 30-Jun-06 30-Jun-08 65.0 

21 FI 2291 Improving Access to Financial Services (Phase 
1) Program 300.0 0.0 14-Dec-06  31-Dec-08  - 

22 FI 2340 2nd Generation of Capital Market Reform 
Program 400.0 0.0 31-Jul-07  30-Jun-09  - 

23 HL 1900 Reproductive Health Project 0.0 44.5 20-Dec-01 24-Feb-04 30-Jun-08  3.0 

24 IN 2066 Small and Medium Enterprise Sector 
Development Program 146.7 0.0 19-Dec-03 5-Jul-04 30-Jun-07  - 

25 IN 2067 Small and Medium Enterprise Sector 
Development Project 0.0 19.5 19-Dec-03 5-Jul-04 30-Jun-09  - 

26 IN 2230 Rural Enterprise Modernization 0.0 5.5 7-Feb-06 19-May-06 30-Jun-09  22.0 
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    Net Loan Amount Closing Date 
  Loan  OCR ADF 

Approval 
Date 

Effective
Date Original Revised 

No. Sector No. Title ($ million) ($ million) (dd/mm/yy) (dd/mm/yy) (dd/mm/yy) (dd/mm/yy) 

Progress (% 
complete) 

 

27 LW 1938 Gender and Governance Mainstreaming (TA 
Loan) 0.0 0.9 18-Aug-05 - 30-Jun-07  100.0 

28 LW 2109 Supporting Public Resources Management 
Reforms in Balochistan (TA) 0.0 3.2 25-Nov-04 23-Dec-04 30-Jun-08  - 

29 LW 2031 Supporting Public Resources Management 
Reforms in Punjab 0.0 4.4 4-Dec-03 23-Dec-03 30- Jun-06 30-Jun-08 0.0 

30 LW 2385 Punjab Government Efficiency Improvement 
Program-Subprogram 1 250.0 0.0 10-Dec-07  30-Jun-08  - 

31 LW 2386 Capacity Building for Punjab Government 
Efficiency Improvement 0.0 9.0 10-Dec-07  31-May-12  - 

32 LW 1899 Institutional Development for Access to Justice 
Project 0.0 24.6 20-Dec-01 24-Dec-01 30- Jun-06 30-Jun-08 20.0 

33 LW 1937 Local Government Performance Enhancement 
Project 0.0 16.7 21-Nov-02 24-Sep-03 30- Jun-07  35.0 

34 TC 1891 Road Sector Development Program 50.8 0.0 19-Dec-01 27-Jun-02 30-Jun-07  - 

35 TC 1892 Road Sector Development Program― 
Provincial Sector Development 80.3 0.0 19-Dec-01 25-Sep-02 30-Jun-07  60.0 

36 TC 1893 Road Sector Development Program― 
Provincial Sector Reform 0.0 92.2 19-Dec-01 25-Sep-02 30-Jun-07  60.0 

37 TC 1928 Punjab Road Sector Development Project 162.7 0.0 31-Oct-02 26-Jun-03 31-Dec-08  17.0 
38 TC 2019 Balochistan Road Sector Development Project 178.0 0.0 20-Nov-03 20-Aug-04 31-Dec-09  58.0 
39 TC 2020 Community Development and Poverty 

Reduction Project 0.0 1.1 20-Nov-03 20-Aug-04 31-Dec-09  15.0 

40 TC 2103 NWFP Road Sector Development and 
Subregional Connectivity 291.8 0.0 18-Nov-04 18-Oct-05 31-Dec-10  35.0 

41 TC 2104 NWFP Road Sector Development and 
Subregional Connectivity 0.0 5.4 18-Nov-04 18-Oct-05 31-Dec-10  15.0 

42 TC 2210 National Highway Devt Sector Investment 
Program (Project 1) 0.0 3.3 13-Dec-05 14-Jun-06 31-Dec-10  15.0 

43 TC 2231 National Highway Devt Sector Investment 
Program (Project 1) 180.0 0.0 15-Feb-06 14-Jun-06 31-Dec-10  15.0 

44 TC 2400 National Trade Corridor Highway Investment 
Program-Project 1 545.0 0.0 17-Dec-07  30-Jun-13  - 

45 TC 2401 National Trade Corridor Highway Investment 
Program-Project 1 0.0 10.2 17-Dec-07  30-Jun-14  - 

46 WS 2211 Rawalpindi Environmental Improvement 20.0 0.0 13-Dec-05 22-Feb-06 30-Sep-11  24.0 
47 WS 2212 Rawalpindi Environmental Improvement 0.0 43.6 13-Dec-05 22-Feb-06 30-Sep-11  24.0 
48 MS 1672 Malakand Rural Development Project 0.0 46.9 18-Mar-99 20-Jul-99 31-Dec-06  100.0 
49 MS 1787 NWFP Barani Area Development Project 0.0 61.6 28-Nov-00 4-Feb-02 31-Dec-08  66.0 
50 MS 1854 NWFP Urban Sector Development Project 0.0 25.3 8-Nov-01 23-Oct-02 30-Jun-08  35.0 
51 MS 1934 Sindh Rural Development Project 0.0 4.3 20-Nov-02 27-May-04 30-Jun-10  100.0 
52 MS 2049 Sindh Devolved Social Services Program 0.0 10.9 12-Dec-03 29-Apr-04 01-Aug-08  20.0 
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    Net Loan Amount Closing Date 
  Loan  OCR ADF 

Approval 
Date 

Effective
Date Original Revised 

No. Sector No. Title ($ million) ($ million) (dd/mm/yy) (dd/mm/yy) (dd/mm/yy) (dd/mm/yy) 

Progress (% 
complete) 

 
53 MS 2060 Southern Punjab Basic Urban Services 0.0 49.2 18-Dec-03 25-Aug-04 31-Jul-09  49.0 
54 MS 2061 Southern Punjab Basic Urban Services 43.2 0.0 18-Dec-03 25-Aug-04 31-Jul-09  49.0 
55 MS 2144 Punjab Devolved Social Services Program 69.0 0.0 20-Dec-04  31-Mar-08  - 
56 MS 2145 Punjab Devolved Social Services Program 0.0 76.3 20-Dec-04  31-Mar-08  - 

57 MS 2153 Multisector Rehabilitation and Improvement 
Project for AJK 0.0 59.8 21-Dec-04  30-Jun-09  28.0 

58 MS 2178 Infrastructure Development 0.0 26.19 18-Aug-05 9-Feb-06 31-Mar-10  - 
59 MS 2202 Balochistan Devolved Social Services Program 130.0 0.0 8-Dec-05 16-Nov-06 31-Dec-09  - 

60 MS 2203 Balochistan Devolved Social Services Program 0.0 70.0 8-Dec-05 16-Nov-06 31-Dec-09  - 

61 MS 2204 Balochistan Devolved Social Services Program 0.0 5.5 8-Dec-05 16-Nov-06 31-Dec-10  - 
62 MS 2213 Earthquake Emergency Assistance 0.0 251.7 13-Dec-05 14-Feb-06 30-Jun-09  37.0 
63 MS 2229 TA Loan For Megacity Development 0.0 11.0 2-Feb-06 14-Sep-06 31-Jul-10  - 
64 MS 2270 Private Participation In Infrastructure Program 400.0 0.0 31-Oct-06 19-Dec-06 30-Jun-10  - 

65 MS 2310 Sindh Coastal Community Development 
Project 0.0 38.3 15-Jan-07  30-Jun-13  - 

66 MS 2335 Earthquake Displaced People Livelihood 
Restoration Program 0.0 410.4 27-Jun-07  31-Dec-08  - 

   Total 4058.2 2014.59      
ADF = Asian Development Fund, AG = agriculture and natural resources, ED = education, EN = energy, FI = finance, HL = Health, Nutrition, and Social Protection, IN = 
Industry, IP = implementation progress, LW = Law, Economic Management and Public Policy, MS = multisector, No. = number, NWFP = North West Frontier Province, OCR = 
ordinary capital resources, TA = technical assistance, TC = transport and communication, WS = water supply, sanitation, and waste management 
a Includes ongoing loans only 
 
Source: Asian Development Bank. 
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Table A1.10: Portfolio: Contract Commitments, Disbursements and Risk Ratings 
(public sector loans, as of 31 December 2007) 

 
Cumulative 
Contracts/ 

Commitments 
Cumulative 

Disbursements Rating 
No. Sector Loan 

No. Title 

($ million) ($ million) IP DO 

Potential 
Problema At Riskb 

1 AG 1146  Chashma Right Bank Irrigation (Stage III) 175 174.1 S S No No 
2 AG 1879 Agriculture Sector Program Loan II–TA 1.2 1.1 S S No No 
3 AG 2171 Agribusiness Development 3.8 4 S S No No 
4 AG 2134 Sustainable Livelihoods In Barani Areas Project 15.4 6.8 S S No No 
5 AG 2234 Federally Administered Tribal Areas Rural Devt 2.8 5.1 S S No No 

6 AG 2299 Punjab Irrigated Agriculture Investment Program 
(Project 1) 

0 0.1 S S No No 

7 AG 2300 Punjab Irrigated Agriculture Investment Program 
(Project 2) 

0 0 S S No No 

8 ED 1916 Decentralized Elementary Education Project 8.4 6.4 S S No No 
9 ED 1278 Middle School Project 33.9 34.4 S S No No 
10 ED 1373 Technical Education Project 38.5 36.7 S S No No 

11 ED 
2133 Restructuring of Technical Education and Vocational 

Training System (Balochistan) 
4.8 2.6 S S No No 

12 ED 
2135 Restructuring of Technical Education and Vocational 

Training System (NWFP) 
1.7 0.6 S S No No 

13 EN 2286 Renewable Energy (Project 1) 0 0 S S No No 
14 EN 2287 Renewable Energy (Project 1) 0 0 S S No No 
15 EN 2289 Power Transmission Tranche 1) 57.5 0.2 S S No No 
16 EN 2290 Power Transmission (Tranche 1) 0 0 S S No No 
17 EN 2396 Power Transmission (Tranche 2) 0 0 S S No No 
18 FI 1806 Microfinance Sector Development 78.2 82 HS HS No No 
19 FI 1956 Strengthening Pension, Insurance & Saving Systems 2.3 1.7 S S No No 
20 FI 1988 Rural Finance Sector Development 2.5 2.9 PS PS No Yes 

21 FI 2291 Improving Access to Financial Services (Phase 1) 
Program 

100 100 S S No No 

22 FI 2340 2nd Generation of Capital Market Reform Program 0 0 S S No No 
23 HL 1900  Reproductive Health Project 6.9 7.3 S S No No 

24 IN 2066 Small and Medium Enterprise Sector Development 
Program 

86.9 87.7 S HS No No 

25 IN 2067 Small and Medium Enterprise Sector Development 
Project 

6.9 3.3 U HS No Yes 
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Cumulative 
Contracts/ 

Commitments 
Cumulative 

Disbursements Rating 
No. Sector Loan 

No. Title 

($ million) ($ million) IP DO 

Potential 
Problema At Riskb 

26 IN 2230 Rural Enterprise Modernization 0.5 0.5 S S No No 
27 LW 1938 Gender and Governance Mainstreaming (TA Loan) 0.1 0.8 S S No No 

28 LW 2385 Punjab Government Efficiency Improvement 
Program-Subprogram 1 

0 0 HS S No No 

29 LW 2109 Supporting Public Resources Management Reforms 
in Balochistan (TA) 

0.2 0.5 HS S No No 

30 LW 2031 Supporting Public Resources Management Reforms 
in Punjab 

1.3 1.2 S S No No 

31 LW 2386 Capacity Building for Punjab Government Efficiency 
Improvement 

0 0 S S No No 

32 LW 1899 Institutional Development for Access to Justice 
Project 2.8 2.6 

S S No No 

33 LW 1937 Local Government Performance Enhancement 
Project 6.5 4.8 

S S No No 

34 TC 1891 Road Sector Development Program 50.3 50.8 S S No No 

35 TC 1892 Road Sector Development Program― Provincial 
Sector Development 

55.5 30.3 S S No No 

36 TC 1893 Road Sector Development Program― Provincial 
Sector Reform 55.7 27.9 

S S No No 

37 TC 1928 Punjab Road Sector Development Project 74 21.6 S S No No 
38 TC 2019 Balochistan Road Sector Development Project 130.3 58.4 S S No No 

39 TC 2020 Community Development and Poverty Reduction 
Project 0.2 0.2 

S S No No 

40 TC 2103 NWFP Road Sector Development and Subregional 
Connectivity 82.2 23.3 

S S No No 

41 TC 2104 NWFP Road Sector Development and Subregional 
Connectivity 1.9 0.6 

S S No No 

42 TC 2210  National Highway Devt Sector Investment Program 
(Project 1) 0.2 0.1 

S S No No 

43 TC 2231 National Highway Devt Sector Investment Program 
(Project 1) 111 21.4 

S S No No 

44 TC 2400 National Trade Corridor Highway Investment 
Program-Project 1 0 0 

S S No No 

45 TC 2401 National Trade Corridor Highway Investment 
Program-Project 1 0 0 

S S No No 

46 WS 2211 Rawalpindi Environmental Improvement 13.2 6.1 HS S No No 
47 WS 2212 Rawalpindi Environmental Improvement 7.7 1.9 HS S No No 
48 MS 1672 Malakand Rural Development Project 26.9 24.3 S S No No 
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Cumulative 
Contracts/ 

Commitments 
Cumulative 

Disbursements Rating 
No. Sector Loan 

No. Title 

($ million) ($ million) IP DO 

Potential 
Problema At Riskb 

49 MS 1787 NWFP Barani Area Development Project 27.4 30.8 S S No No 
50 MS 1854 NWFP Urban Sector Development Project 10.4 3.1 S S No No 
51 MS 1934 Sindh Rural Development Project 2 1.9 U PS Yes Yes 
52 MS 2049 Sindh Devolved Social Services Program 1.4 1.8 S S No No 
53 MS 2060 Southern Punjab Basic Urban Services 29.6 11.3 S HS No No 
54 MS 2061 Southern Punjab Basic Urban Services 29.6 12.1 S HS No No 
55 MS 2144 Punjab Devolved Social Services Program 54.8 54.8 S S No No 
56 MS 2145 Punjab Devolved Social Services Program 50.1 50.1 S S No No 

57 MS 2153 Multisector Rehabilitation and Improvement Project 
for AJK 17.8 6.5 

S S No No 

58 MS 2178 Infrastructure Development 0.2 0 S S No No 
59 MS 2202 Balochistan Devolved Social Services Program 110 110 S S No No 
60 MS 2203 Balochistan Devolved Social Services Program 23.6 23.5 S S No No 
61 MS 2204 Balochistan Devolved Social Services Program 0 0.3 S S No No 
62 MS 2213 Earthquake Emergency Assistance 81 67.6 S S No No 
63 MS 2229 TA Loan For Megacity Development 0 1 S S No No 
64 MS 2270 Private Participation In Infrastructure Program 200 200 HS S No No 
65 MS 2310 Sindh Coastal Community Development Project 0 0 S S No No 

66 MS 2335 Earthquake Displaced People Livelihood Restoration 
Program 

202.1 202.1 S S No No 

Total 2087.3 1611.1         
AG = agriculture and natural resources, DO = development objectives, ED = education, EN = energy, FI = finance, HL = Health, Nutrition, and Social Protection, HS = highly 
satisfactory, IN = Industry, IP = implementation progress, LW = Law, Economic Management and Public Policy, MS = multisector, No. = number, NWFP = North West Frontier 
Province, PS = partly satisfactory, S = satisfactory, TA = technical assistance, TC = transport and communication, U = unsatisfactory, WS = water supply, sanitation, and 
waste management 
a “Yes” for loans with four or more risk factors associated with partly satisfactory or unsatisfactory performance. 
b A loan is considered "at risk" if it is rated as "PS" or "U" in either implementation progress or development objectives, or if it is a potential problem loan. 
 
Source: Asian Development Bank. 
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COUNTRY PERFORMANCE ASSESSMENT RATINGS1 

 

    20062 20073 

I Economic and Social Policy and Institutional Performance 3.8 3.8 

 A. Economic Management 4.0 4.0 

 1. Macroeconomic Management  4.0 4.0 

 2. Fiscal Policy  3.5 3.5 

 3. Debt Policy 4.5 4.5 

 B. Structural Policies 4.2 4.2 

 4. Trade 4.0 4.0 

 5. Financial Sector 4.5 4.5 

 6. Business Regulatory Environment 4.0 4.0 

 C. Policies for Social Inclusion/ Equity 3.2 3.3 

 7. Gender Equality 2.5 3.0 

 8. Equity of Public Resource Use 3.5 3.5 

 9. Building Human Resources 3.5 3.5 

 10. Social Protection and Labor 3.0 3.0 

 11. Environmental Sustainability 3.5 3.5 

II Public Sector Management and Governance 3.4 3.4 

 D. Public Sector Management & Institutions 3.4 3.4 

 12. Property Rights and Rule-based Governance 3.0 3.0 

 13. Quality of Budgetary and Financial Management  4.0 4.0 

 14. Efficiency of Revenue Mobilization  4.0 3.5 

 15. Quality of Public Administration  3.5 3.5 

 16. Transparency, Accounting and Corruption 2.5 3.0 

III Portfolio Performance 4.5 5.0 
                                                 
1  The country performance assessment ratings are an outcome of the Performance-Based Allocation exercise for 

the grant of Asian Development Fund (ADF) financing in eligible developing member countries of ADB. 
Performance of eligible countries is rated on indicators for the various clusters included in the above table. The 
rating range is from 1 (low) to 6 (high). The ratings of the various clusters are combined under a weighted formula 
and equated with per-capita income and population to determine ADF allocations of individual countries. 

2  ADB. 2007. Annual Report on the 2006 Country Performance Assessment Exercise. Manila.  
3  ADB. 2008. Annual Report on the 2007 Country Performance Assessment Exercise. Manila. 
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COST-SHARING ARRANGEMENTS AND ELIGIBLE EXPENDITURE FINANCING PARAMETERS 
 

Item Parameter Remarks/Explanation 

Country Cost Sharing Ceiling for 
the loan portfolio over the period of 
the CPS, 2009–2013 

 

 

 

 

Up to 85% This represents an increase over the earlier cost sharing ceiling of 75% and is 
justified by Pakistan’s robust growth and improved debt sustainability; the 
Government’s resolve to address current macroeconomic challenges; its 
commitment to inclusive growth and poverty reduction as evidenced by the 
significant increase in pro-poor expenditures; and the need to facilitate the 
planned expansion in development spending in the coming years by 
rationalizing counterpart contribution requirements.    

Country Cost Sharing Ceiling for 
the TA portfolio over the period of 
the CPS, 2009–2013 

 

 

Up to 90% This represents an increase over the earlier cost sharing ceiling of 80% for TA 
projects. The higher proportion of TA financing is proposed to provide greater 
support to the Government for project preparation and the analytical work 
underpinning it while recognizing the Government’s expanded development 
program and the projected high levels of ADB assistance in coming years. A 
reduction in the Government’s share to 10% will help EAs to make available 
the required contribution for the proposed larger TA projects. The reduction in 
the Government’s contribution is not expected to have an adverse impact on 
its commitment and ownership of the TA projects. 

Cost Sharing Ceilings for sectors 
covered in the loan portfolio over 
the period of the CPS, 2009–2013 

 

Up to 80% for infrastructure sectors 
(energy and power, transport and 
communication, urban development, 
irrigation) 

 

Up to 90% for other sectors (including 
agriculture and market integration 
projects, social sector projects, 
emergency and disaster management 
projects and projects located in poor 
and remote areas) 

The ceiling for infrastructure projects recognizes the revenue-generating 
nature of infrastructure projects. This allows the Government to finance a 
relatively higher percentage of the costs, while at the same time not being 
overburdened with very large counterpart contribution requirements at a time 
when it is planning a major expansion in infrastructure sector spending. 

 

The higher cost-sharing ceiling for projects in the other sectors recognizes the 
need to build greater flexibility in financing direct poverty reducing but less 
revenue generating projects to facilitate access to such projects particularly in 
poor and remote provinces and areas.   
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Recurrent Cost Financing. Do any 
limits apply to the overall amount of 
recurrent expenditures that ADB may 
finance? 

No country limits, but consideration 
will be given to issues of sustainability 
in particular sectors and individual 
projects 

No changes proposed from current practice. 

Taxes and Duties. Are there any 
taxes and duties that ADB would not 
finance?  

None The tax and duty structure in Pakistan is considered reasonable. The 
Government is implementing important reforms to simply the tax structure, and 
to improve the efficiency of the tax administration system 

 ADB = Asian Development Bank, CPS = country partnership strategy, EA = executing agency, TA = technical assistance 
Source: Asian Development Bank.  
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COUNTRY PARTNERSHIP STRATEGY AND PROGRAM FORMULATION 
 

A. Preparatory Analytical Work  
 
1. Poverty Assessment. Background preparatory work on the country partnership strategy 
(CPS) was kick-started by the commissioning of thematic papers for a poverty assessment.  
Several background thematic papers were prepared, some of which were published. These 
included papers on poverty measurement and data, gender and poverty links, food security, 
health and poverty, and urban poverty. Analysis financed by technical assistance1 on structural 
and institutional factors that contribute to rural poverty was also used in the poverty 
assessment. Separate papers on growth sustainability, pro-poor growth, and growth-poverty-
inequality links were commissioned to aid preparation of the assessment. The assessment of 
Pakistan’s macroeconomic situation benefited from ongoing analysis conducted by the resident 
mission (published as part of regular Pakistan economic updates). The assessment includes a 
comprehensive picture of growth dynamics in the country and its links with poverty and income 
inequality.   
 
2. National Workshop on Poverty. The TA-funded and non-TA background work on 
poverty issues was presented at a major national workshop “Structural issues in poverty 
reduction” in Islamabad in February 2007, jointly organized by ADB and the poverty reduction 
strategy paper (PRSP) secretariat of the Ministry of Finance and attended by senior officials of 
the Government and ADB. A report on the workshop deliberations was published. 
 
3. Other Thematic Assessments. Other thematic assessments commissioned as part of 
the preparatory work for the CPS include environment, gender, and private sector assessments.  
Since these topics have recently been analyzed elsewhere, an effort was made to focus these 
thematic assessments on issues of direct relevance to the CPS. The focus was on selecting a 
few key issues related to ADB’s strategy and operations and analyzing them in greater detail to 
provide supporting analysis for the CPS. In this way, duplication and overlap with similar 
assessments carried out by other development partners was avoided. 
 
4. CAPE and CSP Completion Report. The Operations Evaluation Department (OED) 
undertook a detailed country assistance program evaluation (CAPE) for Pakistan covering the 
past 20 years. The CAPE was completed in May 2007 and its recommendations were taken into 
consideration in preparing the CPS (Table A4). A CSP (2002–2006) completion report was 
prepared by the resident mission so lessons from the implementation of the previous strategy 
could be used to guide preparation of the new CPS. 
 
B. Public Consultations for the CPS 
 
5. The resident mission organized extensive public consultations on the strategic directions 
of the CPS during March–May 2007 at district, provincial, and national levels.  Resident mission 
staff with a team of three consultants visited five districts covering all the four provinces and the 
four provincial capitals of Lahore, Karachi, Peshawar, and Quetta. They held in-depth 
consultations with a wide variety of stakeholders, including elected representatives—local 
government nazims (mayors), naib nazims (deputy mayors), councilors, local government 
officials, departmental heads at the provincial government, civil society organizations, 
professional and publicly active women, infrastructure specialists (in roads, power, water, 

                                                 
1  ADB. 2004.Technical Assistance to Pakistan on Determinants and Drivers of Rural Poverty Reduction and ADB’s 

Contribution in Rural Pakistan. Manila.  
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buildings, communications), health and education professionals in public and private sectors, 
agriculturalists, and farmers. From the private sector, they met mill owners, contractors, 
transporters, traders and members of chambers of commerce and industry. Meetings were also 
held with bar associations and media representatives and some elected members of the 
National Assembly and provincial assemblies.   
 
6. The consultations yielded valuable feedback, which is reflected in the focal areas of the 
CPS. Governance; financial management; lack of coordination among local government 
departments; the need for improvements in planning, budgeting, and monitoring systems, and 
low operation and maintenance budgets figured centrally in the consultations. A main 
conclusion was that on their own greater financial resources will not solve local development 
problems. There needs to be a concomitant improvement in governance, accountability, and 
management and operational systems. Water emerged as a major priority during the 
consultations and the need for technically grounded long-term planning of water management 
was felt to be essential for the survival of the country and its citizens. The need for better access 
to quality education was emphasized and participants noted the need for higher allocations for 
the construction of schools and training facilities and teacher training facilities at the district 
level, and for better salary structures for teachers. Suggestions from participants also focused 
on heightening public awareness through media and non-formal channels in order to prevent 
disease, improve village-level care, provide more incentives for doctors serving in difficult areas, 
introduce telemedicine, and carry out public–private ventures in curative care. 
 
7. The consultations confirmed that ADB is best known in Pakistan for its contributions to 
infrastructure development, particularly in the transport, power, and irrigation sectors.  
Stakeholders had several recommendations to improve performance in infrastructure projects, 
including need-based identification and improved design of projects; pro-poor projects (e.g., 
farm- to-market roads, mine-to-market roads); mass transit facilities (e.g. underground 
systems); modern intercity and cross-country railway systems; and alternate energy including 
solar systems in remote areas and windmills in the costal areas.  Additional recommendations 
included the need to focus attention to gender concerns, starting with toilet facilities as part of 
urban transport projects; improved water management and conservation capacity, including new 
technologies and approaches such as drip irrigation; strategies to tackle water shortages for 
irrigation purposes, including small and medium-sized dams to improve water management; and 
public–private partnership for infrastructure development. 
 
8. For agricultural development, stakeholders stressed the need for cold storage and better 
transport services so high-value crops could reach external markets. Other recommendations 
included strengthening agriculture research and extension capacities; introducing new 
technologies and scientific management to enhance productivity; improving water management; 
extending agriculture credit facilities, especially for smaller farmers and women; institutionalizing 
quality management and standards; and providing training in marketing and related skills to 
support agribusiness development. 
 
9. Some stakeholders observed that the private sector lacked dynamism and that 
industrialization and manufacturing had slowed down considerably. It was felt that much capital 
had flowed into real estate businesses in the recent past, as lack of dependable capital markets 
discouraged investment in stocks and new businesses. Recommendations offered by 
stakeholders included strengthening the Securities and Exchange Commission of Pakistan by 
providing it with the same constitutional protection as for the State Bank of Pakistan; legislative, 
regulatory and capacity building support for public–private partnerships; financial support, 
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including medium and large long-term loans for private sector projects; and special incentives 
for female entrepreneurs. 
 
C. CPS Business Process  
 
10. A resident mission retreat of national and international professional staff was held in the 
Murree Hills outside Islamabad in June 2006 to start the formal process of internal deliberations 
on the preparation of the new CPS. An issues paper for Pakistan was then prepared and 
preliminary work began on the drafting of an initial CPS results matrix. The issues paper and 
draft results matrix were discussed at a Central and West Asia Department (CWRD) 
department-wide retreat in Manila in late January 2007. This meeting served the useful purpose 
of bringing the department and sector teams on board in the CPS preparatory process.   
 
11. Work on the preparation of sector road maps was started by the resident mission, which 
prepared concise summaries of major issues and a list of probable priority sectors. These notes 
were shared with the respective sector divisions, which then took on the preparation of the full 
road maps and sectors results frameworks. Meanwhile the resident mission continued work on 
preparing the first draft of the results matrix.  Based on all these inputs, a CPS initiating paper 
was produced. A CSP completion report documenting lessons learned from the previous 5 
years of strategic operations was also prepared. Preliminary discussions with the Government 
on key strategic directions of the CPS and the draft results matrix were held in late April 2007. 
The CPS initiating paper was discussed at a CWRD meeting chaired by Vice President 
(Operations 1) in May 2007. This meeting authorized the country team to proceed with the 
further processing and preparation of the CPS.  A revised version of the initiating paper was 
then prepared.  
 
12. Further consultations at senior levels of Government were held in mid-June 2007 and a 
presentation was given by the country team on the proposed strategic directions of the CPS. 
The revised initiating paper was discussed at an informal Board meeting at ADB headquarters 
in June 2007. A country programming mission was undertaken intermittently during July and 
August 2007 at which high-level consultations took place. Agreement was reached with the 
Government on the strategic directions of the CPS and the assistance program for the next 3 
years. This understanding was documented in an aide memoire to the Government and 
reflected in a back to the office report of the country programming mission that was signed off 
by the Vice President in September 2007. The Government subsequently announced that 
general elections would take place in December 2007, although for various reasons they did not 
take place until February 2008.  It was considered necessary for ADB to undertake another 
round of consultations with the new federal and provincial governments before finalizing the 
draft of the CPS.  Because of the time it took for the new governments to settle in amidst 
continuing political uncertainty, consultations with the new governments were not completed 
until early September 2008, resulting in their full endorsement of the strategic directions of the 
CPS and the proposed assistance program. The draft CPS was then prepared, 
interdepartmental comments were incorporated, and the CPS was endorsed in a management 
review meeting in November 2008. 
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Table A4: Country Assistance Program Evaluation (CAPE) and Development Effectiveness 
Committee (DEC) Recommendations Matrix 

 
 Recommendation Response 

1. CAPE. In the absence of a major 
increase in the number of staff 
assigned to support operations 
in Pakistan, ADB should move to 
reduce the number of sectors 
and subsectors it is involved in.  
ADB should bring about a 
significant reduction in the 
number of active public sector 
projects in its portfolio. 
 
DEC. ADB has an overly 
complex portfolio in Pakistan 
that is diffused and difficult to 
manage. The CAPE’s 
recommendation that ADB 
should focus on what it can 
deliver, rather than 
overestimating what it can 
deliver, is endorsed.  
 
ADB should continue to include 
urban development, governance, 
and financial sectors in the 
lending program. It should take 
into account the policy and 
governing environment in 
Pakistan before planning any 
investment.  Supporting the 
Government on reforms is an 
important area.  There is 
concern whether the MFF is an 
appropriate modality to providing 
assistance. 

As per the CAPE’s recommendation, the CPS focuses on a smaller 
number of sectors and subsectors. For example, education will not 
be a focal area for ADB given the substantial amounts of external 
financing for the sector from other multilateral and bilateral donors 
(see para. 34 of the main text). Support for governance programs 
(not included as a priority sector in the CAPE) will continue (see 
para. 66 of the main text and Appendix 6.5) but will be selective and 
limited to three subsectors: public resource management, economic 
transformation (including the financial sector), and private sector 
development (in line with the CAPE’s recommendation for a 
stronger role for the private sector). In the agriculture sector, the 
main focus will be only on irrigation and water management. 
Support for traditional rural development projects and stand-alone 
agriculture reform programs is being phased out. 
 
Urban development continues to be a priority area (paras. 72-73 of 
the main text), but will be pursued through a focused and selective 
programmatic approach that takes into account lessons learned 
from previous operations. The proposed assistance is focused 
specifically on urban transport in bigger cities and on water supply 
and sanitation and solid waste management in secondary cities. 
The proposed use of the MFF in urban development is premised on 
the need for ADB to make a long-term commitment to providing 
assistance to address the complex needs of urban centers through 
a phased approach spread over several years, accompanied by a 
broad set of institutional reforms and capacity development. A 
general justification for the use of MFFs is included in para 81 of the 
main text. Greater selectivity is being pursued within the CAPE’s 
other recommended core lending sectors. For example, in the roads 
sector, assistance is centered mainly on national highways. 
Likewise, water sector operations relate only to irrigation 
rehabilitation and on-farm water management at the provincial level.  
 
Greater selectivity in ADB’s operations will depend on cutting down 
the number of subsectors within the selected areas of intervention. 
Achieving greater selectivity is, however, a process and work 
toward this goal will continue during the CPS period. The CAPE 
points out that the full strategic shift to a small number of sectors 
cannot be achieved within the CPS period. Nevertheless, the 
strategic move toward greater selectivity has begun and will 
continue to be strongly pursued. 
 
ADB’s ongoing project portfolio is being extensively restructured 
and the number of active projects reduced.  There were 80 ongoing 
ADB-assisted loans in Pakistan at the end 2006. By 31 August 
2008, this had been reduced to 58 (including new approved 
assistance). The portfolio restructuring exercise will continue 
throughout the period of the CPS. 

2. CAPE. ADB should start a major 
build-up in its private sector 
operations in Pakistan and 

This is fully endorsed and private sector development has been 
made a focal area of the CPS with various methods of promoting 
private sector participation proposed (para. 71 of the main text).  
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 Recommendation Response 
should create synergies with its 
public sector operations. 
 
DEC. Strengthening private 
sector participation should be 
the main goal.  

First, the Private Sector Operations Department plans to scale up 
direct private sector operations in key areas of infrastructure and 
municipal and financial services. There are currently 12 private 
sector transactions in the pipeline. Second, creating an enabling 
environment and reducing the cost of doing business will be a key 
element of the proposed federal and provincial reform programs. In 
this regard, the Accelerating Economic Transformation Program 
supports reforms to accelerate private-sector-led industrialization 
and financial intermediation. Third, a specific ADB-assisted initiative 
is underway and will be strengthened during the CPS to promote 
private participation in infrastructure development. Private provision 
of municipal services will also be supported through targeted urban 
development programs.  Having said this, the extent of private 
sector investments in Pakistan will depend on the restoration of 
macroeconomic stability and an improvement in the enabling 
environment. As of 19 August 2008, market pessimism manifested 
itself in a risk premium of 912 basis points on the spread of 
Pakistan sovereign bonds. This translates into a major price 
disincentive for debt-based private sector supported operations.    

3. CAPE. The balance between 
lending and economic and 
sector work needs to be 
adjusted to ensure that 
operations are carried out on the 
basis of a rigorous analytical 
underpinning. 
 
DEC. Concerned that ADB is not 
regarded as a prime source of 
policy advice and intellectual 
leadership. ADB must become a 
knowledge bank in its key areas 
of strength by engaging in policy 
dialogue. 

This is also fully accepted. A significant amount of analytical work 
focused on poverty, economic, and governance issues has already 
been produced at the resident mission in recent years—both TA 
and non-TA funded analytical studies and the regularly published 
Pakistan economic updates. In addition to a working paper series, 
the resident mission has started a policy brief series to inform public 
policy on key economic and general development issues. In the 
process of strengthening economic work at the resident mission, a 
country economist was appointed in 2007 (after a gap of almost 2 
years) to lead these research initiatives. Important work has begun 
on studies on structural transformation and competitiveness in 
Pakistan led by a principal economist in CWRD. Simultaneous work 
has been commissioned on a major study to prepare a business 
development plan for the National Trade Corridor.   

4. CAPE. Staff resources allocated 
to the resident mission need to 
be brought into alignment with 
the requirements of the program. 
A minimum of two sector experts 
are needed for each core sector 
of engagement. Greater 
authority should be devolved to 
the resident mission, with the 
country director empowered to 
act on behalf of ADB in most 
matters. Procurement and 
safeguard specialists should be 
assigned to the resident mission. 
 
DEC. ADB is perceived as a 
bureaucratic, highly centralized, 
rules-bound organization and 
there is a need for a much 
broader set of institutional 
reforms beyond the innovation 

The staff complement in the resident mission has increased over 
time—although further strengthening in some areas is still needed 
and is being contemplated.  The number of national officers 
increased from 11 in 2002 to 19 (as of end-October 2008), and the 
number of professional staff from 5 to 8. The resident mission has 
professional and national staff covering the governance, transport, 
energy, water, education, health, private sector, urban and rural 
development, and disaster rehabilitation and management. The 
resident mission does not yet have staff covering the financial 
sector—this is being sought.  The issue of the authority of the 
resident mission and the country director will need to be addressed 
at a broader institutional level, possibly as part of the ongoing 
review of resident mission policy. The issue of posting a 
procurement specialist at the RM level may also be taken up as part 
of the strengthening of the resident mission. A national safeguard 
specialist has recently been recruited. To improve the effectiveness 
of ADB’s operations in Pakistan, CWRD initiated a new “joint 
venture” approach in April 2008 (para. 76 of the main text), to 
ensure better client service, reduce response time and transaction 
costs, and promote more delegation of authority and better use of 
resources. Under this arrangement, sector focal points have been 
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 Recommendation Response 
and efficiency initiative. Greater 
delegation of authority and 
resources to the resident 
mission and adequate 
consultation with the 
Government are essential.  
Resident mission staff should be 
trained in such areas as 
procurement of consultants and 
goods as well as in safeguard 
policies.  

appointed so the resident mission can provide “one window” for 
support to the Government on portfolio implementation within a 
given sector. The country director has been tasked to head the ADB 
business plan in Pakistan and to exercise broad oversight over the 
entire country portfolio. Headquarters and resident mission 
operational teams are required to work together in a coordinated 
and seamless manner. The joint venture has been already fully 
implemented in the transport sector with good results and is in the 
process of being replicated in the other sectors. 

5. CAPE. The incentives for 
international staff to relocate to 
the resident mission need to be 
reviewed to ensure that there is 
an adequate pool of candidates 
for vacancies.  Similarly, ADB 
must be competitive in its 
remuneration policies for 
national officers.  

These issues need to be taken up and addressed at an institution-
wide level by the Budget, Personnel and Management Systems 
Department. 

6. CAPE. The way in which ADB- 
funded projects are prepared in 
Pakistan (including the use of 
project preparatory TA) should 
be reviewed with a view to 
moving to greater country 
leadership, albeit with supportive 
funding provided from resources 
currently allocated for project 
preparatory TA.  

The increased use of the MFF for infrastructure projects has 
reduced the need for project preparatory technical assistance 
(PPTA), as periodic financing requests for such projects are 
prepared without recourse to PPTA. CWRD is also discouraging 
use of PPTAs for repeat projects. Even some new projects included 
in the 2008 pipeline will be prepared by staff using only staff 
consultancy resources and without PPTA.  In sectors where the 
concerned executing agency has enough capacity and high levels 
of ownership, the use of PPTA has been already minimized. and 
projects are being prepared by ADB based on approved 
Government documents (e.g., in the national highways sector).  The 
preparation of the second phase of the flagship Punjab Government 
Efficiency Improvement Program in 2007, for example, was not 
supported by PPTA. However, in other sectors and regions where 
public sector capacity remains weak, there will be a need for PPTA 
until capacity has been developed. From the perspective of effective 
portfolio management too, CWRD recognizes the general need to 
rationalize the number of ongoing technical assistance projects. In 
this regard, poorly performing TA projects have been closed down 
and prudence is being exercised in approving new TA. 

7. CAPE. Subject to the proviso 
that a significant increase in staff 
resources in the resident mission 
occurs, greater efforts need to 
be made to comply with the 
resident mission policy for full 
involvement of resident mission 
staff in processing missions. The 
pace of delegation of project 
administration needs to be 
stepped up.  

There is agreement on both counts. With the increasing number of 
staff at the resident mission, resident mission staff are more 
involved in processing missions particularly in the transport, energy, 
and governance sectors. The joint venture approach has reinforced 
the principle of joint headquarters and resident mission teams 
working on processing of new loans. A case in point is the 
significant contribution provided by the resident mission in the 
processing of the Accelerating Economic Transformation Program 
in 2008. The resident mission is already administering 26 loans 
(43% of the total). This number is projected to increase further in 
line with greater staff availability.  

8. CAPE. To complement the “ring 
fencing approach” to corruption, 
ADB needs to ensure that it 
understands the nature, extent, 

ADB has been working with other development partners to produce 
a series of public financial management and accountability 
assessments and procurement assessments to develop a better 
understanding of issues in financial management, corruption, and 
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 Recommendation Response 
and drivers of corruption in each 
sector it engages in. It needs to 
ensure that project designs 
incorporate effective 
anticorruption measures at the 
sector or country level.  
Overcoming corruption is likely 
to involve greater use of country 
systems (particularly for 
procurement) and capacity 
development to implement 
these. 
 
DEC. The use of country 
systems and ADB’s long-term 
commitment to strengthen 
country capacity should 
continue.  

accountability and to propose recommendations to strengthen 
country systems in these key areas (para. 25 of the main text). 
Assessments for three provinces have been completed, while the 
assessments for one remaining province and the federal level will 
be commissioned shortly. To develop a better understanding of key 
governance and corruption related issues, ADB has also 
undertaken a governance, institutional, and corruption risk 
assessment (GICRA) as well as sector risk assessments to 
systematically identify key issues and mitigation measures relating 
to financial management and control of corruption with a focus on 
three priority areas of operations: transport, power, and urban 
development. Work is also ongoing under the leadership of the 
Government to explore harmonized donor procedures to sector-
wide approaches to development, capacity development, 
procurement, and monitoring and evaluation that are aligned with 
country systems (para. 84 of the main text).  

9. CAPE. Consideration should be 
given to the various 
recommendations made as part 
of the sector assessments 
contained in the CAPE.   

The CPS sector road maps took account of the recommendations of 
the sector assessments. The recommendation that ADB should 
reduce the number of subsectors of engagement has also been 
taken on board. 

10. DEC. Regional projects will 
enable more links between 
Pakistan and Central and South 
Asian countries.  

An expanded focus on regional cooperation is included in the CPS 
(para. 79 of the main text).  

11. DEC. Loan approval should be 
scheduled in terms of project 
readiness without undermining 
Government’s own due diligence 
process.   

During the 2007 and 2008 country portfolio review missions, it was 
agreed that the Government would apply project readiness filters to 
ensure that ADB and Government procedures are fully followed and 
that there would be no start-up delays following the Board approval 
of projects. The portfolio review missions also recommended 
harmonizing the Government’s and ADB’s procedures to help the 
Government fully apply its due diligence process during the 
preparatory and approval processes of projects. 
 

12. DEC. Entry points for poverty 
reduction in Pakistan should be 
explored and should cover the 
gender dimension.   

The CPS pays specific attention to strengthening the focus on 
inclusiveness and poverty reduction and creating enabling 
conditions for employment creation. A new addition in this regard is 
the support for a major social protection program announced by the 
Government. This will be provided under the Accelerating Economic 
Transformation Program. The gender dimensions of the strategy 
have been prioritized and highlighted (para. 78 of the main text).  
  

13. DEC. ADB should take stock of 
lessons and feed them into the 
way ADB does business. 

Agreed. Lesson learning from past strategies and operations has 
been emphasized in the CPS (paras. 40-43 of the main text).  

ADB = Asian Development Bank, CAPE = Country Assistance Program Evaluation, CPS = country partnership strategy, 
CWRD = Central and West Asia Regional Department of ADB, DEC = Development Effectiveness Committee, MFF = 
multitranche financing facility, PPTA = project preparatory technical assistance, TA = technical assistance. 
 
Source: ADB Staff.  
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COMPLETION REPORT FOR PREVIOUS COUNTRY STRATEGY1 
 
A. Introduction 
 
1. This report marks the completion of ADB’s country strategy and program for Pakistan 
(CSP) for 2002-2006. The objective of the report is to present an analysis of performance of the 
Pakistan country program against the objectives, goals, and rolling assistance plans set out 
under the CSP. The report also takes into consideration the findings of the Pakistan country 
assistance program evaluation (CAPE) prepared by the Operations Evaluation Department2. 
 
B. Country Strategy and Program 2002–2006: Key Strategic Parameters and Priorities 
 
2. In response to the emphasis placed by government elected in the general elections of 
November 2002 on a wide-ranging governance and economic reform program, the first pillar of 
the CSP was good governance. ADB’s strategy rested on (i) providing direct support for 
institutional and administrative reforms centering on devolution, access to justice, and fiscal and 
financial management at the provincial level; and (ii) mainstreaming governance concerns in all 
aspects of ADB’s assistance to Pakistan, including lending and technical assistance (TA) as 
well as economic and sector work. The second pillar of the CSP focused on supporting 
sustainable pro-poor growth through interventions in employment generation, rural 
development, and infrastructure development. The third pillar was inclusive social development, 
with a focus on strengthening delivery systems of social services following devolution in 
education, health, and rural water supply and sanitation. Mainstreaming gender concerns 
across ADB-assisted projects was a cross-cutting theme. Other thematic priorities covered 
under the strategy included decentralizing ADB’s assistance to the provincial level, improving 
sustainable environmental management, promoting private sector development, and catalyzing 
regional cooperation. 
 
3. Subsequent annual CSP updates confirmed the strategic priorities of the CSP and 
underscored the need for continued ADB support for deepening governance and justice sector 
reforms and assisting second generation reforms. Under the updates, ADB’s strategy also 
focused on an infrastructure-led growth strategy to reduce poverty and on attainment of the 
Millennium Development Goals (MDGs) by strengthening devolved social service delivery. 
 
C. Performance Assessment Against Key Objectives and Sectors in the CSP Period 
 

1.  Promoting Good Governance 
 
4. The CSP’s strategic focus on good governance was implemented by: (i) supporting 
direct governance and administrative reforms through the Access to Justice Program (2001) 
and the Decentralization Support Program (2002); (ii) supporting provincial fiscal, financial and 
service delivery reforms through resource management programs in Punjab (2003 and 2005) 
and Balochistan (2004); (iii) supporting sector-based reforms in the agriculture sector (2001), 
rural finance (2002), the nonbank financial sector (2002), the SME sector (2003), private 
participation in infrastructure (2006), and improving access to financial services (2006); and (iv) 

                                                 
1 This is an abbreviated version of the full CSP completion report drafted in May 2007. The full report is available on 

request.  
2 Asian Development Bank. Operations Evaluation Department. 2007. Pakistan Country Assistance Program 

Evaluation. Manila. 
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social sector delivery reforms through devolved social services programs (DSSPs) in Sindh 
(2003), Punjab (2004), and Balochistan (2005).  
 
5. Justice Sector Reform: The ADB-assisted Access to Justice Program (AJP) supported 
reforms in the judicial sector and police services with the aim of providing security and 
protection for citizens and fostering investor confidence to support pro-poor growth. A main 
achievement of the AJP was to position justice sector reforms within the mainstream of the 
Government’s reform program. However, overall progress under the AJP remained uneven. On 
the positive side, it proved relatively successful in addressing justice sector issues that included 
a significantly reduction in the time cases were pending and the case disposal time, with the 
reduction ranging from 38% to 51% in three out of the four provinces. The AJP also supported 
substantial improvements in physical conditions and a better working environment for the justice 
sector. Significant progress was made toward establishing independent prosecution services, 
introducing an effective consumer protection regime, improving judicial performance, amending 
family laws, and establishing the Access to Justice Development Fund. The AJP also played a 
role in promoting the professionalization of the police force. However, the oversight function of 
the police could not be strengthened effectively. There has also been a serious dearth of timely 
investments for capacity building of justice sector institutions. The AJP’s reform agenda 
remained heavily contested with strong institutional positions taken by stakeholders. In 
conclusion, the Pakistan justice sector reform agenda remains partially implemented and 
requires continued commitment and action if it is to have a sustained impact on improving 
access to justice for citizens at large. 
 
6. Devolution and Decentralization. ADB was among the first development partners to 
extend support for the Government’s devolution and decentralization program. It did this both 
through programs such as the Decentralization Support Program (DSP) and by a deliberate 
strategy of realigning ADB’s operations and designing new programs to support devolution. The 
DSP sought to assist the devolution process and better delivery of social services by 
strengthening local government representation, accountability, and efficiency in line with the 
Local Government Ordinance. Strategically positioned to support the federal, provincial, and 
local governments in implementing devolution, the DSP provided assistance in key areas, 
including fiscal devolution; training and capacity building for mayors and councillors; and 
facilitating policy dialogue on key devolution issues. 
 
7. It is still too early to provide a comprehensive assessment of the impact of devolution on 
improvements in the delivery of social services. Two studies3 carried out by ADB in 2004 in 
collaboration with other development partners highlighted key issues and provided 
recommendations on strengthening the local government social sector. A social audit of 
governance and delivery of public services in Pakistan undertaken by Community Information 
and Epidemiological Technologies for 2004–2005 reported encouraging initial results. The 
survey highlighted that, following from the baseline of people’s perceptions about service 
delivery in 2002 (the first year of devolution), “there was an increase in public satisfaction and 
perceived access for many services [in 2004–2005]”. More households were satisfied with 
roads, sewerage and health services, and had greater access to water supply and electricity in 
2004 than in 2002. For other services, such as education and garbage disposal, the survey 
showed that the level of public satisfaction remained the same over this period. 
 

                                                 
3  ADB, DFID, and World Bank: Devolution in Pakistan. 2004. Islamabad; and ADB and DFID: Improving Devolved 

Social Service Delivery in NWFP and Punjab. 2004. Islamabad.  
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8. However, devolution continues to face many challenges from within the local 
government system and from outside interests. Within the system, the continued capacity and 
financial constraints of local governments hamper the effective delivery of their mandates. In 
some districts, devolution appears to have reinforced the writ of dominant ruling families and 
strengthened their hold and authority. In these areas, local communities continue to be 
disenfranchised and the promise of devolution to introduce bottom-up accountability remains to 
be realized. Outside the system, the roles and responsibilities of provincial government 
departments in many cases still need to be realigned to devolution and their overlap with the 
mandates and responsibilities of local governments rationalized.  
 
9. Public Resource Management Programs. Individual provinces embarked on important 
structural and economic reforms during the CSP period. This included initiation of fiscal and 
financial management reforms to (i) strengthen public finances and create fiscal space; (ii) 
realign public institutions for pro-poor service delivery; and (iii) create opportunities for growth 
and income generation in the private sector. ADB and the World Bank provided support for 
province-based reforms with ADB taking the lead in Punjab and Balochistan. ADB supported 
provincial reforms in the two provinces by extending budget support and technical assistance 
under public resource management programs (PRMPs). These included a cluster program 
(involving sub-programs) in Punjab approved in 2003 and a program in Balochistan approved in 
2004.  
 
10. The broad areas of achievements under RMPs include: creation of fiscal space for more 
spending in the social and other pro-poor sectors by retiring expensive debt; broadening the tax 
base and rationalizing tax systems for improved revenue generation; rationalizing expenditure 
through debt retirement and increasing development as well as operations and maintenance 
expenditures; and strengthening budgetary and financial management. In Punjab, where public 
resource management reforms are the most entrenched, fiscal space was generated, medium- 
term budgetary and development frameworks were introduced, and procurement and pension 
reforms initiated. In Balochistan too, key policy actions were undertaken by the provincial 
government to restructure public finances and improve development planning. Notable progress 
was made on the preparation of an integrated water resource management policy and basin 
management plans to guide reforms and investments in the water sector. However, certain 
other policy actions agreed under the BRMP framework, in retrospect, proved politically too 
challenging and affected the release of the second and final tranche under the program. The 
issue of the continuing high level of subsidy on tube wells was one such issue. This was 
subsequently resolved based on an agreement with the federal and provincial governments to 
cap the subsidy at the present level. 
 
11. The first generation of reforms in the provinces achieved the broad objectives of 
increasing fiscal space and strengthening pro-poor fiscal expenditure. However, public resource 
management reforms in the provinces need to be deepened to strengthen and make 
sustainable the gains achieved so far, expand reforms into new areas, and ensure that reform 
benefits are translated into more poverty reduction and economic growth. The experience with 
the implementation of PRMPs reinforces the need to have a small set of focused and 
implementable policy actions that take an incremental approach to building a wider political 
constituency for reform, particularly in a complex province such as Balochistan. There needs to 
be a flexible approach to conditionality without compromising the spirit of the required actions 
for policy reform.  
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2. Sustainable Pro-Poor Growth  
 
12. Following the experience of the late 1990s, a period marked by unstable macroeconomic 
conditions, plummeting growth, and increasing poverty levels, the Government moved to correct 
the fiscal and current account imbalances to curb the accumulation of debt and contain the 
increase in debt servicing. As a result, external debt and liabilities declined as a percentage of 
gross domestic product (GDP) from 49.5% in fiscal year (FY) 2001 to 26.6% in FY2008. 
Privatization was vigorously pursued and some sectors previously monopolized by the 
Government were opened to the private sector.  The Government also implemented a well 
designed multi-pronged poverty reduction strategy under the PRSP framework. A public works 
program was initiated to generate employment and build infrastructure in rural and low-income 
urban areas. Programs were designed to increase access of the poor to basic services, 
increase the availability of microcredit, and revamp the social safety net.  
 
13. Supported by pro-growth policies and better macroeconomic fundamentals, Pakistan’s 
annual GDP growth rose to an average of 7.2% between FY2005 and FY2007. A sharp 
acceleration was witnessed in services and manufacturing. At the same time, there was a 
dramatic decline in the incidence of poverty during the CSP period. Based on the methodology 
used by the Government, the proportion of the population living below the poverty line fell from 
34.5% in FY2001 to 22.3% in FY2006. There was also a decline in the national unemployment 
rate from 7.8% in FY2001 to 6.5% in FY2006. ADB supported Pakistan’s growth by providing 
assistance for reforms and investments in the following critical areas. 
 
14. Agriculture and Rural Development. ADB’s portfolio of assistance for agriculture and 
rural development consists of six new projects approved for $396.8 million during the CSP 
period. These covered a combination of policy support, rural development projects, and 
agribusiness promotion to support poverty reduction and rural livelihoods. The Agriculture 
Sector Program Loan (ASPL) II aimed to promote economic growth by improving agricultural 
productivity and profitability through market-based reforms. Significant sector policy reforms 
implemented under ASPL II include the liberalization of rice, wheat, and cotton markets and 
greater role for the private sector in crop procurement. Areas where progress remained slow 
included the elimination of the subsidy on wheat, closure of provincial food directorates, and 
restructuring of some other state enterprises involved in the agriculture sector. Generally, the 
ASPL was not very successful at building a wider constituency for agricultural reforms in 
provincial governments. ADB-assisted rural development programs during the CSP period 
supported selected districts and areas to increase rural incomes, employment, and the quality of 
life of people through community mobilization, improvements in local infrastructure, and 
provision of financial services. Several rural development projects have been effective in 
delivering targeted outputs in the form of completed rural infrastructure  such as rural roads and 
irrigation schemes, microfinance services and loans, and formation of community organizations. 
Under the DG Khan Rural Development Project, for example, development and upgrading of 
400 kilometers of rural roads was completed and 112,000 small loans extended (with 30% of 
the beneficiaries being female clients) during the CSP period.  
 
15. However, there have also been start-up delays in several rural development projects 
because they did not include the preparatory period required to set up project offices, recruit 
nongovernment organizations (NGOs) and consultants, and because of the time required for 
community mobilization before delivery of services. The experience with such projects also 
indicates the difficulty of implementing multisectoral projects, in part because of the difficulty of 
coordinating complex projects with several implementing agencies. There are also challenges in 
sustaining livelihood impacts following the completion of rural development projects, unless the 



 Appendix 5  

 

79

Government is strongly committed to continuing these initiatives and they are closely linked to 
normal government systems. The role of district line agencies in rural development projects 
needs to be strengthened and operation and maintenance costs need a regular allocation in 
district budgets. 
 
16. Water and Irrigation. The reform process in the water sector in Pakistan has been slow 
and there have been continued capacity and institutional bottlenecks. As a result, no new 
irrigation sector projects were approved by ADB during the CSP period until 2006 (although a 
major water resources strategy study was completed in 2002). ADB has decided to focus on 
province-based projects centered on the rehabilitation of irrigation infrastructure, water 
conservation, on-farm management, and reforms, such as the multitranche financing facility 
(MFF) approved in 2006 for a Punjab Irrigated Agriculture Sector Project, with the first tranche 
earmarked for the rehabilitation of the Lower Bari Doab Canal system. The operational focus 
during the CSP period continued to be on the National Drainage Program (NDP), a drought 
impact mitigation recovery component (financed through savings from NDP), and the Second 
Flood Protection Project. The NDP was only partially successful in reforming the institutional 
framework for the water resources sector and in transferring management responsibilities to 
farmer organizations. The drought mitigation recovery component of NDP was implemented 
successfully and enjoyed a high degree of ownership on the part of the respective provincial 
governments. After several years of stagnation, progress on the Second Flood Protection 
Project picked up in 2004. The project developed an innovative flood forecasting and early 
warning system for the Indus River Basin and was completed in December 2006. 
 
17. Energy. As with the water sector, no new loan operations in the energy sector were 
approved during the CSP period until 2006. The slow progress on the much needed 
restructuring and rationalization of the power sector to bring it out of its state of crisis held back 
support from development partners for the sector, including that of ADB. An ADB-assisted 
Energy Sector Restructuring Program Loan (ESRPL), approved in 2000 to support reforms in 
the private sector was prepaid by the Government and cancelled in 2004.  Nevertheless, some 
progress was made under the restructuring framework envisaged under the ESPRL, notably 
preparation for the ultimate privatization of the Karachi Electric Supply Company in 2005.  A 
National Electric Power Regulatory Authority (NEPRA) was formed as an independent body to 
regulate the power sector and determine power tariffs. Efforts to unbundle the Water and Power 
Development Authority (WAPDA) into a transmission company and several distribution 
companies with autonomy and financial independence was an important policy action under 
ESPRL and a key focus of the World Bank. However, progress remained limited. While the 
unbundling of WAPDA was announced, it remained very much on paper with no real authority or 
financial autonomy provided to the National Transmission and Dispatch Company (NTDC) or 
the distribution companies (DISCOs).  Notifications of tariffs for DISCOs, an important step 
toward their financial independence, were made only in March 2007.   
 
18. Roads. ADB continued with major investments in new road projects during the CSP 
period.  Altogether, over $1 billion of new road projects were approved during 2002–2006.  As 
part of the plan to decentralize assistance, four province-based road sector projects were 
approved: Sindh in 2001, Punjab in 2002, Balochistan in 2003, and North-West Frontier 
Province (NWFP) in 2004. ADB’s assistance in the road sector over the CSP period is 
considered generally effective. However, start-up delays affected the initial performance of 
several projects. Progress improved subsequently and implementation of many road contracts 
was carried out satisfactorily. However, progress on non-investment components (e.g., 
institutional strengthening, policy reforms, road maintenance, and road safety) did not achieve 
the targeted objectives and this has affected the sustainability of road investments. An important 
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overarching factor hampering physical implementation of road projects in Pakistan has been the 
overburdened domestic consulting and contracting industry, particularly for large road contracts. 
There has been a poor response to repeated biddings, leading to implementation delays. This 
needs to be rectified urgently. 
 
19. Finance. The financial sector continued to be a major recipient of ADB’s assistance 
during the CSP period. Support for the sector focused on three components: (i) nonbank 
financial sector reforms; (ii) restructuring of selected state-owned development finance 
institutions (DFIs); and (iii) better access to microfinance, rural finance, and SME finance. With 
regard to the first component, the ongoing Financial Markets and Governance Program 
(FMGP), approved in 2002, supported the development of the nonbank financial sector, 
including capital and equity markets, debt and money markets, contractual savings, and other 
nonbank financial institutions and services such as insurance, leasing, and DFI reform. Under 
the FMGP, considerable progress was made on preparing rules of business for the Securities 
and Exchange Commission of Pakistan, the regulator for the nonbank financial sector, and on 
building its capacity for market surveillance. FMGP also supported issuance of new securities 
and the number of retail investors in equity markets increased substantially. On other aspects, 
there was very little progress, particularly on reforms in the insurance sector (because of the 
reluctance of the Government to proceed with a restructuring of the sector and the privatization 
of the State Life Insurance Company). In retrospect, it appears that the overall reform agenda 
under the FMGP was too ambitious and extensive for the Government to implement in the 
stipulated period. 
 
20. In addition to the proposed privatization of the State Life Insurance Company, FMGP 
proposed to privatize the Industrial Development Bank of Pakistan (IDBP). A Rural Finance 
Program approved in 2002 supported the restructuring of another DFI: the Agricultural 
Development Bank of Pakistan (now ZTBL). These efforts were not successful: the State Life 
Insurance Company and IDBP could not be privatized and the restructuring of ZTBL did not 
materialize in any meaningful way. However, progress was made on the privatization of the 
SME Bank. As part of efforts to strengthen access to financial services, ADB, through a 
Microfinance Sector Development Program, supported the establishment of the Khushalibank to 
provide microfinance services at the national level.  By the end of 2005, Khushalibank had 
almost 250,000 borrowers and operated through 63 bank branches and 124 service centers. 
Nearly one third of its clients were women and it had disbursed over PRs6 billion in small loans. 
To provide equity-based financing and technical assistance for small and medium-sized 
enterprises (SMEs), a business support fund was established under the ADB-assisted SME 
Sector Development Program in 2005. A similar agribusiness support fund was established 
under the Agribusiness Support Project. A new Access to Financial Services Program, 
approved in 2006, seeks to expand access of the poor to financial services by supporting 
innovative financial products and delivery mechanisms.  
 

3. Inclusive Human Development  
 
21. ADB supported inclusive social development during the CSP period through ongoing 
project loans in the education, health, and water supply and sanitation sectors and through a 
series of innovative DSSPs in Sindh, Punjab, and Balochistan, approved in this order for the 
respective provinces. Social sector indicators improved during the CSP period. In education, the 
overall net primary enrollment rate increased to 52% in FY2005 from 42% in FY2001.4 The 

                                                 
4  Federal Bureau of Statistics. 2006. Pakistan Social and Living Standards Measurement Survey 2005-06. 

Islamabad. 
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overall adult literacy rate increased to 53% in FY2005 from 45% in FY2001, albeit with 
significant urban–rural, provincial and gender variations. In the health sector, the immunization 
rate in FY2005 among children had increased to 77% in FY2005 from 53% in FY2001. In the 
water and sanitation sector, the percentage of the population with access to flush toilets 
increased to 54% in FY2005 from 45% in FY2001.  
 
22. Consistent with the improved social sector outcomes noted above, Pakistan made 
progress toward achieving the Millennium Development Goals (MDGs) during the CSP period. 
On some indicators, however, the pace of progress needs to be substantially enhanced if the 
MDG goals are to be met. For example, the rate of increase in primary enrollment and literacy 
will need to double from the present level if the MDG target is to be achieved. Likewise, if 
present levels of progress continue, it will be difficult to achieve the goal of gender parity in 
literacy and primary education. In the health sector, good progress is being made on indicators 
relating to immunization and coverage of the “lady health visitors” program and the relevant 
targets are likely to be achieved. On the other hand, progress on infant, child and maternal 
mortality rates and diarrhea incidence indicates that it will be difficult to meet the MDG targets. 
 
23. Devolved Social Services Programs. The multisector DSSPs initiated in the CSP 
period sought to strengthen social service delivery by local governments by making available 
supplementary resources and developing the capacity of local government agencies. Through 
three individual programs for the provinces of Sindh (2003), Punjab (2004), and Balochistan 
(2005), DSSPs supported the administrative devolution of social services, improved social 
sector financing and the flow of funds, rationalized services, and encouraged public–private 
partnerships in the social sectors, including basic education, basic health, and rural water 
supply and sanitation. Under the Sindh DSSP, which was the most well established of these 
programs during the CSP period, local governments introduced annual sector plans to initiate 
evidence-led planning for the social sectors. Based on their agreed annual sector plans, for the 
first time local governments in Sindh started receiving conditional grants from the province to 
finance and support specific social sector activities and projects, which increased the 
predictability of budgetary transfers and transparency. Many schemes were completed with 
these grants. The Punjab DSSP is providing support for the devolution of services, with a major 
focus on the health sector. However, progress has been slow because of start-up delays and 
issues related to consultant recruitment under the TA components of the program. The 
Balochistan DSSP became effective in November 2006 and the first tranche was released in 
December 2006, but implementation has also remained slow.  
 
24. The implementation of a number of stand-alone education and health sector projects 
continued with mixed results in the CSP period. A Decentralized Elementary Education Project 
in Sindh approved in 2002 ran into start-up delays and implementation snags and never left the 
ground. A better intervention was the Punjab Community Water Supply Project, also approved 
in 2002, which exceeded its physical targets. Water meters were installed in villages to promote 
water conservation, ensure a regular supply, and reduce water bills for households.  
 
D. Progress in Thematic Areas 
 
25. Private Sector Development. As part of the strategy to promote sustained growth 
during the CSP period, ADB supported private sector development through public and private 
sector operations. Public sector interventions sought to improve the business environment. The 
FMGP, approved in 2002, supported reforms in capital markets and stock exchanges, 
strengthening of regulations, and restructuring of state-owned enterprises. An SME Sector 
Development Program, approved in 2003, supported the development of an SME policy, helped 
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establish a business support fund for SMEs, and supported the restructuring of the SME Bank. 
Under this program, a partial risk credit guarantee was established to support SME lending by 
private financial institutions. However, the guarantee did not generate much interest on the part 
of the financial institutions. Direct assistance was also offered to the private sector in terms of 
loans and equity investments, but only one private sector project was approved for financing 
during the CSP period, the New Bong Hydro Power project in 2005. ADB’s private sector 
operations need to expand considerably in Pakistan given that the huge financing requirements 
of the infrastructure sector cannot be met through public sector resources alone.  
 
26. Regional Cooperation. During the CSP period, ADB attempted to catalyze Pakistan’s 
prospects for regional cooperation by investing in strategic infrastructure and facilitating policy 
dialogue.  Two road sector projects approved during the CSP period, one in Balochistan in 
2003, and the second in NWFP in 2004, included support for developing and upgrading national 
highways connecting Pakistan’s ports and borders with Afghanistan to facilitate regional 
cooperation with Central Asia.  To strengthen regional cooperation in energy, ADB supported 
feasibility studies for the Turkmenistan–Afghanistan–Pakistan Gas Pipeline Project and 
facilitated ministerial meetings of participating countries to resolve issues in relation to the 
Project. ADB also initiated assistance under a regional TA project to explore the potential for 
Pakistan to import electricity from Central Asian countries. To strengthen policy dialogue on 
addressing physical and non-physical barriers to regional cooperation, ADB continued to 
facilitate high-level discussions under the Central and South Asia Trade and Transport Forum. 
ADB’s efforts during the CSP period contributed to increased recognition and awareness of the 
importance of regional cooperation as a driver of economic growth and a catalyst for greater 
opportunities in trade and commerce for countries in the South and Central Asian region.  
 
27. Gender. Support for gender reforms was an integral part of ADB’s overall assistance for 
Pakistan’s devolution program under the DSP during the CSP period.  A $7 million TA loan 
attached to the DSP, along with grant assistance cofinanced by bilateral development partners, 
assisted in the preparation of comprehensive gender reform action plans. Provincial cabinets 
approved the plans and they are being implemented. ADB’s strategic focus on social services 
delivery in education, health, and water supply and sanitation under DSSPs also had strong 
gender dimensions, including targeted interventions to improve access to social services for 
women. Projects in the rural water supply and sanitation sector provided piped water, thus 
reducing the workload and drudgery of women who had previously had to travel long distances 
to fetch water. Several ADB-assisted rural development interventions helped to mobilize 
community organizations to ensure equitable benefits from project interventions. However, 
despite the progress made in recent years, gender inequities in Pakistan remain entrenched 
and will require continued policy commitment and action on many fronts. The gender MDG is 
unlikely to be achieved unless the present pace of progress is significantly accelerated. 
 
28. Economic and Sector Work. ADB considerably strengthened its economic and sector 
work program during the CSP period and built a reputation as a provider of high quality analysis 
and research focused on economic, poverty, and governance issues. This helped to strengthen 
ADB’s policy dialogue with Government and development partners. On the economics side, 
Pakistan economic updates were published regularly and they are now firmly established as a 
valuable independent assessment of the state of the economy. A working paper series was 
initiated and several papers on economic issues were prepared. ADB collaborated with other 
development partners to prepare comprehensive provincial economic reports for the provinces 
of Punjab, Sindh, and Balochistan (in this order). ADB also supported research on poverty 
issues through technical assistance, which resulted in a number of publications on determinants 
and drivers of rural poverty reduction in Pakistan. On governance issues, a three volume series 
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entitled Devolution in Pakistan, prepared in 2004, was the result of a joint effort by ADB, World 
Bank, and Department for International Development of the United Kingdom (DFID) in response 
to a request from the Government that agencies review progress toward improving service 
delivery through decentralization.  
 
29. Donor Coordination and Aid Effectiveness. There were three main highlights of 
ADB’s collaboration with development partners during the CSP period. The first was the active 
collaboration on governance operations. During 2002–2006, bilateral development partners 
provided a record $60.3 million in grant cofinancing in support of ADB’s governance-related 
operations, including the AJP, DSP, DSSP, and the PRMPs. Major cofinancing partners 
included DFID, the Canadian International Development Agency (CIDA), and the Government of 
the Netherlands. The Government of Japan provided assistance under the Japan Fund for 
Poverty Reduction for poverty-targeted projects during the CSP period. Australia, Belgium, the 
European Union, Finland, and Norway contributed almost $100 million to the Pakistan 
Earthquake Fund established by ADB in the aftermath of the October 2005 earthquake to 
support rehabilitation and reconstruction in the affected areas. The second highlight was ADB’s 
active collaboration with the development community in Pakistan on economic and sector work. 
The third highlight was ADB’s engagement with the Government and other development 
partners on furthering the aid effectiveness agenda and implementing the Paris Declaration. In 
this respect, ADB took the lead in coordinating initial work on donor harmonization on capacity 
building. ADB has been extensively involved over the CSP period in donor coordination, 
including consultative meetings for specific activities and participation in various donor group 
activities. Under an ADB initiative, an informal donor poverty reduction working group was 
established in October 2004 to harmonize donors’ poverty reduction programs and provide 
coordinated policy recommendations to the Government on relevant issues.  
 
E. Portfolio Management  
 
30. As of 31 December 2006, there were 80 ongoing public sector assistance loans in ADB’s 
portfolio for Pakistan, with a cumulative net loan amount of US$6.4 billion. In term of loan 
numbers, Pakistan had the largest ongoing portfolio among all ADB-assisted DMCs at that time. 
In addition, 62 TA projects with a total amount of US$69.25 million were being implemented.  
 
31. Portfolio performance in Pakistan over the years has been weak and below ADB-wide 
averages for such indicators as the level and ratio of disbursements and contract awards. In 
part because of much higher annual commitments during the CSP period, average annual 
disbursements increased from $389 million during 1996–2001 to $592 million during 2002–
2006.  However, the disbursement ratio, which had increased to 28.2% by 2001, went down to 
16.5% in 2003 before increasing again to 21.7% in 2006. Apart from in 2002 and 2004, 
Pakistan’s disbursement ratios during the CSP remained below ADB-wide averages. The 
disbursement ratio for project loans worsened sharply during the CSP period, falling from 18.8% 
in 2001 to only 8.6% in 2003 before increasing to 10.3% in 2006.  Disbursement ratios for 
project loans in Pakistan were much lower than the ADB-wide averages for all the CSP years. 
Contract awards increased sharply during the CSP period from $425 million in 2002 to over  
$1 billion in 2006 and demonstrated better performance than disbursements. The average 
contract awards achieved during the CSP period, as a percentage of projected contract awards, 
was over 100%. The contract award ratio increased from 14.1% in 2002 to 25.7% in 2006.  
However, except for 2004, the contract award ratios for Pakistan were still less than the ADB-
wide contract award ratios for the CSP period. Loan performance ratings remained weak during 
the CSP period. As of December 2006, 12.5% of the loan portfolio (10 loans) was at risk, which 
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was more than twice the 5.7% loans at risk (4 loans) at the end of 2005, and higher than the 
ADB-wide average of 10% loans at risk in 2006.  
 
32. Performance reviews over the CSP period have identified several reasons for the poor 
portfolio performance in Pakistan. These include the need to improve “quality at entry” of 
projects, including project designs that match implementation conditions in the country; lack of 
ownership and poor capacity of executing and implementing agencies; start-up delays; delays in 
establishing project management units and frequent changes of project directors; lack of 
interagency coordination; inadequate compliance with covenants and safeguard policies; poor 
monitoring and evaluation; and low accountability and absence of incentives for performance in 
government. On the other hand, executing agencies in Pakistan also hold ADB’s policies and 
operational procedures responsible for delays in project implementation.  
 
33. The issue of weak portfolio performance of ADB-assisted programs and the need for a 
major restructuring and rationalization of the large project portfolio has been recognized at the 
highest levels in Government and ADB. It was agreed as part of the country portfolio review 
exercise not to grant loan extensions, to close down loans and TA projects due for closure on 
2007, and to identify slow moving projects and either cancel them or take steps to improve their 
performance (e.g., restructure the project scope and/or implementation arrangements). The 
number of ongoing loans was significantly reduced following the implementation of these 
measures by the Government and ADB.  
 
F. Lessons  
 
34. The CSP goals were closely aligned with the national development strategies, in 
particular the focus on good governance and policy reforms. The CSP and the subsequent CSP 
updates demonstrated flexibility in fine-tuning ADB’s assistance strategy to ensure it was 
relevant and responsive to the country’s needs. Close alignment with Government policies and 
strategies to ensure client ownership is therefore a key lesson from implementation of the CSP. 
 
35. The implementation of the CSP reinforced the need to be selective. This was brought 
home in a major way by ADB’s rapidly expanding and ultimately unmanageably large portfolio of 
over 80 loans and 65 TA projects. In several cases these did not deliver the expected 
outcomes. As a result, a major restructuring of the ongoing portfolio was agreed by the 
Government and ADB in 2006. The objective of the exercise was to rationalize and limit the 
number of operations and bring the number into line with available implementation capacity. The 
new CPS will need to continue this consolidation to achieve the targeted results.  
 
36. If there was one overarching lesson of the last CSP, it was the need to improve project 
implementation significantly. There were many examples where implementation delays and 
bottlenecks marred performance and achievement of objectives. Having an aligned strategy is 
only one part of the equation; the application of the strategy and its translation into operations 
through effective implementation of projects and programs is critical. Improving project and 
program implementation will be central to the new CPS. 
 
37. Decentralization of assistance to the provincial level and avoidance of umbrella projects 
involving all provinces in a single operation was an important strategic shift introduced in the 
CSP to reduce complexity and improve implementation. However, ADB’s experience during the 
CSP period is that decentralization alone will not help project performance if the provincial 
government does not demonstrate enough ownership or commitment. The implementation 
performance of several province-specific projects was as poor as that of the previous umbrella 
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operations. A related lesson is that projects need to be adapted to the circumstances of different 
provinces.  
 
38. The CSP experience showed that, even when progress was made on the governance 
agenda, the reform process required continuous nurturing and support. ADB therefore proposes 
support under the CPS for second-generation reforms over the next few years. The evidence of 
the CSP period was that ADB should not outpace the Government’s own momentum of reform 
in a given policy area. ADB’s experience in supporting the governance agenda during the CSP 
period also demonstrated the need to build a wider constituency for reforms through creating 
support and ownership by the provincial governments.  
 
39. A key experience during the last CSP period was that ADB in Pakistan was not able to 
engage in policy dialogue with the Government to the extent that one might expect, given its 
position as one of the country’s largest, if not the largest, development partner. Improving this 
state of affairs will be a key challenge under the new CPS. It will require not only more targeted 
analytical work to enrich policy dialogue, but a change in the mindset of ADB staff, who need to 
look beyond narrowly defined sector tasks.  
 
40. The implementation of the CSP showed that stronger results could have been achieved 
if ADB’s public and private sector operations were better coordinated, particularly in the areas of 
infrastructure development and finance. ADB’s private sector operations were largely dormant 
during the CSP period and had little connection with its rapidly increasing public sector 
operations. During the period of this CPS, ADB will need to promote the role of the private 
sector and public–private partnerships in priority areas such as infrastructure development 
where the public sector is unable to meet all the requirements.  



 Appendix 5 

 

86 

Loans referred in the Completion Report for Previous Country Strategy 

Loan Number Name 
Year of 

Approval
2291-PAK and 2292-
PAK Access to Financial Services Program 2006 
1897-PAK, 1898-PAK, 
and 1899-PAK Access to Justice Program 2001 
2171-PAK Agribusiness Development Project 2005 
1877-PAK and 1878-
PAK Agriculture Sector Program Loan (ASPL) II 2001 
2202-PAK, 2203-PAK, 
and 2204-PAK Balochistan Devolved Social Services Program 2005 
2482-PAK and 2483-
PAK Balochistan Resource Management Program 2004 
2019-PAK Balochistan Road Development Sector Project 2003 
1935-PAK, 1936-PAK, 
1937-PAK, and 1938-
PAK Decentralization Support Program  2002 
1916-PAK Decentralized Elementary Education Project in Sindh 2002 
1531-PAK DG Khan Rural Development Project 1997 
1807-PAK, 1808-PAK, 
and1809-PAK Energy Sector Restructuring Program Loan  2000 
2340-PAK Financial Markets and Governance Program  2002 
1805-PAK and 1806-
PAK Microfinance Sector Development Program 2000 
1413-PAK National Drainage Program (NDP) 1995 
Private Sector-7222: 
PAK New Bong Hydro Power Project 2005 

1950-PAK 
Punjab Community Water Supply and Sanitation Sector 
Project 2002 

1950 PAK Punjab Community Water Supply Project 2002 
2144-PAK and 2145-
PAK Punjab Devolved Social Services Program 2004 
2299-PAK and 2300-
PAK Punjab Irrigated Agriculture Sector Project 2006 
2030-PAK Punjab Resource Management Program (Subprogram 1) 2003 
2216-PAK Punjab Resource Management Program (Subprogram 2) 2005 
1928-PAK Punjab Road Development Sector Project 2002 
1892-PAK and 1893-
PAK Road Sector Development Project 2001 
1987-PAK, and 1988-
PAK Rural Finance Sector Development Program 2002 
2047-PAK, 2048-PAK, 
and 2049-PAK Sindh Devolved Social Services Program 2003 
2066-PAK and 2067-
PAK SME Sector Development Program 2005 
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COUNTRY SECTOR AND THEMATIC STRATEGIES AND ROAD MAPS 
 
A. Sectors  
 

6.1. Structural and Economic Transformation Road Map 
 

a. Introduction 
 
1. As structural and economic transformation is a comprehensive concept, this road map is 
intended to provide an overall organizing framework to address the key challenges facing 
Pakistan. It will highlight the key considerations behind ADB’s proposed programmatic 
interventions during the country partnership strategy (CPS) period and will focus on the process 
of transformation, as well as sector-specific issues in sectors that are critical for the 
transformation agenda.  
 
2. Despite higher-than-average economic growth over 2003–2007, the shares of key 
economic sectors in total output have been stagnant for many decades and the country has 
continued to accumulate significant fiscal, trade, and investment imbalances, resulting in the 
balance of payments crisis over the past 12 months. 
 
3. Pakistan needs a structural transformation of its economy to sustain the episodes of 
higher growth that have been ignited from time to time. It needs to produce higher value-added 
goods to sustain job creation and to increase the welfare of its growing population. There needs 
to be a shift in human resources and capital across most sectors. For example, Pakistan needs 
to add value to agriculture activities and to transfer resources toward manufacturing, which can 
both absorb labor and generate exports. For manufacturing to thrive, high-quality and efficient 
infrastructure, access to large markets, a supportive Government, and a dynamic private sector 
are vital. Better financial intermediation, openness to trade, and a pro-industrialization growth 
strategy are all essential ingredients for structural transformation. 
 

b. Key Issues and Constraints to Structural Transformation in Pakistan 
 
4. Long-standing sector inefficiencies in agriculture (particularly for food grains) and the 
power sector have imposed a burden on public sector finances, accentuated by global food and 
fuel price shocks in recent years. An immediate and pressing concern facing the Government is 
the adverse impact on the poor and the vulnerable of the continued rise in food prices, 
especially wheat, the main food staple. Without effectively targeted safety net measures, the 
poor and vulnerable suffer most from high prices, despite the huge fiscal costs of the current 
system. The budget costs of the current ineffective interventions are squeezing the fiscal space 
needed for the crucial development investments. 
 
5. In the medium term, and in line with the structural transformation agenda, sustainable 
food security can be ensured through high economic growth in economic activities that create 
jobs in high value-added agro-industries and in the manufacturing and service sectors. 
However, any development in agriculture or agro-based industry remains dependent on irrigated 
agriculture in Pakistan (see the water resources management and irrigated agriculture 
development road map, paras. 59-76. 
 
6. Despite its diverse energy resources, Pakistan’s energy sector is in deficit, in energy 
and financial terms. The sector suffers from institutional fragmentation and lack of integrated 
energy planning. Critical investments in generation and distribution systems have not kept pace 
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with economic growth. The volatility of global oil prices and general fiscal shortcomings have 
created a circular debt1 problem in the energy sector, stopping power generation companies 
from reaching optimal production levels. Pakistan’s sustained economic growth will be seriously 
affected if these twin deficits are not addressed urgently. Any plan for economic transformation 
remains heavily dependent on finding solutions to the energy crisis (see Figure A6.1 and the 
energy sector road map, paras. 16-39.  
 
7. The Government’s financial reforms have resulted in substantial deregulation, 
privatization of banks, and the emergence of the State Bank of Pakistan as an independent 
regulator. However, improvements are still needed in many areas (see Figure A6.1 and the 
financial sector road map, paras.95-105). Prudential regulations, depositor protection, and anti-
money laundering measures need to be strengthened. The fragmentation of the regulatory 
environment needs to be addressed. The financial sector needs to be consolidated and 
deepened without compromising stability. Banks need to improve their payment systems. 
 

c. Government’s Sector Policy and Strategy  
 
8. The Government has adopted a stabilization plan, based on monetary and fiscal policy 
tightening measures while protecting the poor from economic shocks; shoring up foreign 
exchange reserves; and restoring fiscal discipline. On 24 November 2008, the International 
Monetary Fund (IMF) approved a 23-month Stand-By Arrangement for Pakistan in an amount 
of $7.6 billion to support the country's economic stabilization program.2 The key objectives of 
the program are to restore macroeconomic stability through a tightening of macroeconomic 
policies while ensuring social stability and adequate support for the poor and vulnerable in 
Pakistan.  
 
9. To achieve the goal of structural transformation, the Government also plans to launch 
medium-term structural reforms in power and transport, and to adopt measures to deepen 
Pakistan’s industrial base and make its agriculture sector more productive. Toward this end, the 
Government intends to rationalize its own involvement in key economic sectors and attract 
greater private sector participation. The fiscal space generated will help ensure adequate 
spending on social sectors. In parallel, Pakistan has also adopted a framework for a medium-
term financial sector strategy to strengthen financial intermediation and promote confidence. 
 

d. Government’s Institutional Arrangements and Capacity for 
Structural Transformation 

 
10. Pursuing the economic transformation agenda will require close coordination between a 
number of government entities at policy and operational levels. The Government has already 
formed a high-level committee to guide the economic transformation agenda. This committee, 
reporting to the Prime Minister, will prepare a work program to guide the preparation of a 
structural transformation strategy, a reform and investment program, and an execution plan. 
The committee will also agree on the involvement and responsibilities of various parties involved 
in the design and implementation of relevant ongoing and planned projects, including those of 
ADB. The Government has also established an advisory panel of respected economists. Given 

                                                 
1 Circular debt is accumulated debt among a series of entities from, for example, the customer through the power 

distribution company all the way to the fuel supplier of the power generation station. The root cause has been 
nonpayment by the Government and its entities. 

2  Immediately upon IMF’s approval, an amount of $3.1 billion was released to Pakistan, and the remaining amount 
will be phased in, subject to quarterly reviews.  
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the need to follow an integrated approach and to involve a number of sectoral counterparts, the 
Government will need technical assistance (TA) at various levels.  

 
e. ADB Sector Experience 

 
11. ADB has been involved in all the areas considered critical for economic transformation. It 
has provided extensive support through TA and loans for agriculture (sector reforms and 
investments focused on rural development and irrigation), power (largely investments in 
generation, transmission and distribution); and the financial sector (sector reforms).  
 

f. Role of Other Development Partners 
 
12. A number of other development partners have supported macroeconomic, sectoral, 
competitiveness, and investment climate reforms in Pakistan. ADB will coordinate with the IMF 
and the World Bank on macroeconomic stabilization. To help meet Pakistan’s financing needs, 
the World Bank is working on a combination of investment and policy reform support operations 
to be delivered in the second half of the current fiscal year. Other bilateral partners are 
supporting industrial sector and competitiveness issues.  
 

g. Intended Sector Outcomes and Key Outputs Supported by ADB 
 
13. Economic transformation is multi-dimensional, so ADB will assist Pakistan through the 
program cluster Accelerating Economic Transformation as well as through stand-alone project 
and policy-based interventions in key sectors. ADB support will (i) address short- term policy 
distortions, specifically by reducing and eventually abolishing inefficient subsidies and targeting 
subsidies to benefit the poor and vulnerable; (ii) help to deepen financial intermediation and 
increase financial sector stability; and (iii) help the Pakistan economy to diversify and increase 
the share of industry, particularly manufacturing, in gross domestic product (GDP). In parallel, 
ADB will work with the Government to increase agriculture productivity and to make the services 
sector produce greater value. This cannot be achieved without developing sustainable energy 
resources, revitalizing rural and urban areas through efficient services and infrastructure, and 
improving financial governance at all levels.   
 

h. Links to CPS Outcomes and Other Sectors and Themes  
 
14. Support for structural transformation will encompass several thematic and sectoral 
objectives of the CPS. The structural transformation agenda is part of the planned outcomes 
under the focal area of the CPS on reforms to strengthen governance and services. Support for 
structural transformation will complement assistance for energy sector investment and reforms 
planned under the CPS. This support is also linked to the planned emphasis on increasing 
agricultural productivity through water resource investments, and the strategy to support 
development of urban services.  
  

i. Monitoring Mechanism 
 
15. Progress will be monitored regularly against the intended sector and sub-sector 
outcomes and the outputs reflected in the attached results framework in Table A6.1. The results 
framework of individual sectors will also contribute to the tracking of outcome and output 
indicators in the economic transformation road map. Monitoring will include program progress 
and completion reports and tracking of policy and institutional reforms. 
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Table A6.1: Economic Transformation Results Framework 
 

Relevant CPS Outcomes Sector-level Outputs 

CPS Outcomes 
Relevant to the Sector 

Key Opportunities and 
Constraints 

Sector Outcomes/Key 
Sector Outputs 

Sector Milestone/ Tracking 
Indicators/Interim indicators 

ADB Assistance Risks 

Sustained high 
economic growth 

 

Accelerating 

structural transformation 
of Pakistan’s economy 

 

 

Distortions in key sectors 
of agriculture and energy 
that perpetuate 
macroeconomic 
imbalances and impede 
structural transformation 

 

Weak safety nets for the 
poor and the vulnerable 

 

Limited financial 
intermediation 

 

Low international 
competitiveness of industry 
and exports 

Sector Outcome 

Sustained high economic 
growth through 
accelerating structural 
transformation of  
economy  

 

 

Sector Outputs 

Removal of existing 
distortions in the energy 
and agricultural sectors 

 

Strengthened social 
safety net system for the 
poor and the vulnerable 

 

Strengthening of financial 
intermediation 

 

Development and 
implementation of a 
national structural 

Support and issue prices of wheat 
raised to the market level by 2010 

 

Circular debt in the power sector 
eliminated and the overall debt 
liabilities adequately settled by 2010

 

Coverage of social safety net 
system increased to 9.5 million 
poor households by 2011  

 

Manufacturing sector share of GDP 
increased from 19% in FY2008 to 
23% by FY2013  

 

High value-added output’s share of 
exports doubled to 20% in FY2013  

 

Index of sophistication of exports 
increased from 4,500 in 2006 to 
5,000 by 2013 

 

Banking sector credit to private 

Ongoing loans 

Accelerating Economic 
Transformation 
Program – Subprogram 
1  

 

Ongoing technical 
assistance (TA) 

Associated TA for the 
Accelerating Economic 
Transformation 
Program  

 

Proposed Loans  

Accelerating Economic 
Transformation 
Program – 
Subprograms 2, 3, and 
4. 

 

 

Weak 
implementation 
capacity  

 

Resistance from 
vested interest 
groups 

 

Lack of policy 
coordination 
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Relevant CPS Outcomes Sector-level Outputs 

CPS Outcomes 
Relevant to the Sector 

Key Opportunities and 
Constraints 

Sector Outcomes/Key 
Sector Outputs 

Sector Milestone/ Tracking 
Indicators/Interim indicators 

ADB Assistance Risks 

transformation strategy   sector expanded from 28.5% of GDP 
in FY2007 to 32% of GDP by 
FY2013 

 

FY= fiscal year, GDP= gross domestic product, TA = technical assistance 
Source: ADB Staff. 
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6.2. Energy Sector Road Map 
 

a. Sector Situation and Key Issues 
 
16. Pakistan has several sources of energy, yet the country is a net importer of energy. 
Pakistan sits on one of the world’s most abundant areas of coal reserves, but investment is 
needed to exploit them. Domestic natural gas accounts for 50% of total energy consumption, 
but only 18% of the population has access to piped gas. Investments in energy generation and 
distribution infrastructure have not kept pace with rising energy demand. The sector 
consequently suffers from both energy and financial deficits. The current energy crisis is costly 
and multidimensional and seriously affects Pakistan’s sustained economic growth and 
competitiveness., and the entire energy sector needs to be strengthened by increasing supply, 
curtaining the deficits, and improving corporate and sector governance 
 
17. Successive years of high growth have led to commensurate growth in electricity 
demand, yet generation capacity has remained practically stagnant. It is estimated that the 
system currently lacks about 5,000 megawatts of power to cover peak demand. The current 
financial health of the public sector entities is precarious as tariffs have not kept up with the 
rising costs of operating the system. There continues to be a gap between the tariff determined 
by the National Electric Power Regulatory Authority (NEPRA) and that notified by the 
Government. The Government’s fiscal constraints mean that it has not been able to disburse 
power subsidies (which cover the difference between the NEPRA tariff and the Government’s 
tariff) on time, which has depleted the energy sector’s liquidity and cash flows. 
 
18. The sector is struggling with suboptimal financial structures and lack of corporate and 
commercial focus (Figure A6.2). It needs significant financial support—estimated at $2 billion for 
FY2008 (close to 20% of the projected operating revenues and 1% of GDP)—to cover the 
revenue deficit in the sector.  
 
19. The Government has been in the process of establishing corporate structures for the 
power sector starting in 1998. Power sector corporations, however, still need greater financial 
autonomy and efficient and accurate metering and billing systems. The transmission system 
needs emergency repairs, rehabilitation and expansion, while an overstressed distribution 
network needs to be improved and expanded to stem leaks and improve efficiency. The huge 
potential for renewable energy (particularly mini- and small hydropower plants and wind farms) 
needs to be tapped. The potential for regional energy (power and gas) trade and markets needs 
to be exploited.  
 
20. The sector lacks integrated planning and accurate information for decision making 
purposes. Compliance with environmental and social safeguard requirements needs to be 
strengthened so energy projects are not delayed. Climate change issues need to be identified 
and clean development mechanism opportunities explored.  
 

b. Government’s Sector Policy and Planning Framework 
 
21. Pakistan’s energy sector strategy is described in the medium-term development 
framework (MTDF), 2005-2010, which focuses on achieving energy security and ensuring the 
long-term viability of the sector. The Government aims to adopt an integrated approach to 
energy planning that takes into account the cross-sectoral economic impacts of various energy 
options. The Government’s plans for meeting the energy needs of rural areas emphasize the 
potential for renewable energy. Longer-term strategies focus on closing energy deficits by 
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establishing energy trade corridors to capitalize on the proximity of Pakistan to resource-rich 
countries in the Middle East and Central Asia.  
 
22. The development of indigenous energy resources is being pursued by increasing oil and 
gas production, coal mining and coal-based power generation, and hydroelectric power 
generation, and by mainstreaming renewable energy. Energy efficiency and management will 
be improved by optimizing the energy mix, improving transmission and distribution 
infrastructure, and managing industrial and domestic demand. The Government is also 
implementing an ambitious privatization agenda that will include a number of energy entities.  
 
23. The Government plans to phase out all power sector subsidies by the end of June 2009, 
allowing for monthly adjustments of power tariff to reflect cost recovery and to address the 
circular debt and debt overhang3 problems. To eliminate subsidies and overcome losses in the 
power sector, NEPRA has recently determined a tariff increase of 61%, which has been partially 
implemented by the Government by notifying an initial hike of 20%, with the remainder to be 
implemented in a phased manner through to 30 June 2009.  
 

c. Government’s Institutional Arrangements and Capacity in Sector 
 
24. The energy sector is fragmented, with an unbalanced distribution of responsibilities 
among key sector institutions in terms of policy formulation, regulation, and administration. In 
the mid-1990s, the Government divided responsibility between the Government (energy sector 
policy) and NEPRA (for regulation and operations of the sector). NEPRA and the Oil and Gas 
Regulatory Authority (OGRA) regulate the energy sector and the capacity of both regulators 
needs substantial strengthening. There are opportunities to improve institutional arrangements 
by strengthening the weak legal, regulatory, and incentive framework to promote greater private 
sector participation and improve risk sharing arrangements among the various stakeholders. 
 
25. Financial management and procurement practices in the sector need considerable 
improvement.  Better monitoring and surveillance and ensuring transparency in appointing and 
awarding licenses and contracts is required (see the governance, institutional and corruption 
risk assessment, paras. 214-221). Capacities for technical and economic analysis, planning, 
monitoring, and evaluation all need to be strengthened.  
 

d. ADB Sector Experience 
 

26. ADB is currently the major source of external assistance to the energy sector, 
responsible for about one third of the external resources to the sector. ADB’s total energy 
lending as of the end of 2007 was $4.2 billion, of which $3.6 billion was for the power subsector 
and $0.6 billion to the natural gas and petroleum subsectors. ADB has also provided a total of 
30 TA projects amounting to $16.0 million, which have supported policy reforms, energy 
planning, preparation of feasibility studies, capacity development, and promotion of regional 
power and gas trading initiatives. The ADB country assistance program evaluation (CAPE) rated 
ADB’s interventions in the energy sector successful.  
 

                                                 
3  A power tariff freeze between FY2003 and FY2007 in the wake of rising fuel prices and non-payments of timely 

subsidies by the Government led to a serious debt overhang of almost PRs220 billion as of end FY2007 between 
the distribution companies (DISCOs) and the Central Power Purchasing Agency (CPPA) of the National 
Transmission and Dispatch Company Limited (NTDC). It is estimated that the debt overhang had reached about 
PRs240 billion by 30 June 2008. 
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27. Most ADB-financed projects in the energy sector have used the sector loan approach, 
which allows considerable flexibility in the selection of subprojects. As a result, cost overruns 
have been greatly reduced. However, slow project implementation remains a problem because 
of delays in the procurement of consultants and goods, organizational and institutional 
weaknesses, frequent changes in project scope, and shortages of qualified staff.  
 

e. Role of Other Development Partners 
 
28. The major sources of external assistance to the energy sector are ADB, Japan, and the 
World Bank. The World Bank has mainly provided investment-based assistance to WAPDA. 
Japan has also provided major support for investment projects in the power sector. Bilateral 
development partners, including the governments of Canada, France, Germany, and the United 
States are also providing assistance for various projects in energy efficiency, mini-hydropower 
development, and policy formulation. 
 

f. Intended Sector Outcomes and Key Outputs Supported by ADB 
 
29. Adequate and Reliable Power Supply. Providing sufficient energy to meet national 
requirements and achieve energy security is a key outcome for the sector. Supply side 
investments in power generation, transmission, and distribution facilities and systems are 
needed for this purpose.  
 
30. Improved Energy Efficiency. Improving energy efficiency is a key targeted outcome of 
ADB’s assistance in the sector. ADB has recently concluded a regional TA study reviewing the 
energy efficiency environment in Pakistan. It is also supporting preparatory TA for an energy 
efficiency project in 2008 and the ensuing loan (programmed for 2009).  
 
31. Planning and Institutional Capacity Building. ADB will support institutional capacity 
building of key sector entities. Its on-going advisory TA projects include (i) establishment of a  
central power procuring agency, and (ii) development of an integrated energy model for 
Pakistan. Capacity building of new power sector companies is being supported through current 
and planned MFF projects. 
 

g. Links to CPS Outcomes and Other Sectors and Themes  
 
32. ADB’s assistance will directly address the increasing power deficit that has been 
identified as a major constraint on sustainable growth. The energy sector is closely linked to the 
water resources sector (another focal area under the CPS), given Pakistan’s strong base and 
potential in hydropower. Investments in energy in rural and urban areas of Pakistan will create 
conditions for inclusive growth and balanced development and generate social benefits, 
including reduced workloads for women. 
 

h. Indicative Areas for Interventions (including the private sector) 
 
33. Strengthened Energy Supply Capacity. ADB’s proposed project finance assistance, in 
both public and private sectors, will focus on the supply side. It will include additional power 
generation, expansion of transmission and distribution systems, and will explore the possibility 
of assisting import facilities for natural gas and liquid natural gas, as well as regional 
transmission lines. The supply side areas also include a stronger focus on renewable energy 
development. To these ends, ADB is implementing three MFF investment projects to strengthen 
Pakistan's energy supply chain: (i) power transmission enhancement ($800 million approved in 



96    Appendix 6 

 

2006) to augment and expand transmission stations and lines; (ii) renewable energy 
development ($510 million approved in 2006) to develop power generation facilities using 
renewable sources; and (iii) power distribution enhancement ($810 million approved in 2008) to 
remove distribution-related constraints. Additional MFFs for power transmission and power 
distribution are programmed.  
 
34. Strengthening Energy Planning and Reforms. ADB is supporting the establishment of 
an integrated energy plan designed to address the present fragmented state of the energy 
planning framework. ADB will continue to support power sector reforms, capacity development, 
restructuring, and improved corporate governance.   
 
35. Energy Efficiency. Pakistan can realize substantial energy efficiency gains by providing 
incentives to consumers, including potential savings on electricity bills from the installation of 
more energy-efficient machinery and equipment. Beginning in 2009, ADB envisions providing 
substantial investment support to Pakistan in this area.      
 
36. Private Sector. Supporting public–private partnerships in the energy sector will be a 
focus of ADB’s support during the CPS period and close coordination between its public sector 
operations and an increasing number of Private Sector Operations Department (PSOD) projects 
will be ensured.  
 
37. Regional Energy Cooperation. Pakistan is pursuing several regional energy projects.  
ADB has supported a feasibility study for the Turkmenistan–Afghanistan–Pakistan–India gas 
pipeline project. Together with the World Bank, ADB is providing TA for the Central Asia–South 
Asia Regional Electricity Market Project.  
 
38. Clean Energy Development. ADB is providing comprehensive technical support to 
public and private sponsors developing projects that are eligible for the clean development 
mechanism. In addition, ADB is formulating a regional climate change implementation plan that 
includes Pakistan. It has programmed TA projects to identify climate change issues and how to 
address them.  
 

i. Monitoring Mechanism 
 
39. Progress related to ADB’s assistance in the energy sector will be monitored against the 
intended sector outcomes and outputs reflected in the energy sector results framework in Table 
A6.2. Means of monitoring will include project progress and completion reports; assessments of 
costs and benefits and maintenance budgets; and assessments of policy initiatives, regulations, 
and cost recovery. Project frameworks for energy sector MFFs will be regularly reviewed by 
visiting missions to assess progress on specific outputs. These will feed into the monitoring of 
the sector results framework. 
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 Table A6.2: Energy Sector Results Framework 
 

Relevant CPS Outcomes Sector-level Outputs 

CPS Outcomes 
relevant to the 
Sector 

Key constraints Sector Outcomes/Key 
Sector Outputs  

Sector Milestone/ Tracking 
Indicators/Interim 
indicators 

ADB assistance Risks 

 

Reliable and 
affordable energy 
services through the 
development of 
indigenous energy 
resources 
(hydropower, 
renewables, coal, 
gas) and 
strengthening 
transmission and 
distribution networks  

 

Improved financial 
and operational 
performance through 
leveraging increased 
investment 

 

Increased private 
sector participation in 
infrastructure 
development and 
public services 
provision 

 

 

 

Chronic underinvestment, 
sub-optimal policies and 
weak institutions 

Inadequate funding for 
energy sector maintenance 
and expansion 

Limited participation of 
private sector in energy 
sector operations and 
expansion projects. 

Reforms and restructuring 
activities progressing 
slowly 

Current undersupply 
situation in the power 
sector distracting long term 
decision making 

Present lack of an 
integrated energy sector 
focus 

 

Sector Outcome by 
2018  

Increased efficiency, both 
technical and financial, of 
the power and natural gas 
systems  

 

Sector Output by 2015  

25,000 km transmission 
lines (from 12,000 km in 
2006) contributed to ADB 
assisted projects 

 

80,000 km distribution 
lines – 132kv and 66kv 
lines (from 37,000 km in 
2006) partly contributed to 
by ADB assisted projects 

 

32,000 MW installed 
capacity and 30,000 rated 
capacity (from 20,495 mw 
installed and 19,000 rated 
in 2006) contributed to by 
ADB assisted projects 

 

By 2013

25,000 MW installed – from 
the current thermal (13,534 
mw), hydel (6,400 mw) and 
nuclear (462 mw) to thermal 
(15,000 mw), hydropower 
(9,000 mw), wind (500 mw) 
and nuclear (500 mw), 
contributed by ADB-assisted 
projects.  

 

Renewable energy (through 
plants with capacity of 50MW 
or less) to contribute an 
additional 2% of the overall 
energy mix over its present 
(2008) contribution of 0.7%. 

 

Increase in total number of 
power consumers from 18 
million in 2007 to 22 million, 
and grid connected 
households from 60% (2006) 
to 70%.  

 

15,000 km of transmission 
lines (from 12,000 km in 
2006) contributed to by ADB 
assisted projects 

On-going loans

Renewable Energy MFF; Power 
Transmission MFF; TA Loan for 
Infrastructure Development (Power 
component); Earthquake Emergency 
Assistance Project (Power 
component); Power Distribution MFF 

 

On-going TA 
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Renewable Energy Development MFF 
(2008) 

Sustainable Energy Efficiency 
Development 
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(2009) 
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allocations for 
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ADB = Asian Development Bank, Km = kilometer, MW = megawatt, MFF = multitranche financing facility, NEPRA = National Electric Power Regulatory Authority, PFR = periodic 
financing request, PPP = public private partnership, TA = technical assistance 
Source: ADB Staff 
 

Relevant CPS Outcomes Sector-level Outputs 
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6.3. Transport Sector Road Map 
 

a. Sector Situation and Key Issues  
 
40. Transport contributes about 10% of Pakistan’s GDP. The sector is dominated by road 
transport, which carries 91% of passenger traffic in passenger-kilometers (km) and 96% of 
freight traffic in ton-kilometers. Railways carry only 5% of the traffic. Demand for transport is 
expected to increase by about 8% annually, from about 300 million passenger-km in 2005 to 
440 million passengers-km in 2011 for passenger travel, and from about 140 million ton-km in 
2005 to 210 million ton-km in 2011 for freight. 
 
41. The most important issues facing the Pakistan transport sector are summarized below 
and in Figure A6.3.  
 
42. Lack of Unified Transport Policy Framework. There is a lack of inter-modal co-
ordination, cooperation and sharing of information between bodies responsible for different 
modes of transport. More synchronization will improve customer service, reduce duplication, 
diminish destructive competition, minimize total costs, and maximize social and economic return 
on investment. However, no single cohesive policy framework for the sector has been 
introduced.  
 
43. Lack of Financing for Sustainable Maintenance. Inadequate and inappropriate 
institutional capacity and maintenance have led to the deterioration of infrastructure assets, 
especially roads, highways, and railways that are in a poor condition. Regular infrastructure 
maintenance is under-resourced when compared with new investments.  
 
44. Road transport. The total road network is about 260,000 km and consists of national 
highways (about 11,400 km); provincial highways (92,500 km); and district and urban roads 
(156,100 km). The capacity and average travel speed on national highways is severely 
constrained by non-motorized and slow moving traffic. The trucking industry is unorganized and 
is the source of high cost externalities which weigh heavily on the economy. Attention needs to 
be given to increasing average vehicle speeds, improving safety, strengthening environment 
protection, and developing human resources for the sector. Capacity constraints, a weak 
institutional base, and governance problems have led to sub-optional performance in the road 
sector. These institutional and governance-related challenges have delayed project completion 
and caused weak internal controls and poor financial management see the governance, 
institutional and corruption risk assessment, paras. 222-229. Only about 75% of motorways and 
56% of national highways are in a good condition. Vehicle overloading is a major cause of 
premature pavement deterioration and of road accidents. 
 
45. Rail Transport. Rail was once the leading transport mode in Pakistan, but has been in 
decline for many years. Pakistan Railways has neglected repair and maintenance of rail tracks 
and suffers from operational deficits, declining traffic (especially freight), poor quality of services, 
very old infrastructure, inefficient rolling stock, and outdated supporting infrastructure and 
human resources. Many non-viable branch lines continue to be provided to fulfil social rather 
than economic or commercial objectives, resulting in large government subsidies to the 
railways. Finally, negotiations and coordination with other countries for cross-border services 
have been weak and need improvement.  
 
46. Ports, Shipping, and Aviation. With regard to ports, there is evidence of high charges 
related to revenue, abnormal levels of profit, and inconsistent investment decisions. These are 
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the result of high traffic growth estimates, absence of real competition, and a lack of 
coordination. No comprehensive and integrated port master plan exists, and a capacity 
constraint continues to impact efficiency of port operations. Shipping operations have been 
managed on a non-commercial basis in the past and the shipping industry needs to become 
competitive and cost-effective. In aviation, regulatory and operational functions are executed by 
the same public management organization, the Civil Aviation Authority, which does not confirm 
to best practice. Traffic growth has been sluggish in recent years, and international carriers 
have decreased their level of operations. Furthermore, revenue losses on services to numerous 
small domestic airports have led to substantial Government subsidies.  
 

b.  Government's Sector Policy and Planning Framework 
 
47. The MTDF (2005–2010) outlines the Government’s strategy for the transport sector. It 
focuses on the optimal utilization of existing capacity with an emphasis on rehabilitation and 
upgrading; selective and cost-efficient investments in economically viable new roads, including 
expanding the rural network; developing a road network to facilitate regional transport and trade; 
using innovative financing mechanisms and enhancing private sector participation; prioritizing 
road maintenance and safety; and controlling overloading on roads.  
 
48. The Government has completed a draft of a national transport policy. It launched a 
north–south National Trade Corridor (NTC) Improvement Program in collaboration with the 
private sector in 2005. The NTC aims to facilitate trade by adopting a multimodal approach that 
covers ports, railways, airports, highways, and trucking and takes advantage of Pakistan’s 
potential to act as a land bridge for exports and imports to and from Central Asian countries. 
 
49. The National Highway Authority (NHA) has prepared a comprehensive physical 
investment plan to 2015 to upgrade the national highways, including NTC highways, and extend 
the motorway system. The cost of implementing the plan is estimated at $8 billion, about half of 
which is expected to be funded by external partners and about 7% by the private sector. 
 

c. Government’s Institutional Arrangements and Capacity in Sector 
 
50. Responsibility for managing national highways is vested in the NHA under the Ministry of 
Communications. The provincial Frontier Highway Authority, and the provincial Works and 
Service Departments or Communications and Works Departments, are responsible for 
provincial and rural roads. The devolution program means that local roads are being transferred 
from provincial agencies to district governments. However, provincial and local government road 
agencies have limited capacity in strategic planning, asset management, project management, 
network operation, and safeguards. The Ministry of Railways is responsible for railways. Its 
capacity needs to be developed and Pakistan Railways restructured for commercial operations. 
 
  d. ADB Sector Experience 
 
51. ADB has been a major development partner in the roads sector, having provided a 
cumulative $2.7 billion to the sector. In recent years, ADB’s investment strategy has focused on 
provincial and rural access roads. Given the Government’s efforts since 2002 to improve 
Pakistan’s integration with its international neighbors, ADB and other development partners 
have invested in selected national highways to promote regional connectivity. ADB’s experience 
in the sector indicates the need to focus on (i) advance procurement of civil works and 
recruitment of supervision consultants; (ii) stronger project management units and early 
establishment of project implementation units with clear, unambiguous roles and 
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responsibilities; (iii) strict pre-qualification criteria for contractors and supervision consultants; 
(iv) advance actions with respect to land acquisition, resettlement, relocation of utilities, and 
clearance of rights-of way; and (v) faster disbursement mechanisms. 
 
52. On the policy side, ADB has focused its attention on the development and 
implementation of a national transport policy.  It has also started to explore support for the rail 
sector with technical assistance.  
 

e. Role of Other Development Partners in the Sector 
 
53. Since 1986, Pakistan has received substantial assistance from ADB, World Bank, and 
the Japan International Cooperation Agency (JICA), for the roads sector. The World Bank and 
JICA’s ongoing projects focus on improvements to national highways. JICA also supports rural 
roads. The World Bank is also assisting the Government to address transport facilitation and 
transport logistics. The World Bank is processing the first NTC Development Policy Program 
focusing on enhancing reforms in rail, road, port, and shipping services; trucking and trade 
facilitation; and civil aviation.  
 

f. Intended Sector Outcomes and Key Outputs Supported by ADB 
 
54. The Government’s ultimate objective in the transport sector is to foster trade and growth 
by strengthening the competitiveness of the economy. ADB’s support will strengthen trade 
logistics (defined as a chain of services supported by infrastructure, policies, and procedures). 
ADB will build on experience to provide financial assistance and play a catalytic role in 
supporting the Government to develop a transportation infrastructure that will improve trade 
logistics and ensure sustainable road operation and maintenance. The key outputs will be 
improvement and rehabilitation of national highways and provincial roads, reduced travel time 
and freight costs, better operation and maintenance, and drafting of policy and planning 
frameworks for the transport sector. 
 

g. Links to Country Partnership Strategy Outcomes  
 
55. ADB’s assistance for the road sector will directly contribute to the CPS goal of sustained 
and inclusive growth and reduced poverty. A more efficient transport system marked by reduced 
travel times and transportation costs will catalyze higher trade volumes and generate greater 
business opportunities. Interventions in the sector will also support the CPS goal of improving 
Pakistan’s international competitiveness and creating opportunities for the private sector to 
participate in infrastructure development. Gender issues will be supported by building in 
activities to mitigate the social ills associated with road improvements that have the potential to 
affect women disproportionately, such as HIV/AIDS. 
 
  h. Indicative Areas for Interventions 
 
56. Technical and Project Financing Support. ADB will continue to provide assistance to 
the Government for the implementation of the NTC and to help it meet road development 
targets. ADB will support financing of strategic road projects. The first priority will be to improve 
NTC highways and other strategic national highways. Attention will also be given to developing 
and improving strategic feeder roads to NTC highways to ensure that the full potential of the 
strategic corridor is achieved. Support for Government investment to facilitate private sector 
participation in logistics hubs and other related facilities will be considered. ADB will consider 
support for rail sector reforms, including modernization and private sector participation.  
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57. Financing Modalities. ADB will channel its support for the road sector through the 
ongoing MFF for the National Highway Development Sector Investment Program and the 
proposed MFF for the NTC Highway Investment Program, which will finance roads in 
Balochistan and Punjab, as well as the core expressway connection in the National Trade 
Corridor from Faisalabad to Multan. Assistance for ongoing provincial road development 
projects will continue. 
 

i. Monitoring Mechanism 
 
58. ADB will work with federal agencies, ministries, and local governments to monitor 
physical implementation of investment projects and progress in achieving the targets set out in 
the attached transport sector results framework in Table A6.3. Monitoring of the outputs under 
the project frameworks of the MFFs for the National Highway Development Sector Investment 
Program and the NTC Highway Investment Program as well as for the provincial road 
development sector projects will feed into monitoring outcomes at the sector level. ADB and the 
executing agencies will strengthen the use of supervision consultants and external monitoring 
entities in assessing progress towards the targeted results in the sector. 
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Figure A6.3: Problem Tree for Rail and Road Sector  

Source: ADB Staff. 
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Table A6.3: Transport Sector Results Framework 

Relevant CPS Outcomes Sector-level Outputs 

CPS Outcomes 
relevant to the 
Sector 

Key constraints Sector Outcomes/Key 
Sector Outputs  

Sector Milestone/ 
Tracking 
Indicators/Interim 
indicators 

ADB assistance Risks and Assumptions 

The National Trade 
Corridor and other 
strategic roads form 
an efficient transport 
system marked by 
reduced travel time 
and transportation 
costs 

 

 

 

Inadequate funding for road 
and rail development and 
maintenance 

 

Limited participation by the 
private sector  

 

Relatively poor condition of 
local roads 

 

Truck overloading, especially 
in regional highways 

 

Weak capacity of road sector 
agencies, particularly in road 
design and safeguards 

 
Inefficient logistics industry 

 

Lack of inter-modal planning, 
connectivity and coordination 

Sector Outcome by 
2013 

Efficiency gain for road 
transport operation along 
the National Trade 
Corridor and strategic 
and regional connectivity 
highways  

 

Inter-modal coordination 
strengthened 

 

Reduced travel time on 
the north–south trade 
corridor 

 

Strengthened policy 
framework and 
investment plans in the 
roads sector 

 

900 km national and 
2,000 km provincial 
highways, and district 
roads improved 
through ADB-assisted 
projects by 2013 

 

Reduced average 
travel time from 
Peshawar to Karachi 
from 72 hours (2006) 
to 36 hours (2017) 

 

Reduced transport 
cost for freight from 
7% of total cost (2006) 
to 5% (2013) 

 

Reduced deficit on 
road maintenance 
budget from 40% 
(2006) to 30% (2013) 

 

National Highway 
Road Sector 
Development 

On-going TA 

Support for National 
Transport Policy 

 

Lending products 

Ongoing loans 

Provincial road sector loans 

Periodic Financing Request 
(PFR) I NHDSIP 

PFR I National Trade 
Corridor Highway 
Investment Program  MFF  

 

Proposed Loans 

2009 

PFR II NHDISP 

2010 

PFR II National Trade 
Corridor 

Political stability, 
commitment to reforms, 
and emphasis on 
infrastructure 
development continues  

 

Sustained funding by the 
government for 
maintenance and 
development 
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Relevant CPS Outcomes Sector-level Outputs 

CPS Outcomes 
relevant to the 
Sector 

Key constraints Sector Outcomes/Key 
Sector Outputs  

Sector Milestone/ 
Tracking 
Indicators/Interim 
indicators 

ADB assistance Risks and Assumptions 

Framework 
implemented 

 

National Transport 
Policy promulgated 

2011 

PFR III NHDSIP 

 

Proposed TA  

NTC Institutional Capacity 
Building II (2009) 

 

NTC Feeder Roads (2011)  

ADB = Asian Development Bank, Km = kilometer, MFF = multitranche financing facility, NHDSIP = National Highway Development Sector Investment Program, NTC = 
National Trade Corridor, PFR= periodic financing request, TA = technical assistance 
 
Source: ADB Staff.  
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6.4. Water Resources Management, and Irrigated Agriculture and Drainage 
 

a. Sector Situation and Key Issues  
 
59. Irrigated agriculture is vital to economic growth and rural livelihoods in Pakistan. 
Pakistan is an arid country with annual average rainfall of only 240 mm and is characterized by 
extreme geographic and temporal variation. Water availability per capita is low and decreasing 
rapidly because of the burgeoning population and growing urban concentrations. Most of 
Pakistan’s water resources come from the Indus River, which is essentially fed by the 
Himalayans glaciers. The annual runoff is 151 million acre feet (MAF), of which 104 MAF is 
used for irrigation, 10 MAF is lost to evaporation, and the remaining water flows to the Arabian 
Sea. Since Pakistan relies so heavily on the Indus water, the country is also vulnerable, as 
recent droughts have demonstrated. Climate change will increase the variability of flows. In the 
medium to long term, glacial retreat is expected to reduce overall supplies, while possibly 
increasing the risk of flood.  
 
60. To address the challenge of water availability, a vast infrastructure was developed that 
distributes water to more than 14.9 million hectares of irrigated land in the world’s largest 
contiguous irrigation system. An additional 3.5 million hectares are irrigated in separate 
systems. The water infrastructure includes three major reservoirs, 16 barrages, two headworks, 
12 interlink canals, 45 canal systems, and 140,000 watercourses, all valued at about $300 
billion. However, cropping intensity and the irrigated area have grown faster than surface 
irrigation supplies. In response, tube wells funded by private farmers have grown rapidly leading 
to unsustainable exploitation of the groundwater. Pakistan is facing significant challenges 
regarding the following key issues regarding water resources and irrigated agriculture: 
infrastructure, management and institutions, productivity, and resources integrity. 
 
61. Infrastructure. Pakistan’s irrigation infrastructure has seriously deteriorated because of 
(i) age, with many initial investments made 100 years ago; (ii) lack of asset management 
planning; and (iii) chronic underfunding and ineffective implementation of operations and 
maintenance (O&M). The poor condition of the irrigation infrastructure leads to huge water 
losses, poses serious safety risks, and results in an unreliable irrigation service delivery system. 
Substantial investment is needed to rehabilitate and upgrade facilities. 
 
62. Management and Institutions. Improvement in water management through 
investments in institutional and governance reforms at all levels is also critically needed. 
Integrated water resources management (IWRM), and particularly groundwater management, 
needs to be strengthened. Competing demands for scarce water by agriculture, municipal, and 
industrial stakeholders intensify the need for careful planning to optimize water allocation and 
use. Management improvements for irrigated agriculture require systemic institutional changes, 
focusing on decentralization, transparency, accountability, better economic incentives, 
sustainable O&M, and formalized participation of farmers in water management. Some 
provincial irrigation and power departments (IPDs) over the past decade have taken modest 
steps to develop water user associations (WUAs), and engage and empower farmers for O&M 
of lower levels canals. However, this needs to be deepened and strengthened.  
 
63. Productivity and Resource Integrity. The productivity of water resources and irrigated 
agriculture needs to be increased through (i) changes in agricultural practices and inputs for 
better yields, (ii) intensification and diversification, and (iii) improvements in agricultural 
production value chains to stimulate economic growth and improve rural livelihoods. More 
productive agricultural requires conservation of water and land resources that are threatened by 
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water logging and poor irrigation and inadequate farm water management practices. Surface 
and groundwater quality is degrading rapidly, which poses a serious threat because 
groundwater aquifers are the primary drinking sources for most cities and very difficult to restore 
once contaminated. Figure A6.4 shows a problem tree analysis for water resource management 
and irrigated agriculture.  
 
  b. Government’s Sector Policy and Planning Framework 
 
64. The Ministry of Water and Power (MOWP) completed a draft water policy, but it has not 
yet been approved. MOWP, with technical assistance from ADB for the Water Resources 
Strategy Study, drafted the Pakistan water sector strategy.4 It was completed in 2003, but formal 
implementation of the strategy has not been pursued. The Government does not have a policy 
framework that provides cogent overarching principles or a strategy to prioritize and guide 
sector planning, development, and management. 
 
65. The Planning Commission’s MTDF (2005–2010) outlines a PRs280 billion investment 
program for new water resources and irrigation development, as well as for needed 
maintenance of existing infrastructure. The Water and Power Development Authority’s 
(WAPDA) Vision 2025 focuses on the development of storage, hydroelectric projects, new 
canals, and a spinal drain. Based on these documents, the federal government has a clear 
priority for investment in large storage projects. However, better management and efficiency is 
rarely emphasized. Even for infrastructure investments, the required outlays required for 
identified water projects far exceed available budgets.  
 

c. Government’s Institutional Arrangements and Capacity in the Water 
Sector 

 
66. Institutional arrangements and water responsibilities are divided among federal, 
provincial, and local agencies. The federal government is responsible for overall water 
resources management, and for large projects with inter-provincial dimensions. The primary 
federal institutions include (i) MOWP, the parent agency to WAPDA and the Federal Flood 
Commission; (ii) the Indus River System Authority (IRSA); and (iii) the Planning Commission. 
However, sector leadership at the federal level remains weak in planning, development, and 
policy making. Although MOWP is the agency responsible for water management, its resources 
to carry out planning and policy making are limited. The Federal Flood Commission is also 
suffering from capacity constraints. WAPDA is still responsible for development of large inter-
provincial water projects and is managing feasibility studies for the proposed large dams. Indus 
River System Authority is responsible for implementing the Indus River Basin Accord of 1991, 
which allocates the Indus River water among the provinces.  
 
67. The Planning Commission is focused mainly only on approving development projects 
through the meetings of the central development working party. This allows little time to the 
Planning Commission to engage in in-depth sector analysis or strategic planning. Clarity is also 
needed on the role of the Planning Commission in planning and policy development for the 
water sector relative to the MOWP. Surface irrigation and drainage projects are developed and 
executed by provincial irrigation departments. All provincial departments would benefit from 
stronger technical and project management skills to supervise projects. A small number of water 
users associations (WUAs) have been established by some departments to manage lower-level 
canals, but their experience is limited.  
                                                 
4  ADB.1998. Technical assistance for Water Resources Strategy Study in Pakistan. Manila. (TA-3130 PAK). 
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  d. ADB’s Sector Experience 
 
68. ADB had a large program in irrigated agriculture and water resources sector from 1985 
to 2005 with (i) 17 loans for a total of $1.5 billion, representing about 14% of ADB’s Pakistan 
portfolio; and (ii) 24 TA projects for total of $20 million, representing 20% of the portfolio. ADB 
water resources projects, primarily irrigated agriculture, have mostly been rated “successful” in 
project completion reports and no projects have been rated “unsuccessful.” Sector engagement 
was strong and consistent through the mid-1990s, culminating with the National Drainage 
Program (NDP), approved in 1995. It is an ambitious reform program that was to devolve the 
irrigation management to WUAs, area water boards, and provincial irrigation and drainage 
authorities. It was not very successful as it attempted to institute reforms throughout the country 
instead of targeting areas or provinces.  
 
69. ADB reengaged in the sector cautiously, initially through support for the water sector 
strategy to establish policy dialogue on IWRM, and technical assistance for Water Sector and 
Irrigation Development5 in 2004 to build capacity and support development of a reform agenda 
for irrigated agriculture. ADB’s recent lending reengagement in water resources and irrigated 
agriculture, through the Punjab Irrigated Agriculture Investment Program (PIAIP), has been 
driven by three factors:  

(i) The Government is more open to reform in all sectors, and provincial IPDs were 
sensitized by the NDP to needed reforms.  

(ii) Investment in water resources and irrigated agriculture is critically needed.  
(iii) ADB has learned from the past and incorporated those lessons in its new 

projects. 
 
  e. Role of Other Development Partners in the Water Sector 
 
70. The World Bank has the longest history in the water sector in Pakistan, starting with its 
engagement with the Indus Basin Treaty in 1960 and subsequent project support in the sector. 
In 2006, the World Bank supported the Punjab Irrigation Sector Development Policy Loan, 
which follows a program approach and provides budget support. More recently, World Bank 
approved the financing of a $150 million Sindh Water Sector Improvement Project and a $25 
million Balochistan Small Scale Irrigation Project. Although smaller than ADB or World Bank, 
JICA through NDP and a subsequent loan in Punjab, has provided substantial funds for the 
irrigated agriculture sector. The Government of the Netherlands and JICA are providing 
technical assistance to support IWRM activities.  
 

f. Intended Sector Outcomes and Key Outputs Supported by ADB 
 
71. Increasing the supply of water and reliability of its delivery through: 

(i) capacity development, support to strengthen the policy and planning framework, 
and support to improve knowledge to manage existing and future water supplies;  

(ii) development of new water storage and associated works;  
(iii) rehabilitation and upgrading of existing water resources facilities; and 
(iv) interventions to improve the efficiency of water use and adaptation to climate 

change impact. 
 
72. Strengthening delivery of irrigation-related services through: 
                                                 
5  ADB. 2004. Technical assistance for Water Sector Irrigation Development in Pakistan. Manila. (TA-4435 PAK). 
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(i) institutional reforms with formation and strengthening of WUAs, and reforms and 
capacity building of irrigation departments leading to greater accountability and 
equity in water distribution;  

(ii) ensuring broad-based and substantive involvement and contribution of everyone 
within communities, including women, in WUAs; and  

(iii) support for policies and programs for better financing of O&M. 
 

73. Improving sustainability and integrity of land and water resources through: 
(i) more awareness of water and land degradation; 
(ii) development of drainage networks; 
(iii) sustainable management of canal water, groundwater, and conjunctive use; 
(iv) support for monitoring and enforcement for water quality; 
(v) interventions to mitigate poor water quality; and 
(vi) interventions to support land conservation and reclamation. 

 
  g. Links to CPS Outcomes and Other Sectors and Themes 
 
74. Support for water resources, which will raise agricultural productivity, will contribute 
directly to the following CPS outcomes: (i) inclusive sustained growth of about 7.0%, (ii) 
reduction in the poverty headcount to less than 20% by 2013. Assistance for the water sector 
resources has strong links with the energy sector through exploiting the hydropower potential, 
the agriculture and rural sector through irrigation, the environment sector through land and 
water quality, and the urban sector through sanitation and wastewater treatment.  
 
  h. Indicative Areas for Interventions 
 
75. ADB will support development of water resources through supporting both investments 
and reforms in the sector. This support will be channeled through the following projects: 
 

(i) Continued assistance for Punjab Irrigated Agriculture Development under MFF 
arrangements. Following the first tranche of the MFF, which focused on the 
rehabilitation of the Lower Bari Doab Canal and Balloki Barrage, subsequent 
tranches would focus on other major canal command systems in the Punjab.  

(ii) Planned MFF assistance for rehabilitation and upgrading of irrigation 
infrastructure (including barrages and link canals) in Sindh and the North West 
Frontier Province (NWFP). 

(iii) Possible support for preparation and development of other national water storage 
projects would be based on assessment and priority.  

(iv) Possible technical assistance to develop models for participatory management of 
irrigation, and institutional development for IWRM.  

 
i.  Monitoring Mechanisms 

 
76. Project monitoring frameworks will be used to monitor progress on specific interventions. 
Table A6.4 shows the sector results framework that will be used to monitor and report progress 
on outcomes and results. The capacity of project management units will be strengthened for 
output- and outcomes-based monitoring. Coordination mechanisms with the provincial planning 
departments and the Planning Commission will be improved to access economic and social 
data and analysis for better monitoring of water projects. 
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Figure A6.4: Problem Tree for Water Resources Management, and Irrigated Agriculture and Drainage Sector  

Source: ADB Staff. 
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Table A6.4: Sector Results Framework: Water Resources Management and Irrigated Agriculture and Drainage  
CPS Outcomes Sector-Level Outputs 

CPS Outcome Key Constraints Subsector Outcomes/Key 
Sector Outputs 

Sector Milestone Tracking 
Indicators/Interim Indicators 

ADB Assistance Risks 

More efficient and 
productive irrigation 
and more reliable 
water resources 

Constraints 

Old and deteriorated 
infrastructure 

 

Lack of funds for 
infrastructure O&M 

 

Nonresponsive irrigation 
institutions that do not meet 
farmer needs 

 

Lack of sector capacity 

 

Lack of political consensus 
for development of new 
irrigation infrastructure 

 

Sector Outcome 

Better irrigation and water 
resources infrastructure, and 
improved irrigation service 
delivery and water resources 
management 

 

 

Sector Outputs 

Rehabilitation and upgrading 
of Indus irrigation systems and 
associated water resources 
management infrastructure 

 

Development of small dams 
and new irrigation system 

 

Irrigation and water resources 
reform initiatives 

 

Capacity building for irrigation 
service delivery and water 
resources management 

1.2 million ha in the process of 
rehabilitation in Punjab by 
2013. Tail-end farmers to 
receive more water by the end 
of the ADB-assisted project 

 

Conversion of 11,500 ha of 
rain-fed agriculture to irrigated 
agriculture contributed to by 
ADB-assisted projects by 2013 

 

Better irrigation of 10,000 ha 
on existing small dams 
contributed by ADB-assisted 
projects by 2013 

 

More access to domestic water 
(90 l/c/d) for 9,050 rural 
households contributed to by 
ADB-assisted projects by 2013 

 

Farmer organizations formed 
in all of ADB project areas. 
Management reforms started 
for at least one circle of the 
Punjab Irrigation and Power 
Department (PIPD) 

Ongoing 

Punjab Irrigated 
Agriculture Investment 
Program MFF (Loan 
2299) 

 

Barani Area Integrated 
Water Resources 
Sector Project (Loan 
2134) 

 

TA Loan for 
Infrastructure 
Development (Loan 
2178) 

 

Proposed Loans 

2009 

PFR II Punjab Irrigated 
Agriculture  

2010 

PFR I Sindh Water 
Resources 

Lack of political will 
for institutional reform 

 

Weak project 
management  

 

Lack of political 
support or 
counterpart funds to 
support these 
projects 

 

Lack of safeguards 
compliance  

 

 

Government 
willingness to 
recognize the 
importance of 
capacity development 
and support programs 

 

Qualified candidates 
available for capacity 
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ADB = Asian Development Bank, ha = hectares, MFF = multitranche financing facility, NWFP = North West Frontier Province, O&M = operation and management, PFR = 
periodic financing request, TA = technical assistance. 
Source: ADB Staff. 

CPS Outcomes Sector-Level Outputs 

CPS Outcome Key Constraints Subsector Outcomes/Key 
Sector Outputs 

Sector Milestone Tracking 
Indicators/Interim Indicators 

ADB Assistance Risks 

  

 

Development 

2011 

PFR III Punjab Irrigated 
Agriculture  

 

PFR I NWFP Water 
Resources 
Development Project 

 

Proposed TA 

Sindh Water Resource 
Development (2009) 
and NWFP Water 
Resource Development 
(2010) 

building programs 
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6.5. Sector Road Map for Provincial Financial Management Reforms  
 

a. Sector Situation and Key Issues 
 

77. Pakistan suffered persistent and rising fiscal deficits in the 1990s. From FY1995 to 
FY2000, the overall deficit increased from 5.6% to 6.5% of GDP. This trend reversed in FY2001, 
when the Government employed strong fiscal management and structural reforms in key 
sectors of the economy. The reforms reduced the fiscal deficit, which reached 3.9% of GDP as 
of FY2004. However, the deficit swelled to 7.4% of GDP in FY2008 as growth in revenues was 
insufficient to match the surge in expenditure caused by high oil and food subsidies, and large 
interest payments. The debt-to-GDP ratio declined from its peak of 93.3% in 2001 to 55.2% in 
FY2007, below the 60% ceiling set by the Fiscal Responsibility and Debt Limitation Act, 2005. 
The act introduced principles of sound fiscal and debt management.6 An MTBF was been 
introduced together with related budget reform initiatives.  
 
78. The financing gaps for provincial governments have been widening in recent years. 
Aggregate provincial tax revenues have grown faster than aggregate current expenditures. 
However, development expenditures have grown more rapidly, resulting in the larger financing 
gaps across the provinces. Revenue generation capacity of provincial governments is 
constrained by a narrow tax base, limited capacity and inefficient tax administration, and the 
federal Government’s retention of the major revenue-yielding taxes. The major borrowing 
source for the provincial governments has been expensive cash development loans from the 
federal Government, which have an average interest rate of 14%. In the past few years, 
provincial governments have prematurely retired cash development loans using foreign loans 
from multilateral development partners such as ADB and the World Bank.7  
 
79. The limited capacity of provincial governments in financial management impairs efficient 
allocation of resources and provision of public services. Weak tax administration capacity and 
lack of autonomy in tax collection are the main revenue concerns. Expenditure management 
capacity is also poor. The budget preparation process is fragmented between the finance 
departments that are responsible for recurrent budgets and the planning and development 
departments that are responsible for development budgets. The lack of a holistic approach in 
determining expenditure allocations hampers fiscal consolidation efforts. Inaccurate budget 
estimates and frequent supplementary grants throughout the fiscal year make budgets 
vulnerable to loose fiscal discipline and erodes efficiency of the budget process. The challenges 
to effective public resource management at the provincial levels in Pakistan are encapsulated in 
the problem tree (Figure A6.5).  
 

b. Government’s Sector Policy and Institutional Arrangements 
 

80. The four provincial governments implemented public resource management programs 
assisted by development partners in the past 7 years to improve fiscal and financial 
management and enhance the quality of the delivery of basic services. By improving 
expenditure management, the provincial governments were able to generate additional fiscal 
space. However, the programs were generally less successful in improving provincial revenues 
generation. In general, fiscal and financial management reforms need to continue and become 

                                                 
6  Among other provisions, the act mandates the Government to eliminate the revenue deficit by FY2008 and reduce 

the debt-to-GDP ratio to 60% by 2013. 
7  This debt management policy has created a sizeable fiscal space by way of lower interest payments on multilateral 

debt. 
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more entrenched to produce tangible and sustained improvement in provincial governments’ 
finances. 
 
81. The devolution process launched in 2001 aimed to achieve fiscal decentralization and 
greater accountability of elected local politicians. This process created a third tier of government 
comprising the district governments, the tehsil (sub-district) municipal administrations, and the 
union councils. Provincial governments, by law, had to restrict their role in setting policies and 
ensuring fiscal resources are available for service delivery. However, adjustment to the new 
setup has been complicated by the significant vertical fiscal imbalances across government 
levels following devolution. Expenditure assignments are not clear-cut, leading to duplication of 
interventions and lack of accountability in the use of resources. The increase in spending 
responsibilities has not been matched by a concurrent increase in the revenue raising powers of 
provincial and local governments, increasing their dependence on central Government 
transfers. The capacity of the local governments to undertake new functions effectively turned 
out to be a major constraint. 
 

c. ADB Sector Experience 
 

82. ADB has supported governance and fiscal reforms, providing assistance for the fiscal 
devolution process through the Decentralization Support Program (DSP),8 as well as for 
provincial resource management and service delivery reforms in Punjab and Balochistan. This 
support has targeted two main areas: (i) fiscal reforms through the public resource management 
programs (PRMPs), and (ii) decentralization through the DSSPs. The PRMPs included a cluster 
program in Punjab and a program in Balochistan. Three subprograms were envisaged under the 
Punjab PRMP, which was signed in 2003. The first subprogram was completed in June 2005, 
and the second subprogram was completed in July 2007. Subsequently, the Punjab 
Government Efficiency Improvement Program was approved in 2007 and disbursed in early 
2008. The first phase of the Balochistan PRMP was completed in May 2007.  
 
83. Key achievements under the Punjab PRMP included (i) creating fiscal space for 
enhanced spending in the social and pro-poor sectors by retiring expensive provincial debt; (ii) 
broadening the tax base and rationalizing tax systems for more revenue generation, although 
progress on this was limited; (iii) rationalizing expenditures and increasing development as well 
as O&M expenditures; and (iv) strengthening budgetary and financial management. In addition, 
medium-term budgetary and development frameworks were introduced besides the initiation of 
procurement-related and pensions reforms. The successor Punjab Government Efficiency 
Improvement Program supported deepening of fiscal and financial management reforms, 
fostering an efficient civil service, and strengthening public–private partnerships.  
 
84. In Balochistan, important policy actions were supported under the Balochistan PRMP to 
restructure public finances and improve development planning. Support was provided under the 
PRMP for (i) fiscal restructuring, including measures aimed at broadening the tax base; (ii) 
rationalizing subsidies; (iii) improving public service delivery; and (iv) creating an enabling 
environment for private participation. However, certain policy actions agreed under the PRMP 
framework were too challenging, such as the ones related to eliminating electricity subsidy on 
the use of tube wells and capping exemptions on property tax. However, the Government 
subsequently agreed to cap the tube well subsidy at the current level. The issue of the property 

                                                 
8  ADB. 2002. Report and Recommendation of the President to the Board of Directors on Proposed Loans to the 

Islamic Republic of Pakistan for Decentralization Support Program. Manila. (under Loans: 1935-PAK, 1936-PAK, 
1937-PAK, and 1938-PAK). 
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tax exemption has been taken up again under the second phase of the Balochistan PRMP that 
was approved by the ADB Board in December 2008.9  
 
85. The DSP aimed to create an enabling environment for greater public access to equitably 
delivered and sustainable services. Key achievements include (i) the transfer of a share of the 
general sales tax to the provinces for onward transfer to local governments, and (ii) support for 
the establishment of independent provincial finance commissions to implement formula-based 
fiscal transfers to local governments. Three provincial devolved social services programs 
(DSSPs) followed the federal DSP in Sindh (effective in April 2004), Punjab (effective in October 
2005), and Balochistan (effective in November 2006). The major areas covered under the 
DSSPs included strengthening devolution; building capacity for local governments; and 
providing financing for local governments to improve public services.  
 
86. Role of Other Development Partners in the Sector: ADB and the Word Bank have 
been supporting province level public financial management reforms. In NWFP, the World Bank 
has provided assistance through policy loans that have assisted the province in the areas of 
fiscal and governance reforms and human development. In Punjab, the World Bank has 
implemented education sector policy-based development credits. The Department for 
International Development of the United Kingdom (DFID) has provided support for fiscal reforms 
in Pakistan at the federal and provincial levels in Punjab and NWFP. The European Union, the 
Government of the Netherlands, and the Government of Canada have also supported 
decentralization-related programs.  
 

d. Intended Sector Outcomes and Key Outputs Supported by ADB 
 
87. ADB will continue to provide support for public resource management and government 
efficiency improvement through provincial reforms programs. ADB-supported PFM reforms in 
Pakistan will aim to create a dynamic and efficient pubic sector. In addition to fiscal and financial 
management reforms, ADB will continue to support public service delivery and civil service 
reforms.  
 
88. The major outcomes and outputs of ADB interventions, are as follows: (i) reform of the 
provincial budget process to increase transparency and accountability in the use of public 
resources; (ii) reform of the pension system to improve contingent liabilities management; (iii) 
development of planning and execution capacity of local governments to enable them to provide 
basic social services; (iv) promotion of legal and regulatory reforms to promote private 
participation in economic activity; and (v) civil service reforms.  
 

e. Links to CPS Outcomes and Other Sectors and Themes 
 
89. The proposed interventions in the PFM sector are supportive of the CPS focal area to 
support second generation reforms at the provincial levels for better fiscal and financial 
management and stronger service delivery by local governments. The PFM sector reforms also 
support the CPS focus on creating an enabling business and regulatory environment for private 
sector development. Although the Pakistan CAPE10 and the MTSII11 argued in favor of 
nonlending support in the governance sector, the need to continue with lending programs to 
                                                 
9  ADB. 2008. Report and Reccomendation of the President to the Board of Directors on Proposed Loans to the 

Islamic Republic of Pakistan for Second Balochistan Resource Management Program - Subprogram 1. Manila. 
(under Loans 2482-PAK and 2483-PAK).  

10 ADB. 2007. Country Assistance Program Evaluation for Pakistan. Manila. 
11 ADB. 2006. Medium Term Strategy II. Manila. 
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support provincial reforms is underpinned by at least four considerations: (i) past assistance has 
laid a broad foundation for reforms into more focused and targeted areas; (ii) new opportunities 
and challenges have also emerged as the reforms proceeded; (iii) second generation reforms 
are needed to tackle deep-rooted structural issues in financial management and service 
delivery; and (iv) provinces in Pakistan continue to need predictable and sustained financial 
support to leverage reforms.  
 
90. PFM reforms can address relevant governance and institutional bottlenecks that 
constrain growth. Efficient public expenditure management, besides generating fiscal space for 
development, can support inclusiveness by ensuring effective provision of social services to all 
segments of the population. Better legal and regulatory frameworks can send positive signals to 
the business community regarding the protection of property rights, contracts enforcement, and 
labor standards.  
 

f. Indicative Areas for Interventions 
 
91. The federal and provincial governments have sought continued support from ADB to 
assist with governance and economic reforms. In Punjab, ADB is supporting second generation 
financial management and service delivery reforms to build on the achievements of PRMP. This 
support is being channeled through a series of Punjab Government efficiency improvement 
programs and Punjab Millennium Development Goals (MDGs) programs.  
 
92. Following the first ADB-assisted Balochistan Public Resource Management Program, 
the Balochistan government requested follow-up support to continue its reform program. ADB’s 
support for the follow-up program will cover fiscal and financial management reforms, civil 
service reforms, reforms to improve the functioning of the mines and the minerals sector, and 
stronger delivery of social services.  
 
93. Under the new CPS, ADB will expand its geographical focus to include support for 
provincial resource management reforms in the province of Sindh. Through the Sindh Growth 
and Rural Revitalization Program,12 approved by the ADB Board in December 2008, ADB will 
assist the province in strengthening public sector efficiency. It will focus on improving the overall 
functioning of the government, including public financial management, intergovernmental fiscal 
relationships, and civil service reforms. The program will support reforms to revitalize the rural 
economy of Sindh.  
 

g. Monitoring Mechanism 
 

94. Monitoring of the sector road map in table A6.5 will be based on the monitoring and 
evaluation mechanisms embedded in the program frameworks of the proposed interventions in 
the PFM sector. Regular ADB review missions will provide an opportunity to monitor progress 
toward achieving the road map. Government reports on progress on reforms will be regularly 
reviewed. Post-completion assessment of programs will ascertain whether the strategic 
outcomes of sector interventions have been attained. 
 

                                                 
12 ADB. 2008. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to the 

Islamic Republic of Pakistan for Sindh Growth and Rural Revitalization Program. Manila. (under Loan 2484-PAK). 
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Figure A6.5: Problem Tree for Provincial Financial Resource Management  

Source: ADB Staff. 
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Table A6.5: Provincial Financial Management Sector Results Framework 
Relevant CPS Outcomes Sector-Level Outputs 

CPS Outcomes 
Relevant to the 

Sector 

Key Constraints Subsector 
Outcomes/Key Sector 

Outputs 

Sector Milestone/Tracking 
Indicators/Interim Indicators 

ADB Assistance Risks 

A more efficient 
allocation of 
public resources 
that gives priority 
to PRSP-related 
sectors 

 

More efficient 
local service 
delivery 

 

Unclear 
expenditure 
assignments 
between different 
levels of 
governments 

 

Vertical fiscal 
imbalances 
between federal 
and provincial 
governments 

 

Low revenue 
autonomy of 
provincial 
governments and 
low capacity to 
allocate resources  

 

Strategically 
opaque budget 
processes  

 

Poor capacity to 
manage fiscal risks 
(i.e., contingent 

Reformed provincial 
budget process to 
gradually introduce an 
output-oriented, results-
driven approach in 
Balochistan, Punjab, 
and Sindh 

 

Rationalization of 
expenditures for 
efficient utilization of 
public resources in the 
mentioned provinces 

 

Effective accounting of 
contingent liabilities and 
risk management in the 
mentioned provinces 

 

Better management of 
health service delivery 
and higher quality of 
health workers in the 
Punjab  

 

Greater private sector 
participation in 
economic activity, 
through improvement in 

ADB’ support during 2009–2013 for 
achievement of the following 
indicators in the respective 
provinces where assistance is being 
provided: 

 

Gradual introduction of 
performance-based budgeting in 
Punjab, Sindh, and Balochistan 

 

Adoption of budget transparency 
and comprehensiveness principles 
in the three provinces  

 

Explicit funding of unfunded 
pension liabilities through the 
establishment of a pension fund 
and GP fund in Punjab and 
Balochistan 

 

More financially sustainable 
pension systems in the Punjab and 
Balochistan 

 

Primary and secondary health 
services meet minimum service 

Ongoing Assistance  

Punjab Government Efficiency 
Improvement Program 

 

Balochistan Devolved Social Services 
Program (DSSP) 

 

Punjab DSSP 

 

Proposed Assistance 

2008 

Balochistan Resource Management 
Program  

 

Sindh Growth and Rural Revitalization 
Program 

 

Punjab Millennium Development Goals 
1  

 

 

Political 
instability of the 
federal and the 
provincial 
governments  

 

Poor capacity of 
provincial and/or 
local 
governments in 
public financial 
management 
and public 
service delivery 

 

Low ownership 
of reforms on 
part of the 
Government  
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liabilities) 

 

Poor capacity of 
local governments 
to effectively fulfill 
their service 
delivery obligations  

 

regulatory environments 

 

 

delivery standards in the Punjab 

 

Regular health sector budget 
allocations and expenditures for 
primary and secondary health care 
increase in real terms. 

 

Improvements in regulatory 
environments to strengthen the 
investment climate in Punjab, 
Sindh, and Balochistan 

2009 

Punjab Government Efficiency 
Improvement 2 

 

Punjab Millennium Development Goals 
2  

 

2010 

Balochistan Resource Management 
Program II-subprogram 2 

Sindh Growth and Rural Revitalization 
Program 2 

 

2011 

Punjab Millennium Development Goals 
3 

Sindh Government Efficiency 
Improvement Program  

ADB = Asian Development Bank, DSSP = devolved social services program, GP Fund = general provident fund, PRSP = poverty reduction strategy paper. 
Source: ADB Staff.   
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6.6. Finance Sector Road Map 
 

a. Sector Situation and Key Issues 
 

95. The Government undertook major reforms in the finance sector in the mid- and late-
1990s. Before the reforms, the financial sector consisted of majority state-owned banking and 
nonbanking entities with little or no activity in the capital markets. State-owned banks comprised 
80% of the banking sector, and they were characterized by poor financial performance and high 
nonperforming loans (often in excess of 70%). Financing for small and medium-sized 
enterprises (SMEs) and microfinance were nonexistent. The banking subsector performance 
has been facilitated by privatization; restructuring of major banks; ongoing consolidation; 
strengthening of regulatory capacity; and improvements in transparency, corporate governance, 
and the credit culture. The private sector now accounts for 90% of the banking sector, and the 
ratio of nonperforming loans has been reduced to about 5%. Reforms, with support of ADB’s 
assistance, have also been introduced in Pakistan’s capital markets. These include fiscal 
measures, establishing the Securities and Exchange Commission (SECP)—from the erstwhile 
Corporate Law Authority—as an independent regulator, capacity development in market 
surveillance, rationalization of national saving scheme rates, selected privatizations, and 
unbundling of state-owned enterprises. The State Bank of Pakistan (SBP) and the SECP are 
largely responsible for the regulation and supervision of financial institutions.  
 
96. Although the Government has implemented significant governance, structural, and 
economic reforms, the reform agenda is not yet complete. Key issues in the financial sector 
include the following: 
 

(i) Lack of product diversification and financing instruments. The limited 
number of state and corporate securities issues, savings instruments (particularly 
private pensions and insurance), and availability of other financial products is a 
key constraint to institutional investment in the sector. Another distorting factor is 
the National Savings System bonds, which previously had crowded out 
institutional investment in corporate securities. One specific area where Pakistan 
lacks the intermediation ability is infrastructure finance. No institution is capable 
of providing long-dated financing with maturity beyond 5 years. Comparable 
countries such as India and Indonesia have made significant progress by setting 
up infrastructure financiers who play a key role in infrastructure development, an 
area where Pakistan has to strive hard to catch up.   

 
(ii) Need for financial sector consolidation. The emergence of financial 

conglomerates has become a feature of the financial sector in Pakistan. Groups 
of affiliated financial sector entities that include a bank (financial conglomerates) 
are becoming the norm, as banks broaden their product offerings and seek 
cross-selling opportunities. The main risks introduced by financial conglomeration 
relate to conflicts of interest and potential contagion. In addition, in the absence 
of proper consolidated supervision, a financial conglomerate or any of its 
subsidiaries or affiliates may become vulnerable to double counting of capital, 
large intra- and extra-group exposures, contagion problems among entities within 
the conglomerate, and conflicts of interest between business units within the 
conglomerate.  

 
(iii)  Regulatory fragmentation and arbitrage. SBP supervises and regulates banks, 

development finance institutions, microfinance banks, and exchange companies, 
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whereas SECP regulates nonbank finance companies (NBFCs). Because of the 
nascent state of the local capital market, some NBFCs take deposits, which is 
traditionally regulated by banking regulators to address prudential risk concerns. 
SBP previously supervised NBFCs. In December 2002, regulatory supervision of 
NBFCs was transferred from SBP to SECP through an amendment to the 
Companies Ordinance. At the time of the transfer, existing and largely single-
product NBFCs serving specific market niches were allowed to offer a range of 
financial products. However, there was limited consolidation of NBFC activities, 
while banks began to make rapid inroads into this area. As a result, the market 
share of investment banks, leasing companies, and housing finance companies 
declined considerably. In addition, in a recent case where an investment bank 
was found to have engaged in serious malpractice and fraud, the public was 
confused about SBP’s oversight role since investment banks use the word “bank” 
in their name. This confusion has threatened the reputation of the banking 
industry and of SBP as its regulator. 

 
(iv)  Strengthening payment systems. Although Pakistan has made progress in the 

development of electronic payments, the retail payment system is still largely 
based on checks or cash. At the retail level, banks have focused on automatic 
teller machines and limited internet banking.  

 
(v)  Weak regulatory framework for capital markets. The SECP is responsible for 

regulation and supervision of securities markets and a large number of nonbank 
financial institutions, including mutual funds, investment banks, insurance 
companies, and new voluntary (private) pension funds. However, the legislation 
does not provide the level of independence and accountability arrangements 
required for SECP to effectively fulfill its assigned function. 

 
(vi)  Inclusive growth and access to financial services. A significant portion of the 

population still lives in poverty, and inclusiveness growth—particularly growth 
that will benefit women and the poor—will require more reforms and actions. 
Bringing poor communities into the formal economy either as self-employed 
persons or through micro, small, and medium-sized enterprises will also 
contribute to investment, job creation, and welfare. 

 
b. Government’s Sector Policy and Planning Framework 

 
97. Key planning documents, such as the Government’s MTDF (2005–2010), Vision 2030, 
poverty reduction strategy paper (PRSP) II, and the SBP strategic plan 2005–2010 highlight 
important goals for the financial sector. These include development of public–private 
partnerships, capital markets, Islamic banking, infrastructure financing, broad-based access to 
finance, and strengthening export competitiveness. Growth in the private sector, and capacity 
building, restructuring, and privatization of key institutions, are also considered vital. A 
development finance group was established as part of SBP’s reorganization in 2006. The group 
aims to create an enabling environment to facilitate intermediation of market-based and/or high 
priority credit, as well as to help develop capacities to better understand new niche areas such 
as infrastructure, housing finance, Islamic banking, SMEs, and microfinance. 
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c. Government’s Institutional Arrangement and Capacity in the Sector 
 
98. Strengthening of the institutional framework and regulatory capacity for the banking 
sector and capital markets is required in several areas. The Government remains committed to 
institutional reforms necessary for a vibrant and efficiently performing financial sector.  
 

d. ADB Sector Experience 
 

99. ADB’s experience with reform programs in microfinance, rural finance, SME finance, 
nonbank finance companies, and capital markets highlights the importance of Government 
institutions as facilitators, enablers, and regulators. It also underscores the need for leaving the 
provision of services to financially viable private sector institutions. ADB’s experience has 
shown that targeted subsidies by the Government should be limited to situations where market 
failure prevents delivery through the private sector. To achieve maximum development impact, 
an enabling policy environment, strong financial infrastructure, and viable financial 
intermediaries with the capacity to provide a range of financial services (not just credit) are 
crucial. In infrastructure finance, private participation in infrastructure development (PPID) 
requires a multitude of conducive policy, legal, regulatory, and institutional reforms that have to 
be gradually undertaken over a long period. Pakistan’s experience has also shown that clear 
policy statements, combined with well-prepared contractual arrangements, are important for 
involving the private sector in infrastructure and utilities. A specific lesson for the applicability of 
ADB’s safeguard policy is that implementing agencies, such as participating financial 
institutions, may not submit adequate information on the environmental aspects of projects if the 
required scope of environmental reports has not been sufficiently specified.  
 

e. Role of Other Development Partners in the Sector  
 
100. The World Bank’s assistance for improving access to market-based finance includes (i) 
restructuring or privatizing the remaining state-owned banks, DFIs, specialized banks, and 
insurance companies; (ii) reforming the national savings scheme; and (iii) strengthening legal 
frameworks. It also plans to provide technical assistance for debt markets, capital markets, 
banking, and housing finance. The World Bank is also supporting microfinance outreach 
through the Pakistan Poverty Alleviation Fund. USAID’s financial sector programs include 
assistance for access to microfinance, innovation in microfinance, and SME finance. 
Furthermore, DFID supports microfinance and greater access to financial services. Other 
development partners in the sector include the European Commission, Grameen Foundation, 
International Finance Corporation, International Fund for Agricultural Development, Swiss 
Agency for Development and Cooperation, the United Nations Development Program, and the 
Asia Foundation.  
 

f. Intended Sector Outcomes and Key Outputs Supported by ADB 
 
101. Ongoing and planned ADB support for 2009–2011 will support the development of 
efficient banking and capital markets to catalyze private sector participation to sustain and 
accelerate growth. The assistance includes deepening of reforms in the equity and capital 
markets, diversification and innovation of financial services and products, development of 
infrastructure finance, public–private partnerships, and strengthening regimes to improve 
access to financial services. In addition, ADB will provide assistance to strengthen financial 
intermediation by improving banking regulation and supervision, establishing consolidated 
supervision of financial conglomerates, enhancing the autonomy and governance of SBP, 
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strengthening payment systems and consumer protection for depositors and borrowers, and 
improving the anti-money-laundering regime.  
 
102. The expected key outcomes of ADB’s assistance in the financial sector include (i) 
deeper financial markets; (ii) stronger regulatory capacity and framework for capital markets 
development; (iii) mainstreamed access to microfinance and other financial services that 
contribute to inclusive economic growth; (iv) better prudential regulatory regimes for the banking 
sector and financial conglomerates; (v) a stronger central bank; and (vi) better national 
payments and consumer and depositor protection systems. The expected outcomes are 
summarized in the financial sector results framework (Table A6.6) and the sector results 
framework of the economic transformation road map (Table A6.1). 
 

g.  Links to CPS Outcomes and Other Sectors and Themes 
 
103. The proposed sector goals and targets are intended to support the CPS outcomes by 
relieving financial sector bottlenecks to sustained growth, and by supporting the development of 
an inclusive financial sector that creates equitable economic opportunities. Links to other 
thematic areas, including economic transformation, governance, private sector development, 
and capacity building, will be strong. Public–private partnerships will play an important role in 
mobilizing the financial resources needed for key infrastructure development to support 
domestic and foreign investor requirements.  There is scope for additional investments by ADB’s 
PSOD in the areas of infrastructure finance and access to financial services.  

 
h. Indicative Areas of Interventions (including the private sector) 

 
104. The outcomes and outputs would be achieved through the ongoing Improving Access to 
Financial Services Program, the Second Generation Capital Markets Reform Program, and the 
Private Participation in Infrastructure Development Program. A cluster Accelerated Economic 
Transformation Program to strengthen financial intermediation processes by strengthening 
prudential regulations, promoting financial sector consolidation, preventing money laundering, 
and improving payment systems will also support the achievement of the targeted outcomes 
(Table A6.1). PSOD-financed investments in infrastructure finance and access to financial 
services will be also explored to strengthen the proposed outcomes. 
 

i. Monitoring Mechanisms  
 
105. The Ministry of Finance (MOF) and SBP are the executing agencies for financial sector 
programs and projects. Based on their experience in implementing many program loans and 
projects, MOF and SBP have the proven competence and capacity to effectively carry out and 
monitor programs and projects. ADB monitors the implementation of financial sector programs 
through regular reviews and progress reports based on program design frameworks throughout 
the program implementation periods. Consolidated monitoring by utilizing the attached sector 
results framework will contribute to tracking sector-wide results and outcomes. Reports from 
SBP, SECP, MOF, and other concerned agencies also provide good monitoring mechanisms for 
tracking financial sector progress and impacts. These reports will be utilized.  
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Table A6.6: Financial Sector Results Framework 
Relevant CPS Outcomes Sector-Level Outputs 

CPS Outcomes 
Relevant to the 

Sector 
Key Constraints Subsector Outcomes/Key 

Sector Outputs 
Selected Sector Milestone/ 
Tracking Indicators/Interim 

Indicators  

ADB’s Assistance and 
Proposed Programs Risks 

Efficient financial 
and capital markets 
for catalyzing 
private sector 
participation  

 

Development of an 
inclusive financial 
sector 

 

More outreach and 
access of the poor 
to sustainable 
financial services in 
rural and urban 
communities 

 

Stronger financial 
intermediation to 
support structural 
transformation  

 

 

Lack of product 
diversification and 
financing instruments 

 

Lack of long-dated 
financing for 
infrastructure 
development 

 

Low market 
capitalization relative 
to GDP 

 

Weak regulatory and 
enabling frameworks 
for capital markets 
and private 
participation in 
infrastructure (PPI) 

 

Poor coverage of 
financial services; lack 
of inclusive financial 
sector 

 

Greater financial deepening 
and enhanced access to 
finance 

 

More diversification of 
financial products and 
services  

 

More private investment in 
energy, water, transport 

 

Larger equity market 
capitalization and bank 
penetration 

 

Stronger regulatory capacity 
and frameworks for capital 
markets  

 

Facilitation of corporate 
bond market development  

 

Stronger prudential 

More financial savings (from 
7.5% of GDP in FY2005 to 
12.0% in FY2013) 

 

At least one facility established 
to mobilize or facilitate 
infrastructure financing 

 

Higher number of microfinance 
clients and/or households 
accessing finance: 2 million or 
more by 2013 from $1.6 million 
in 2008 

 

Larger stock market 
capitalization, from 41.8% of 
GDP in FY2005 to 60% in 
FY2013 

 

Private investment in key 
subsectors ($6 billion in power, 
$2 billion in transport, and $0.5 
billion in water) by 2013 

 

Banking sector credit to 

Ongoing Assistance 

Improving Access to 
Financial Services 
Program 

 

Private Participation in 
Infrastructure 
Development Program 

 

Second Generation 
Capital Markets Reform 
Program 

 

SME Sector 
Development Program 

 

 

Ongoing Accelerating 
Economic 
Transformation 
Program I 

 

Delays in 
implementing 
reforms and/or 
passage of laws 

 

Social and political 
unrest 

 

Political expediency 
in providing 
directed or 
subsidized credit  

 

Possible changes 
in the investment 
climate because of 
endogenous and 
exogenous shocks 
(political and 
economic) 

 

Corruption or rent-
seeking activities 

 

Inadequate 
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Relevant CPS Outcomes Sector-Level Outputs 

CPS Outcomes 
Relevant to the 

Sector 
Key Constraints Subsector Outcomes/Key 

Sector Outputs 
Selected Sector Milestone/ 
Tracking Indicators/Interim 

Indicators  

ADB’s Assistance and 
Proposed Programs Risks 

Need for financial 
sector consolidation 

 

Regulatory 
fragmentation and 
arbitrage 

 

Weak payment 
systems and 
inadequate consumer 
and depositor 
protection  

regulations and supervision 

 

Stronger autonomy and 
governance of the central 
bank 

 

Stronger national payment 
systems and consumer and 
depositor protection 

 

private sector expanded from 
28.5% of GDP to 32% by 
2013 

 

New Banking Act and new 
SBP Act enacted and regime 
for consolidated supervision 
established 

 

Real-time gross settlement 
system launched  

Proposed Assistance 

 

Accelerating Economic 
Transformation 
Programs 2, 3, and 4. 

 

 

 

cooperation 
between federal, 
provincial, and local 
governments or 
among agencies 

  

 

FY = fiscal year, GDP= gross domestic product, SBP = State Bank of Pakistan, SME = small and medium enterprise.  
Source: ADB Staff.  
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6.7. Urban Sector Road Map 
 

a.  Sector Situation and Key Issues 
 

i. Recent Trends and Key Sector Indicators 
 

106. Pakistan is the one of the most urbanized country in the region. The urban population, 
which is growing on average 3.0% a year, is expected to reach 61 million by 2010 (38% of 
population). By 2015, half of the population will be urban. In 2005, 15% of the urban population 
(about 8 million people) lived in poverty. To maintain their position as efficient places for 
commerce and trade, the country’s metropolitan cities,13 and the mega cities of Karachi and 
Lahore, must significantly increase the quality and coverage of infrastructure services, and 
ensure that growth provides a good quality of life for residents. Pakistan has about 40 medium-
sized towns with populations of more than 100,000. These also have experienced population 
growth, but have more limited access to urban infrastructure investment and less service 
delivery capacity. Developing the full potential of these second-tier towns will be important to 
develop synergy between urban and rural development, and to address regional disparities. 
 

ii. Major Issues, Constraints, and Challenges 
 
107. Poor Infrastructure and Services. Urban centers are increasingly characterized by 
overcrowding, traffic congestion, high levels of accidents, and air pollution. Insufficient 
investment and weak management of key infrastructure services have resulted in poor coverage 
and low quality of services. Water and sanitation coverage rates are low. Access to solid waste 
management (SWM) services is also low. A significant proportion of population in most urban 
centers lives in slum settlements. These challenges are summarized in Figure A6.6. 
 
108. Lack of Efficient Urban Development. The urban transport systems in major cities are 
not adequately developed, and fail to serve soaring travel demand. The lack of an efficient mass 
transit system and the poor quality of public transport have caused the rapid growth of private 
vehicles. In most urban areas, road networks have developed in an unplanned fashion, and 
without proper adherence to quality standards. Service integration or supporting information 
systems are inefficient. In this context, it is urgent to establish a faster, more convenient, 
financially viable, and well-managed mass transit system, introduce an effective traffic 
management system, and build the missing road links to enhance the efficiency of the road 
network.  
 
109. Weak Local Government Capacity and Low Revenue Generation. Service delivery 
by local government institutions is hampered by mismatches among assigned functions and 
their fiscal powers and capacity levels in devolved city districts, districts, and tehsil municipal 
administrations. Financial resources, managerial capacity, and incentives for sustainable 
service delivery are weak. Local governments are not allowed to borrow and depend upon 
provincial governments to meet the bulk of their financing needs.  
 
110. Lack of Strategic Planning. Strategic master planning has been lacking in major cities 
and is generally nonexistent in second-tier towns. These plans are not strategic in the sense 
that they focus mainly on investments, only occasionally on spatial planning, and rarely on how 
to make cities engines of economic and social growth and development. This has led to 

                                                 
13  These seven cities (Faisalabad, Gujranwala, Hyderabad, Multan, Peshawar, Quetta, and Rawalpindi) have 

populations of more than 1 million each. 
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haphazard growth and pollution, unplanned expansion of large cities, poor housing, 
inappropriate commuting solutions, and proliferation of slum settlements.  
 

B. Government’s Sector Policy and Planning Framework 
 

i. Summary of Government Sector Strategy 
 
111. Pakistan’s Vision 2030 sees cities as engines of national growth, centers of economic 
activity and knowledge, and focal points for cultural change. Pakistan’s vision is to develop its 
major cities as hubs of trade and commerce with upgraded infrastructure and connectivity, 
nationally and internationally. Pakistan’s MTDF (2005–2010) recognizes the key role of urban 
areas in contributing to faster national growth and higher productivity. It aims to make cities and 
towns more efficient and competitive by strengthening the role of the government as policy 
maker and regulator, and enhancing the role of the private sector in developing infrastructure 
and providing services.  

 
ii. Government’s Sectoral Investment Plan 

 
112. The MTDF includes only PRs10 billion for urban development for 2005–2010. In 
addition, it allocates PRs120 billion for water and sanitation projects. The planned spending is 
clearly inadequate to meaningfully address the urban sector challenges and development 
agenda. The MTDF assumes the private sector will plug the investment gap in the urban sector. 
However, this will require substantial improvements in legal and regulatory frameworks, stronger 
incentives for private sector participation, and a greater commitment to commercial principals in 
service delivery. 
 

c. Government’s Institutional Arrangements and Capacity in the Sector 
 

i. Municipal Governance Structure and Capacity 
 
113. Under devolution, administratively, towns and cities are designated as either tehsil 
municipal administrations or city districts. Each tehsil (sub-district) municipal administration is 
headed by a tehsil nazim (mayor). Tehsil officers for planning, finance, regulation, infrastructure, 
and services are responsible for management of municipal services across the administration. 
Tehsil municipal administrations are exclusively responsible for the planning, provision, and 
management of the urban municipal services. Under the Local Government Ordinance, 2001, 
some provincial offices (public health engineering, town planning, and development authorities) 
should have been entrusted to the tehsil municipal administration, but in most instances this 
capacity has not been devolved to local levels.  
 

ii. Private Sector and Regulatory Framework 
 
114. The private sector is involved in several capacities in providing urban municipal services 
throughout Pakistan, but particularly in Punjab and cities of Karachi, Lahore, and Islamabad. At 
the local government level, municipalities have begun to explore the possibility of using the 
private sector for SWM and outsourcing various O&M components. However, constraints have 
emerged in contract design, private sector management capacity, and capacity of local 
government to manage contracts and regulate services. Appropriate incentive systems, legal 
and regulatory frameworks, and capacity development of the public sector are needed to 
catalyze the role of the private sector in urban development. 
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d. ADB Sector Experience 
 
115. ADB has financed 14 projects in the urban sector in Pakistan, with loan approvals 
totaling $590.5 million. Of this amount, $341.7 million has been disbursed and $43.9 million has 
been canceled. The 2005 sector assistance program evaluation (SAPE)14 for the social sectors 
in Pakistan reviewed ADB investments in the urban sector between 1985 and 2005. The SAPE 
concluded that urban development projects during this period had often failed to achieve 
positive development outcomes because of the financial and management weakness of the 
urban authorities. Urban development projects often appeared to have been formulated and 
approved without taking into account lessons from the past. The complexity of integrated urban 
development projects, weak project management capacity, and delayed recruitment of 
consultants also contributed to poor outcomes. ADB’s sector experience shows that it is 
essential to adopt a more geographically focused approach and simpler project designs, and to 
gain buy-in from civil society and other stakeholders to ensure the success of urban projects.  
 

e. Role of Other Development Partners in the Sector 
 
116. The World Bank is engaged in the Punjab through a development policy lending 
program for the secondary cities, and has assisted in the establishment of a Punjab Municipal 
Development Fund, in addition to providing assistance for the restoration of the old walled city of 
Lahore. The Water and Sanitation Program housed in the World Bank provides research and 
advisory services on key issues and reforms in the water and sanitation sector. The 
Government of Japan has assisted in the preparation of a master plan for the water sector for 
the city of Karachi and is considering support for mass transit, water, and sanitation. DFID has 
focused on urban governance in the city of Faisalabad.  
 

f. Intended Sector Outcomes and Key Outputs Supported by ADB 
 
117. Significant reforms are needed to establish a culture of, and incentives for, service 
provision, and to create conditions for private sector participation that increases efficiency and 
private investment. Consistent with this reform agenda, new operations will focus on 
 

(i) Developing clearer roles and stronger lines of accountability of urban services 
providers that are reoriented toward cost recovery and sustainability, and 
incentivized to perform;  

(ii) investment in selected infrastructure sectors to augment quality and coverage, 
including urban transport, WSS, and SWM; and 

(iii) targeted support under multitranche financing facilities for urban transport in 
Punjab, and urban services in second-tier cities and towns of Punjab and Sindh. 

 
118. ADB-supported sector outcomes will include improvements in urban infrastructure 
service delivery, urban planning, and municipal management, including financial resource 
management. Over the long term, the program of assistance envisages municipalities with well-
managed utilities that provide cost-effective, quality, and continuous service. Over the CPS 
period, sector outcomes will focus on more appropriate regulatory and oversight arrangements. 
Where subsidies are required, these would be appropriately targeted, measurable, and 
sustainable. Balanced urban development would be supported through improvement in the 
living and business environment in the larger and secondary cities. Urban transport systems, 

                                                 
14 ADB. Operations Evaluation Department. 2005. Sector Assistance Program Evaluation for Pakistan for the Social 

Sectors in Pakistan. Manila. 
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access to piped water, and the quality of sanitation services and solid waste disposal systems 
will be improved with ADB’s assistance. SMART15 indicators for the specific outputs to be 
supported by ADB are in the sector results framework (Table A6.7). 
 

g. Links to CPS Outcomes and Other Sectors and Themes 
 
119. The proposed sector results are intended to support the CPS outcomes by, among 
others, relieving infrastructure bottlenecks to economic growth and supporting broad-based 
growth and reduction in regional disparities. Links to thematic areas, such as private sector 
development and gender, will be strong. Public–private partnerships will be an essential 
element in improving the efficiency of urban service delivery. Improvements in the quality and 
coverage of water supply and sanitation will have a positive impact on women, who typically are 
burdened with water supply management at house level. Concise, but substantive, gender 
action plans will be encouraged to help ensure proper assessment of women’s needs and 
gender-sensitive designs, including gender-disaggregated data and indicators. 
 

h. Indicative Areas for Interventions 
 
120. Urban Planning Capacity, Related Policies, and Sector Reforms. ADB will support 
capacity of provincial and municipal government to development and implement urban policy 
and planning, focusing on increasing strategic planning and economic assessment. 
 
121. New Institutional Structures and Capacity Development. ADB will support the 
introduction of new organizational modalities to service delivery with a focus on clarifying roles 
and responsibilities, financial management, and corporate governance. Support for the 
introduction of urban services corporations, jointly owned by local governments in Sindh 
secondary towns, is the first core intervention in ADB’s lending program under this CPS. 
 
122. Priority Infrastructure Investment to Improve Service Delivery. ADB will support 
infrastructure investment in water supply, wastewater and SWM in secondary towns. 
Interventions in larger cities will focus on urban transport infrastructure, including mass transit, 
traffic management system, and road network improvements. 
 
123. Private Sector Participation. Through lending and technical assistance, ADB will 
support greater private sector participation in service delivery and urban transport system 
investment and operation. The initial focus will be on professional staffing from the private 
market, improvements in outsourcing, introduction of design-build-operate contract modalities, 
and performance-based management contracts and concessions or lease arrangements.  
 

i. Monitoring Mechanism 
 
124. Robust monitoring and evaluation systems will be needed to oversee implementation of 
this road map. Innovative means of monitoring performance will be considered, including citizen 
report cards, third party evaluations, and benchmarking systems. Output indicators in the 
monitoring frameworks of the planned MFF operations in the urban sector will be monitored and 
consolidated for monitoring progress on the sector results framework (Figure A6.6). 

                                                 
15 SMART stands for specific, measurable, achievable, realistic, and timely. 
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Poor governance  
and weak  
institutions 

Inadequate transport services (inadequate and limited mass  
Transport systems, weak traffic management, missing road links, congestion) Core Problems 

Weak  
management  

Lack of  
strategic and urban  

planning and 
policies

Inadequate  
infrastructure 

 

Effects 
Limited economic growth Deteriorated living conditions and 

environmental degradation 
Poor public health 

Causes 

Inadequate water supply, wastewater, and solid waste management 
services (poor quality, continuity & overage) 

 
Lack of 

political will and  
cost recovery 

focus 

 
Weak  

own-source 
revenue  

collection 

Low tariffs,  
weak 

collections  

 
Flawed  

institutions; 
distorted  

incentives 

 
Focus  

 on schemes,  
not service 

delivery, results 

Not designed to 
operating 

needs 

Unreliable 
funding,  

unskilled staff, 
weak operating  

systems  

 
Inadequate  

operations and  
maintenance 

 

Deteriorating 
infrastructure 

 
Weak legal and 

regulatory  
structure 

 
Lack of  

incentives,  
opportunities  

for rent-seeking 

Weak  
accountability;  
roles unclear 

 
Insufficient  

private sector  
involvement 

 
Outdated or 

absent  
systems 

 

Weak local govt 
capacity; 

reliance on civil 
service 

Lack of 
transport 

policy and plan 
for 

large cities 

 
Lack of  

institutional  
integration and 

coordination 

Lack of land 
use and 

integrated 
transport 
planning 

Weak statutory  
cover to 

implement 
plans or stop 

encroachment 

 
Few skilled 

planners and 
economists 

Limited, unreliable  
financing flows  

 
No asset and  
land registers, 
mapping; weak 
data collection 

Source: ADB Staff. 

Figure A6.6: Problem Tree for Urban Sector  
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Table A6.7: Sector Results Framework for the Urban Sector 
Relevant CPS Outcomes Sector-Level Outputs 

CPS Outcomes 
Relevant to 

Sector 
Key Constraints 

Subsector 
Outcomes/ Key 
Sector Outputs 

Sector Milestone/ 
Tracking Indicators/ 

Interim indicators 

ADB Assistance Risks 

Higher quality of 
life of urban 
residents 

 

Restoration of 
potential of large 
cities and 
secondary cities to 
act as engines of 
growth for the 
national and 
provincial 
economies 

 

Inadequate urban 
planning and weak 
statutory coverage for 
plan implementation 

 

Poorly managed or 
absent management 
structure for urban 
service delivery and 
maintenance of 
infrastructure 

 

Weak urban transport 
systems coordination 
and inadequate public 
transport supply 

 

Poorly resourced and 
inappropriately 
staffed and 
incentivized local 
government 
administrations with 
limited support from 
provincial authorities. 

 

Deteriorating 
infrastructure for 

Increased quality, 
coverage, and 
continuity of basic 
urban services 

 

Improved and 
sustainable urban 
infrastructure for 
water supply, 
sanitation, and solid 
waste management 
that benefits 
households, industry, 
services, and 
agriculture sectors 

 

Efficient, relevant, 
and reliable urban 
transport systems  

 

More integrated urban
transport to 
strengthen exchanges
of people, goods, and 
trade within the area 

 

Greater customer 
awareness and 

Contribute to greater 
access to safe water 
through pipe or tap supply 
in urban areas—from 62% 
of urban residents in 
FY2007 to 65% by FY2013 

 

Contribute to wider 
sanitation coverage through 
flush toilets in urban 
areas—from 92% of urban 
residents in FY2007 to 95% 
by FY2013 

 

Contribute to wider 
coverage of solid waste 
management services—
from 57% of urban 
residents in FY2006 to 67% 
in FY2013 

 

Contribute to better traffic 
flows 

 

Contribute to shorter 
commuting times and 
decongestion of roads in 

Ongoing Assistance  

Water supply and sanitation 
components in the Punjab, and 
Balochistan DSSPs 

 

Southern Punjab Basic Urban 
Services and Rawalpindi 
Environmental Improvement Project 

 

Proposed Lending  

 

2008 

PFR I Sindh Cities Improvement 
Program 

 

2009 

PFR I Lahore Urban Transport 

PFR I Punjab Urban Transport 

 

2010 

Insufficient 
government 
commitment to policy 
reform (e.g., cost 
recovery, tariff reform, 
arrears collection, tax 
reform) 

 

Insufficient 
government 
commitment to 
organizational reform, 
including redefining 
roles and 
responsibilities 

 

Improvement in public 
services could be 
stymied if private 
sector participation in 
service delivery not 
forthcoming 

 

Government does not 
have sufficient 
absorptive capacity – 
ability to manage 
multiple projects 
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supply, sanitation, 
and solid waste 
management creating 
bottlenecks to growth 
and investment 

 

Weak political support 
for tariff setting and 
cost recovery 

service provider 
accountability, 
including gender-
sensitive service 
delivery 

urban areas  

 

Citizen report card results 
published; gender-
disaggregated data 
compiled and performance 
indicators monitored 

 

PFR II Sindh Cities Improvement 
Program 

PFR II Lahore Urban Transport 

PFR I Punjab Cities Urban Services 

 

2011 

PFR III Lahore Urban Transport 

PFR II Punjab Urban Services 

 

Proposed Technical Assistance  

 

2009 

Punjab Urban Transport 

Lahore Urban Transport 

Public Private Partnership in Punjab 

 

Lack of support for 
policy and/or proposed 
subprojects by NGOs 

 

Lack of reform in 
urban transport 
management 

 

DSSP = devolved social services program, FY= fiscal year, NGO = non-governmental organization, PFR = periodic financing request. 
Source: ADB Staff. 
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B. Themes 
 

6.8. Economic Transformation in Pakistan  
 

a. Macroeconomic Situation 
 
125. Despite an average annual economic growth of 5.5% since 1960s, because of its high 
population growth, Pakistan‘s per capita growth rate showed a marked downward trend (Figure 
A6.7) during 1986–2001 before it improved substantially in the years after. However, growth and 
the rise in per-capita incomes is threatened by the recent deteriorated macroeconomic 
performance and the nature of underlying path of structural transformation of the economy. 
 

Figure A6.7: Per Capita Gross Domestic Product Growth  
(%, annual) 
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Source: World Development Indicators, April 2008 
 
126. The erosion of the country’s macroeconomic stability has been accelerating in recent 
years. Growth has relied on expansionary private and fiscal sectors, and a contractionary 
external sector. This has resulted in deficits in the private, public, and external sectors, which 
has translated into savings–investment, revenue–expenditure and import–export gaps (Figure 
A6.8). Therefore, the current growth model is unsustainable. The second problem refers to the 
underlying path of structural transformation of the economy, which makes it difficult to transit to 
a higher and sustainable growth path along the lines of the successful East and Southeast 
Asian economies. Nevertheless, while challenging, the situation is not irretrievable. 
 
127. Pakistan’s main macroeconomic challenges in the short to medium term are to  

(i) reduce the fiscal deficit by rationalizing spending and increasing the tax revenues 
(rather than cutting development expenditures in social and economic services);  

(ii) reduce the growing and large current account deficit by increasing exports and 
by reducing non-essential and luxury consumer imports; and  

(iii) increase private savings so that they finance to a larger portion of private 
investment.  
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Figure A6.8: Macroeconomic Imbalances  
(% of Gross National Product) 

Figure A6.8a: Private Savings and Investment Figure A6.8b: Tax Efforts and Government Expenditure 
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Figure A6.8c: Exportsa and Imports 
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Source: Asian Development Bank. 2007. Key Indicators. Manila. 

 
b. The Need to Industrialize 

 
128. In the medium to long term, macroeconomic stability is a necessary but not sufficient 
condition for a country’s development, which entails upgrading and diversification of the 
production and export structures. Empirical evidence from other countries that have achieved 
sustainable growth suggests that Pakistan needs to pass through different stages of growth, 
with a transfer of resources from the primary to secondary and tertiary sectors of the economy. 
At some point, manufacturing (and industry in general) must take the lead in the growth 
process, as this sector is characterized by increasing returns to scale. Likewise, development is 
accompanied by technological and scale upgrading, especially in the manufacturing sector. The 
literature also shows that the successful countries enter a phase of fast export growth during 
which they upgrade their export structures significantly. 
 
129. Low Industrialization and Technological Upgrading. Despite Pakistan’s strong 
growth, its industrialization achievement lags significantly behind that of other countries. Its 
manufacturing output share in GDP is much lower than that of People’s Republic of China 
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(PRC), Thailand, Malaysia, Indonesia, the Philippines, and Viet Nam. Moreover, the size of this 
sector has stagnated or risen only marginally over the past decades (Figure A6.9).  
 
130. Unlike other countries particularly in East Asia, Pakistan’s manufacturing is still 
dominated by products at the lower end of the technology spectrum, and the share of high tech 
products is low at about 5%. This implies that Pakistan’s manufacturing sector is significantly 
smaller than that of the successful Southeast Asian countries, and that it needs substantial 
product upgrading. 
 

Figure A6.9: Manufacturing Output Share  
(% of Gross Domestic Product) 
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131. Low Export Performance and Sophistication. Pakistan’s export performance also 
lags. Its exports per capita are very low at about $110. The question is whether countries like 
Pakistan can move up the development ladder. Empirical evidence shows that countries must 
have mastered the production of a relatively wide and diversified range of other products to be 
able to manufacture advanced products. This learning process provides them with the 
necessary capabilities (e.g., production knowledge). This finding suggests that economic 
diversification should be at the center of their development strategy. 
 
132. The new dynamic theory of trade, which focuses on the elements of specialization 
patterns, argues that specializing in some products will bring faster growth than specializing in 
others; and that the current export composition of a country can determine subsequent growth 
of that country. Pakistan’s major exports are heavily concentrated on low-end garments and 
textiles, indicating low sophistication of its exports basket compared to highly sophisticated 
machinery exports being produced and exported by developed countries.  
 
133. The speed at which countries can transform their productive structure and upgrade their 
exports depends on the path determined by their current production and export structures. For 
instance, Malaysia shifted its product structure from textiles in 1985 to electronics in 2000, and it 
started producing more sophisticated products. Pakistan’s production structure on the other 
hand remained almost the same in 2000 as in 1985. and it continued to concentrate on low-
productivity garments and textiles, and cereals. As a result, the country failed to upgrade. 
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c. What to Do? Policy Options 
 

i. The Potential for Industrialization, Product and/or 
Technological Upgrading, and Product Space  

  
134. Policies that will bring out and facilitate innovation and growth in the manufacturing and 
high productivity sectors of agriculture, services and industry need to be planned and 
implemented. How to achieve this poses a significant challenge, and is the key to successful 
economic development. Table A6.8 provides a breakdown of Pakistan’s manufacturing sectors 
in the 1970s, 1980s and 1990s. Low-tech sectors such as food and beverages, textiles, and 
apparel dominate the manufacturing sector. However, their share is decreasing, and these 
sectors are being partially replaced by higher-tech ones, especially industrial chemicals, 
electrical machinery, and transport equipment. This gives Pakistan an opportunity to increase its 
dynamism and innovation, so that high productivity and value-added are acquired in these 
sectors through proper economic incentives, infrastructure, specific inputs, and institutional 
and/or legal setups. 
 

Table A6.8: Pakistan Manufacturing Branches (%) 
 1970s 1980s 1990s 

Food and beverages 30.45 30.94 22.89 

Textiles 27.78 18.14 25.06 

Apparel, leather, and footwear 2.04 2.37 2.80 

Wood and wood products 0.26 0.39 0.37 

Paper and paper products 1.61 1.15 1.54 

Printing and publishing 1.22 1.06 2.00 

Industrial chemicals 11.20 14.29 15.50 

Petroleum and coal products 5.27 6.01 3.26 

Rubber and plastic products 1.80 1.80 1.42 

Non-metal mineral products 4.43 7.75 7.76 

Basic metals 3.06 6.20 5.13 

Metal products 1.62 1.06 0.81 

Non-electrical machinery 1.84 2.14 2.09 

Electrical machinery 3.31 3.26 5.43 

Transport equipment 2.99 2.89 3.05 

Others 1.11 0.55 0.88 

Total 100.00 100.00 100.00 

Source: Author’s calculations based on data from United Nations Industrial Development 
Organization Industrial Statistics International Standard Classification Revision 2 (2005). 

 
135. Pakistan also needs to rethink its export promotion policy in two possible dimensions. 
One is to grow within existing products because of the potential space to upgrade quality. This 
requires that Pakistan’s public and private sectors draw up an action plan to achieve such 
growth. A second strategy is to grow through its existing high-tech export products, such as 
woven fabrics of continuous synthetic fibers, medical instruments and apparatus, and some 
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requisites for outdoor sports. A set of proper policies could lead to an increase in exports of 
these products and make them more competitive in the world market. 
 
136. A third possibility is to move from existing products into new products. The Ministry of 
Commerce has published targeted new export products for the country: engineering goods, 
pharmaceutical products, carpets, gems and jewelry, Japonica (high value-added) rice, meat, 
fruits, and vegetables. Feasibility studies will be needed to see if these sectors are viable, and 
whether the proper infrastructure, specific inputs, institutional and/or legal setting and economic 
incentives are in place for these exports to take off and gain world market share.  
 

ii. Growth Diagnostics and Industrial Policy 
 
137. Undertaking the policy work discussed in paras. 134-136 requires a growth diagnostics 
approach that aims to identify the binding constraints in the economy that prevent investment 
and growth in potentially productive and dynamic sectors—and, ultimately, industrialization. 
Bottlenecks or constraints to investment and industrialization in the productive sectors may 
involve general problems, such as poor infrastructure, poor energy generation, bureaucratic 
impediments, and difficulties and delays in setting up and undertaking entrepreneurial and 
innovative activities, as well as political and/or economic instabilities. However, the binding 
constraints may also take the form of a lack of economic incentives for investment and 
innovation and/or technological upgradation in promising new sectors that afford greater 
possibilities for moving up the export sophistication ladder. 
 
138. All these possible constraints should be looked at to come up with policy suggestions for 
manufacturing expansion and export promotion. However, it will take time to come up with a 
plan to meet these objectives until all the possible binding constraints are sufficiently studied 
and analyzed. Appropriate institutions must be in place to interact with the private sector and 
learn what new activities are being considered and what public action is required for them to 
emerge successfully.  
 
 6.9. Poverty Assessment 
 
  a. Key Issues and Trends 
 
139. At the time of the last ADB poverty assessment in 2002,16 Pakistan was faced with the 
related challenges of weak macroeconomic fundamentals, slow growth, and rising poverty 
levels. Since then, Pakistan has made considerable progress. Macroeconomic stability has 
been restored to a large degree (although some indicators deteriorated substantially in 
FY2008). Rapid growth has been accompanied by a decline in the incidence of poverty. The 
official estimates of poverty in FY2006 indicate that the percentage of the population living 
below the official poverty line declined from 34.5% in FY2001 to 22.3% in FY2006, a decline of 
12.2 percentage points. The growth has also created jobs.  
 
140. Several factors contributed to the decline in the incidence of poverty. In addition to rapid 
growth, the strong inflow of remittances from expatriate Pakistanis—totaling $31 billion between 
FY2001 and FY2008—is believed to have helped reduce national poverty levels. Efforts also 
have been made to redirect a larger share of total public sector spending towards social 
services and poverty groups. The Federal Fiscal Responsibility Act, passed in 2005, has made 
                                                 
16 ADB, Pakistan Resident Mission. 2002. Poverty in Pakistan: Issues, Causes and Institutional Response. 

Islamabad. 
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it obligatory for the Government to spend at least 4.5% of GDP on pro-poor sectors and to 
double the expenditures as percentage of GDP on health and education between 2010—2015. 
Public sector pro-poor17 expenditures increased to 4.9% in FY2007 and 5.5% in FY2008, and 
helped to reduce the incidence of poverty in the country.  
 
  c. Poverty Challenges and Causes 
 
141. Despite the impressive decline in the incidence of poverty, 36 million people still live 
below the poverty line. The MDG target is to reduce the level of absolute poverty to 13% of the 
population by 2015, which is an ambitious target. Poverty is inequitably distributed—the level of 
rural poverty is double that of urban poverty. Economic inequality is also growing in Pakistan, 
with the Gini coefficient having significantly increased between FY2002 and FY2006.18 A 
strategy for inclusive growth that creates equitable economic and social development 
opportunities is required to address the growing inequity in the country.  
 
142. Pakistan’s progress on human and social development has not been commensurate with 
the surge of economic growth in recent years. The 2006 Human Development Report ranked 
Pakistan 134 out of 177 countries in the HDI. Although the net primary enrollment ratio and 
adult literacy has increased between FY2002 and FY2006, accompanied by a reduction in infant 
and child mortality, progress in health and education has continued to vary between rural and 
urban settings and across provinces. Gender disparities also continue to persist at high levels in 
literacy, primary enrollment, educational attainment, and labor market indicators. Distributional 
imbalances also exist in the levels of nutrition among the provinces and regions. 
 
143. Reducing the incidence of poverty and inequality requires sustained rapid growth that is 
politically, geographically, socially, and economically inclusive and equitable. Non-economic 
institutional factors are critical determinants of the spread of the benefits of growth and the 
relative access to opportunities of the different socioeconomic groupings. The variation in 
poverty outcomes across rural Pakistan underscores that overall macroeconomic and growth 
conditions have different impacts on poverty in different areas depending on the interplay of 
institutional factors. The most significant of these are (i) access to land; (ii) how well labor 
markets function; (iii) opportunities for diversification of livelihoods; (iv) the levels of education, 
as literacy has a strong negative correlation with poverty; and (v) the dynamics of family 
hierarchies and social exclusion. These factors have generated longstanding and interwoven 
economic, social, and political inequalities in Pakistan that are manifested in the type and nature 
of institutions and rules that then emerge through an endogenous process to govern society. 
The ways in which these institutions function—and are sometimes hijacked by powerful vested 
groups—affect opportunities of ordinary people and their ability to invest, advance, and prosper. 
Poverty in the urban areas remains significant. It is manifested in the deteriorating living 
environment; inadequate access to basic amenities, such as water supply and sanitation; 
problems of slum dwellings; and lack of adequate infrastructure, such as reliable electricity and 
quality road networks.  
 

d. Government Strategy and Responses 
 

144. In response to rising poverty and low economic growth rates, the Government that took 
over in 1999 began preparing a PRSP. An interim PRSP was prepared in 2001 followed by a full 

                                                 
17 This includes a list of 17 sectors defined in the PRSP document as having the most impact on poverty reduction. 
18 The Gini coefficient is a measure of income inequality with a range of 0—1, with movement up the range (towards 

1) denoting greater inequality. 
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PRSP that was released in 2003. The PRSP included an articulation of the Government’s 
development priorities based on four pillars: accelerating economic growth, improving 
governance and devolution, investing in human capital, and targeting the poor and the 
vulnerable. Under the PRSP, public investments were prioritized in 17 “pro-poor” sectors that 
were considered to have the most impact on reducing poverty in the country. Pro-poor 
expenditures under the PRSP increased steadily and significantly as the improving 
macroeconomic fundamentals created the fiscal space for more public development spending. 
A framework to monitor progress towards the PRSP goals was developed and regular quarterly 
and annual PRSP monitoring reports were produced by the PRSP secretariat of the Ministry of 
Finance.  
 
145. An updated PRSP II is being prepared. The PRSP II is based on 10 prioritized pillars to 
support sustainable growth and poverty reduction: (i) strengthening the macroeconomic 
environment, (ii) removing infrastructure bottlenecks with a focus on public–private partnerships, 
(iii) promoting integrated energy development, (iv) developing internationally competitive 
industry, (v) increasing productivity and value addition in agriculture, (vi) prioritizing human 
development, (vii) strengthening capital and finance for development, (viii) improving housing 
and assets titles, (ix) strengthening governance for a just and fair system, and (x) protecting the 
poor and the vulnerable. To formulate an integrated development framework, the PRSP II is 
aligned with the Government’s MTDF (2005–2010), which aims to accelerate economic growth, 
upgrade physical infrastructure, achieve the MDGs, promote balanced urban and rural 
development, and develop the private sector. Vision 2030, approved by the Government in 
2007, aims for a developed, industrialized, just, and prosperous Pakistan through rapid and 
sustainable development in a resource constrained economy by deploying knowledge inputs. 
The MTDF provides a framework for translating Vision 2030 into action with an emphasis on 
sustained long-term growth.  
 
146. To promote effective poverty reduction and targeting of the poorest, the new 
Government that came into power in February 2008 has adopted some measures to improve 
the social safety system and create additional jobs and livelihood opportunities. The 
Government has developed and is implementing a new major cash transfer system for the 
poorest called the Benazir Income Support Program, which has an allocation of about $436 
million. The Government has also instituted a new Peoples Work Program with an initial 
allocation of $364 million to create jobs by developing small-scale infrastructure projects. The 
Government has also instituted a national employment scheme, the People’s Rozgar 
(employment) Program, to create self-employment opportunities for the poor and unemployed. 
 

e. Development Partnerships for Poverty Reduction 
 

147. Multilateral and bilateral development partners in Pakistan are providing active 
assistance for poverty reduction, growth, and social development. The World Bank provides 
budget support under the poverty reduction strategy credits in support of the implementation of 
the PRSP at the federal level, and for human development and education in the provinces, in 
addition to providing assistance for infrastructure development and reforms. The United Nations 
agencies and bilateral development partners are providing higher levels of assistance in support 
of the social sectors, governance programs, and livelihoods improvement projects. Pakistan has 
a growing civil society movement, and many nongovernment institutions are undertaking 
poverty reduction programs focused on social mobilization, microfinance, small-scale 
infrastructure development, human resource development and the social sectors, and advocacy 
and human rights. The private sector is also playing a larger role in development. Several 
specialized microfinance banks have been established in the private sector in recent years that 
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are increasing access to finance for the poor. The private sector, independently and in 
partnership with the public sector, is playing an important role in delivering social sector 
services, particularly in education and health in urban and rural areas. The private sector also is 
increasingly engaging in philanthropic activities benefiting the poor.     
 
  f. Recommendations for ADB’s Future Strategy 
 
148. Pakistan continues to have a high level of poverty. Almost a quarter of the population 
lives below the poverty line, and economic inequalities and social disparities remain profound, 
with evidence suggesting they are increasing. Therefore, ADB’s future assistance strategy will 
need to focus on poverty reduction as well as creation of equitable economic and social 
development opportunities that generate equal opportunities for the poor and less well-off. The 
strategy has to be aligned with the Government’s overall national development framework and 
the priorities articulated in this framework. ADB’s assistance should also be harmonized as 
much as possible with the operations of other development partners to create synergies and 
avoid overlaps. At the same time, ADB should select sectors to operate in where it has a 
comparative advantage and capability to add value. 
 
149. The poverty assessment highlights several causes of persistent poverty in the country. 
These include the lack of equitable economic and social opportunities, which leads to inequality 
and limits the direct impact of economic growth on poverty. For example, although 
unemployment has declined, greater job generation needs to accompany growth to reduce 
poverty. To support job creation, ADB should expand its assistance for the creation of new 
economic opportunities through direct interventions in key economic sectors, including 
infrastructure development and the financial sector. Supporting the role of the private sector in 
strengthening the productive capacity of the economy and creating jobs to absorb the growing 
labor force will be vital to promote inclusive growth in the country.  
 
150. High poverty levels, particularly in rural areas, are caused by structural and institutional 
bottlenecks, including distortions in factor markets and market failures (particularly land and 
labor markets); lack of diversified livelihood opportunities; and hierarchical social structures and 
social exclusion. ADB should continue to support necessary institutional, governance, and 
market reforms to promote better efficiency and functioning of markets that create more jobs 
and livelihood opportunities for the poor. This will also lead to greater inclusiveness in society as 
empirical evidence has shown that economic empowerment is one of the most effective 
antidotes to social exclusion. Strengthening the skills base of the labor force through technical 
education and vocational training will be important to ensure that the supply of trained labor 
matches the needs of the market and promotes job generation. Support for strengthening 
agriculture markets will create greater opportunities in rural areas. Given the agriculture–
industry links, this will lead to more diversification in the sources of rural livelihoods. 
Improvement in infrastructure and services, particularly in secondary cities, will help make these 
centers more efficient in supporting economic growth and job creation, while improving the 
quality of lives of the urban poor. 
 

6.10. Gender Assessment  
 

a. Key Gender and Development Issues.  
 
151. Although the proportion of population living below the poverty line in Pakistan fell sharply 
between FY2001 and FY2006, women have not benefited as much from economic growth as 
men. Low social indicators coupled with limited access to income-generating opportunities have 
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left women considerably more vulnerable to poverty. The full potential of economic growth to 
address poverty in Pakistan will not be realized until women from all classes and social groups 
are able to overcome social exclusion and take up employment and emerging income-
generating opportunities on a more equitable basis. 
 
152. Sociocultural constraints on the mobility of girls and women are a significant factor 
limiting their access to development opportunities. Socially driven constraints change over time, 
and there are considerable differences in how these are manifested between regions in 
Pakistan. For example, gender parity indexes for primary and secondary education (MDG 3) 
have improved slowly in recent years as attitudes towards education for girls have changed. 
However, national figures mask stark regional differences. Additional education does not 
necessarily translate into employment for women because of other constraints, such as 
discrimination in the workplace and physical insecurity. A considerably higher proportion of 
unemployed women 25–34 years old hold a degree certificate compared to their male 
counterparts. Still, female labor force participation increases have been almost entirely among 
illiterate populations.19 Despite slow increases, the labor force participation rate for women is 
only 19% in Pakistan, the lowest in the region.20  
 
153. In rural areas, women make vital contributions to livelihoods. In FY2006, 54% of women 
in the workforce were engaged in agriculture (up from 48% in FY2004).21 However, the 
significance of this contribution from women in the agriculture sector is not fully acknowledged. 
Women, as paid or unpaid laborers, are usually relegated tasks with low productivity. In the 
urban context, more women are working in the informal sector in manufacturing and service-
based activities. In the formal sector, some well-educated women are gradually moving into 
responsible positions in banks and other private sector offices. A quota of 10% for women in 
Government service has been established. However, progress on filling this quota, especially in 
senior categories, is uneven and varies across regions.  
 
  b. Government’s Policy and Planning Framework 
 
154. Government policies and mechanisms have evolved to address gender imbalances, 
most recently in 2002 through the National Policy for Development of Women. The policy 
identifies gender mainstreaming across line ministries and departments as the mechanism to 
address women’s needs in policy and program formulation, implementation, and monitoring. All 
provinces and the federal Government have adopted gender reform action plans (GRAPs)22 to 
facilitate institutionalizing the process of gender mainstreaming. The Ministry of Women 
Development plays the lead role in advocating for and guiding this process, but it is hampered 
by resource and capacity constraints. In 2000, the National Commission on the Status of 
Women was created to provide greater impetus to the implementation of gender policy 
commitments.  
 
155. Policy changes relating to gender equity were strengthened through the Local 
Government Ordinance 2001, which reserved 33% seats for women, in addition to those directly 
elected. Other legal reforms include the Protection of Women Act, 2006, which aims to counter 
measures heavily biased against women under the so-called Hudood ordinances which had the 
stated objective of enforcing Islamic Shari’a law. However, these reforms might take some time 
                                                 
19 ADB. 2007. Demographic Transition, Education and Youth Employment in Pakistan. Manila: (Paper produced 

under TA 4277-PAK: Support for Poverty Reduction Initiatives in Pakistan). 
20 Government of Pakistan. 2007. Pakistan Economic Survey 2006–07. Islamabad. (page 197). 
21 Government of Pakistan. 2007. Labor Force Survey 2005-2006. Islamabad. 
22 ADB. 2002. Technical Assistance to Pakistan for Gender Reform Program. Manila. (TA 3832). 
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to foster the changes in attitudes of law enforcement officers and the judiciary necessary to fully 
protect women’s constitutional rights, especially in conservative areas. 
 
  c. ADB Experience 
 
156. The approach to addressing gender issues set out in the country strategy and program 
(CSP) 2002–2006 focused on (i) targeting specific needs of women through, for example, 
devolved social service delivery programs, water supply and sanitation projects, integrated rural 
development interventions, and support for microfinance; (ii) mainstreaming gender across all 
projects; and (iii) promoting policy and institutional reforms for awareness and enforcement of 
women’s rights and representation in all aspects of economic and social development. The most 
significant results were achieved through the policy and institutional reforms, which were linked 
to the ADB Decentralization Support Program and the implementation of the GRAPs within that 
framework (see footnote 42). Mainstreaming gender concerns in rural development and 
agriculture projects also produced results for women.  
 
  d. Intended Outcomes and Key Outputs Supported by ADB 
 
157. ADB’s support for strengthening gender equity and women’s participation in economic 
spheres would include the following: 

(i) ensuring ADB projects take actions to promote inclusive results, that is, women 
as well as men access project benefits through (a) ensuring gender issues are 
considered in the design, implementation, and monitoring of ADB operations; and 
(b) strengthening the capacity of the resident mission to undertake gender 
analysis and ensuring mainstreaming of gender considerations in operations;  

(ii) increasing the gender capacity of government institutions in support of 
Government’s gender goals, and ensuring active endorsement of the role of 
women as change agents for inclusive growth; and 

(iii) increasing understanding and providing analysis of key gender issues through, 
for example, specific ongoing TA projects and initiatives linked to loan projects. 

 
  e. Links to CPS Outcomes and Other Thematic Areas 
 
158. Focal Area 1: Reforms and Investment in Energy and Infrastructure. Recognizing 
that infrastructure projects have different impacts on women and men, the design of individual 
projects would seek specific ways to track any gender gaps in benefits. In the irrigation sector, 
special measures may be required to meet the needs of women as agricultural producers (e.g., 
mobilize separate user groups). In the roads sector, it will be important to (i) validate and 
monitor assumptions that women have opportunities to benefit from better access to services 
and markets, (ii) build in activities to mitigate social ills associated with road improvements that 
have the potential to disproportionately affect women (HIV/AIDS and human trafficking), and (iii) 
require contractors to facilitate equitable access to jobs in construction. For sustainable 
outcomes, resettlement plans will need to provide feasible options for women to sustain their 
livelihoods, as well as participate in design and monitoring activities.  
 
159. Focal Area 2: Reforms to Strengthen Governance and Financial Services to 
Support Structural Transformation. Strengthening the environment for private sector growth, 
keeping in view gender-based considerations, could help release women’s potential as 
entrepreneurs and employees by, for example, increasing women’s access to financial services 
and ensuring that women benefit from opportunities for vocational training. Making gender 
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budgeting an integral feature of public resource management programs in the provinces would 
support equity issues in resource allocation for the development of women. Improving service 
delivery and support for attainment of MDG goals with a focus on women at the provincial level 
will help narrow gender gaps in service delivery and social sector outcomes. 
 
160. Focal Area 3: Development of Urban Services. Improvements in urban infrastructure 
and the delivery of services will benefit women (particularly water and sanitation), especially 
when women are extended opportunities to participate in design, implementation, and 
monitoring of projects. Facilitating the elimination of barriers to women accessing better urban 
transport services will facilitate their access to economic opportunities.  
161. Focal Area 4: Effective Implementation of Projects and Programs and Capacity 
Building. Building capacity for gender analysis in operational work in the resident mission will 
lead to stronger quality at entry of ADB-assisted interventions. Together with the resident 
mission’s ongoing support for implementation, this will lead to better and more equitable CPS 
results and outcomes. ADB will also continue to work with other development partners to 
harmonize support and assistance for gender as a crosscutting theme, as noted in the Paris 
Declaration.  
 

f. Recommended Actions to Strengthen Gender Mainstreaming in ADB 
Operations in Pakistan 

 
162. In general, ADB operations have considerable scope to support the realization of gender 
equality and women's empowerment in Pakistan. These outcomes could be achieved by 
pursuing the following gender approach:  

(i) Maximize benefits to women as well as men from ADB loan operations by 
adopting a gender approach that incorporates the following steps: (a) assess 
women’s needs in the target areas before project design, and ensure the project 
components address those needs; (b) mainstream gender into all the project 
components to facilitate effective involvement and overcome initial attitudes 
towards women’s participation; (c) explore specific components to ensure 
women’s effective participation and wider skills development and empowerment; 
(d) specify provisions for women’s participation in and benefit from the project in 
a GAP; (e) use a GAP design process, which consolidates ownership by the 
executing agency; (f) use tranche release conditions and loan covenants to 
ensure that GAPs are implemented and systematically monitored; (g) ensure that 
implementation follows the GAP by including a gender specialist in all project 
assessments to verify that women are able to participate effectively in project 
implementation and access benefits; (h) specify sex-disaggregated indicators 
and measure performance against these consistently, thereby allowing the 
project’s direct impact on women to be accurately assessed; and (i) carry out 
post-project gender analyses to learn lessons and enable improvements to be 
made in future projects;  

(ii) Increase the capacity of local government institutions and other partners 
(executing agencies etc.) in gender-sensitive policy and program planning, 
implementation, and monitoring.  

(iii) Increase understanding and provide analysis of key gender issues: technical 
assistance provisions providing technical support in key policy areas, 
supplemented by research and studies on less-well-explored constraints faced 
by women, can contribute to greater understanding. 

(iv) Support the Government in its women’s empowerment and gender 
mainstreaming goals set out in the relevant policy documents; and ensure that 
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links are developed between the executing agencies and the Ministry of 
Women’s Development and the GRAP implementation units, as appropriate, to 
support the implementation of the set goals.  

(v) Develop detailed monitoring mechanisms to systematically track progress 
towards more gender-inclusive project outputs and outcomes, and capture ADB’s 
contribution to the Government’s gender strategy goals.  

 
 6.11. Private Sector Assessment 

 
  a. The Pakistani Private Sector 
 
163. For most of Pakistan’s history, the private sector has been the primary producer of 
goods and services. However, in the early 1970s the country made a crippling shift towards a 
command economy through a policy of nationalization. In the 1980s, this paradigm changed, 
and the private sector again began to increase in importance. Beginning in the early 1990s, the 
Government pursued a strategy of privatization, deregulation, liberalization, and good 
governance to promote private sector development. In 1999, major structural, governance, and 
economic reforms began to be implemented to generate macroeconomic stability and create an 
environment encouraging the private sector to become a key engine of growth. Important evens 
that strengthened the Foreign Private Investment Act 1976 and the Protection of Economic 
Reforms Act 1992 included the following: (i) the Privatization Act 2000, (ii) creation of the 
Ministry of Privatization and Investment, (iii) establishment of the Board of Investment, (iv) the 
creation of a Monetary and Fiscal Board to ensure formal monetary and fiscal policy 
coordination, and (v) the Fiscal Responsibility and Debt Limitation Act 2005 mandating a 
reduction in the revenue deficit and total public debt. The resulting macroeconomic stability, the 
higher growth rates, and the improving investment climate generated both the fiscal space and 
opportunities for private sector led-growth and structural transformation of the economy. The 
momentum of reform could not be sustained in FY2008, as Pakistan suffered from the impact of 
the high global fuel prices, and the country’s economic fundamentals deteriorated.  
 
164. The macroeconomic improvements in recent years accelerated the process of 
privatization, enhanced private sector investment, and attracted more foreign direct and portfolio 
investment. Today, almost 80% of the commercial banking sector, 100% of the textile and 
telecommunications sector, and a significant majority of the cement, sugar, automobile, and 
fertilizer sector are private. The private sector is also a major contributor to power generation, 
and has entered into the electricity distribution sector after the privatization of the Karachi 
Electric Supply Corporation. The Oil and Gas Development Company, Pakistan Petroleum 
Limited, and Pakistan State Oil are all on the Government’s list of planned privatizations. Gas 
distribution is also slated for privatization.  
 
165. The domestic capital markets have developed rapidly. The Karachi Stock Exchange 
(KSE) has 658 listed companies and 699 securities listed, listed capital of PRs631,125.55 
million, and a market capitalization of PRs4,019,418.17 million. The KSE has a fully automated 
trading system and a national clearing and settlement system in place. The KSE index, which 
had hovered at or below 2000 in 1999, reached close to 16,000 before falling below 10,000 in 
September 2008 following macroeconomic problems and dwindling portfolio investment. 
 
  b. Private Sector Development Issues 
 
166. Macroeconomic stability achieved in recent years has been critical in restoring private 
sector confidence and catalyzing greater foreign and domestic private investment. However, 
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macroeconomic fundamentals have again come under great stress. These include a burgeoning 
trade and current account deficits, a high inflation rate, an overvalued rupee, and higher public 
expenditures that affect fiscal stability. Macroeconomic fundamentals need to be protected to 
ensure the continuity of the present growth momentum based on higher levels of private sector 
activity and investment.  
 
167. Private sector investment and growth in recent years has been mainly in the services 
sector, especially telecommunications and financial sectors. Despite some expansion, the 
manufacturing base remains narrow with investment concentrated in capacity enhancements 
and upgrading of facilities in the traditional textile sector. The undiversified manufacturing base 
is of concern and raises the issue of whether Pakistan can sustain economic growth with a 
primarily services-sector-oriented growth momentum without a corresponding deepening and 
broadening of industrial base. 
 
168. The enabling environment for private sector development needs to be strengthened 
within a better policy and regulatory framework that consists of a defined industrial policy, 
competition policy, an investment policy, and stronger and capacitated regulatory institutions in 
key sectors of the economy.  
 
169. A major constraint to private sector growth is the critical infrastructure deficit, particularly 
in the power sector. Investments in the sector need to be accelerated alongside reforms and a 
stronger regulatory and policy environment, leading to uninterrupted and sufficient availability of 
power for industrial and commercial use. The Government considers the private sector an 
increasingly significant partner in the financing and implementation of power and infrastructure 
sector projects. However, policy, legal, and structural frameworks allowing public–private 
partnerships need to be developed and strengthened in many key sectors.  
 
170. Pakistan provides good protection to investors, but lacks efficient contract enforcement 
structures. That complicates and increases the cost of doing business. Inefficiencies and 
rigidities in the land and labor markets also are another major constraint to private sector 
growth. At the same time, Pakistan’s capital markets lack financial instruments and institutions 
specializing in long-term debt, or project and infrastructure finance. This constraint has far-
reaching implications, and is one of the reasons for slow industrial growth and the narrow 
industrial base.  
 
171. The lack of human resource development and dearth of educated, healthy, and skilled 
labor remain big issues in the development and growth of the private sector. This results in 
distortions in terms of factor utilization by sectors, contributes to unemployment, and lowers 
factor productivity.  
 
  c. Government’s Policy and Planning Framework 
 
172. Since the early 1990s, privatization, deregulation, and liberalization have been the 
cornerstones of Government policies and mechanisms to promote private sector development 
to achieve sustained growth and structural transformation of the economy. The Economic 
Reforms Act 1992 was a major milestone, as it gave full legal protection to investors as well as 
to the privatization process. Subsequently, the Privatization Act 2000 and the creation of some 
new regulatory agencies such as the SECP, Pakistan Telecommunication Authority, National 
Electric Power Regulatory Authority (NEPRA), and OGRA, as well as government bodies such 
as the Board of Investment and the Private Power and Infrastructure Board to act as focal points 
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to attract foreign and domestic private investment underline the importance of private sector 
development in the Government’s policy framework.  
 
173. The privatization process has had a major impact on private sector development. It not 
only transferred ownership to the private sector, but also helped create appropriate regulatory 
and governance structures for the sectors that were being privatized. However, the privatization 
program suffered a setback in early 2007 when the Pakistan Steel Mills privatization was struck 
down by the Supreme Court of Pakistan. Following this decision, the Government focused on 
floating its shares in public entities in domestic and foreign capital markets via global depository 
receipts, such as the shares floated for the United Bank Limited and the Oil and Gas 
Development Company on the London Stock Exchange. However, the impact of such 
privatization, which in essence generates portfolio investment on the economy, needs to be 
reviewed carefully given the volatility attached to such foreign inflows. 
 
174. Pakistan’s liberal investment policy remains one of the most attractive in the region. It 
allows 100% ownership by foreign investors in many sectors. The policy also allows remittance 
of capital, profits, and dividends without any regulatory approvals. This has been essential in 
attracting foreign direct investment (FDI) and portfolio investment.  
 

d. ADB Experience 
 

175. ADB’s strategy to promote private sector development has been implemented through 
two windows. The first comprised public sector programs to help improve the business 
environment, and to support an enabling policy and institutional framework for the private 
sector. This included support for reforms and privatization in the finance, industry, power, and 
related sectors. Assistance was also provided for initiatives to develop SMEs, rural finance, and 
agribusiness to deepen and diversify private sector activities. In this regard, ADB supported 
reforms in the capital markets and stock exchanges, as well as strengthening of regulatory 
structures and capacity development. Privatization of the Karachi Electric Supply Corporation 
and the SME Bank was also supported. In 2006, ADB provided a large program for supporting 
private participation in infrastructure development. The second window for private sector 
development provides direct assistance to the private sector through loans and equity 
investments. Through this window, ADB has supported private sector ventures in the financial 
sector, cement, fertilizers, and power sectors. 
 

e. Intended Outcomes and Key Outputs Supported by ADB 
 

176. ADB’s support for private sector development is targeted towards achieving the following 
outcomes: (i) a better business environment for private sector development, (ii) greater private 
sector participation in key areas of infrastructure development and delivery of services, and (iii) 
a more internationally competitive private sector.  
 
177. Key outputs to be supported under ADB’s assistance include: (i) supportive legal, 
regulatory, and structural reforms for the private sector with continued emphasis on the financial 
services sector, as well as the industrial and agriculture market development sectors; (ii) 
comprehensive policy and regulatory framework for private participation in infrastructure 
development, and delivery of urban municipal and other services; (iii) greater private investment 
in prioritized areas of infrastructure and finance, supported through a larger number of private 
sector operations that produce synergies with public sector projects and programs; and (iv) 
analytical work centered on developing Pakistan’s industrial policy, including major studies on 
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the private sector business potential on the National Trade Corridor and on the structural 
transformation of the economy. 
 

f. Links to Country Partnership Strategy Focal Areas 
 

178. Focal Area 1: Reforms and Investment in Energy and Infrastructure. Private sector 
participation in key infrastructure sectors will be supported through the ongoing Private PPID 
Program. PSOD will directly support private sector projects in the power and energy sectors. 
Private sector projects in the transport and communication sectors and the water sector will be 
also explored. 
 
179. Focal Area 2: Reforms to Strengthen Governance and Financial Services to 
Support Structural Transformation. Assistance is being provided for second-generation 
reforms in the financial sector for capital markets development (including in long-term project 
finance, corporate debt markets, pension funds, and real estate investment trusts) and access 
to financial services. Support for reforms is also being provided to enhance the competitiveness 
of Pakistan’s industrial sector. Crosscutting support for creating opportunities and an enabling 
environment for private sector development will form a key part of the province-focused 
proposed resource management and government efficiency improvement programs.  
 
180. Focal Area 3: Development of Urban Services. Private sector participation will be 
supported in the development of urban infrastructure and municipal service delivery, including 
water supply and sanitation, and SWM, through various types of public private partnerships, 
including management contracts, lease arrangements, and concessions. Assistance will be 
provided for reforms and investments in market infrastructure to strengthen value chains and 
the role of the private sector in business development.  
 
181. Focal Area 4: Effective Implementation of Projects and Programs and Capacity 
Building. The emphasis on developing synergies between private and public sector operations 
in the focal areas of the CPS, particularly infrastructure development, will lead to greater 
development effectiveness and better results. Greater coordination and harmonization with 
other development partners will be ensured to build synergies and greater complementarities in 
the design and delivery of private sector-related operations.  
 
 6.12. Environment Assessment 
 

a. Environmental Issues 
 

182. While Pakistan has experienced rapid GDP growth and a decline in poverty in recent 
years, the state of the environment has deteriorated. It comes under stress with higher levels of 
pollution and natural resource degradation. An important question is whether economic growth 
and poverty reduction in Pakistan is sustainable in the context of ongoing population increase 
and the depletion of the natural resource base and the environment. Pressing environmental 
concerns facing Pakistan include those relating to pollution (brown), unsustainable natural 
resource management (green), lack of access to sanitation and water, and increased 
vulnerabilities to natural hazards and climate change. 
 
183. Pollution. Indoor air pollution is a major cause of widespread chronic bronchitis and 
other respiratory infections in rural households. It results from the use of biomass for cooking, 
particularly in winters. The ambient air quality is deteriorating in urban areas mainly because of 
hazardous vehicular emissions and insufficient preventive measures. Industrial discharge 
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containing some of the most toxic and persistent pollutants has contaminated rivers, fresh 
groundwater, and arable land. About 48,000 tons of solid waste generated daily in Pakistan is 
dumped mostly on low-lying land, which pollutes the groundwater; or it is burnt, which generates 
dust and carcinogenic pollutants. 

 
184. Unsustainable Natural Resource Management. Irrigated agriculture in Pakistan, which 
accounts for more than 90% of food and fiber production, leaves up to 30% of the total canal 
command area waterlogged after the monsoon season. As a result, river salts (20 million tons 
every year) deposited in the soil cause salinization, which reduces crop yields. Official estimates 
of natural forest cover suggest either denudation or at best stagnation, such as in the two most 
forested Malakand and Hazara divisions in NWFP. Deforestation in uplands is increasing 
landslides and accelerating the silting up of reservoirs. The doubling of livestock, particularly 
since the influx of Afghan refugees in the 1980s, has degraded 87% of Pakistan’s rangelands. 
Diversions for irrigation have destroyed mangroves in the Indus Delta. The disruption of 
essential water flows is also a major cause for degradation of vegetation in the flood plains of 
rivers. Saline effluent has damaged downstream ecosystems, especially fresh water lakes. 
Pakistan has lost much of its species diversity and endemism for fauna and flora. 

 
185. Lack of Access to Sanitation and Water. Access to safe water supply and sanitation 
has generally increased in Pakistan, and the country is believed to be generally on track to meet 
the MDG targets for water and sanitation by 2015. Access to safe water in rural areas is 
expected to continue to increase. However, high urban growth rates are outpacing the ability of 
cities to provide safe water supply services, and Pakistan is currently falling behind on the urban 
water supply targets. Diarrhea continues to be a problem. Despite increasing access to safe 
water supply and sanitation, its incidence has risen in recent years. Poor sanitation and home 
hygiene result in 2 million–4 million children in Pakistan suffering from diarrhea every month, 
and one in 10 dies before the age of 5. The quality of sanitation services is poor. Less than half 
the human excreta in cities and towns is disposed off by sewers or covered drains. 
 

b. Risks and Vulnerabilities 
 

186. Vulnerability has increased because of the higher incidence of natural disasters, 
including floods, earthquakes, droughts, and cyclones. Pakistan is one of the most flood-prone 
countries in the region. Earthquakes recur periodically as the Indo-Australian Plate continuously 
moves northwards colliding with the Eurasian plate, which forms the Himalayan Mountains. The 
2005 earthquake, which killed 78,000 people, was the most destructive earthquake ever in 
Pakistan. Droughts also occur regularly with as much as 60% of the country classified as being 
semi-arid to arid. Cyclones cause significant damage to life and property in the coastal 
provinces of Sindh and Balochistan.  

 
187. Climate Change. Climate change models forecast that the melting of Himalayan 
glaciers will cause more flooding, rock avalanches, and water resource disruptions in Pakistan. 
The risk of hunger will also increase because of a decline in crop productivity owing to the more 
heat stress. Other climate change concerns include saline water intrusion in the Sindh coastal 
zone because of the rise in the sea level, stronger cyclones caused by rising sea surface 
temperatures, heat strokes during summer temperature spikes, and the spread of disease 
vectors because of stagnant water ponds and mild winters. With depleted snow cover and less 
multiyear water storage in the Himalayas, Pakistan could be exposed to more droughts from the 
mid-21st century. 
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c. Government Policy and Planning Framework 
 

188. Environment is well integrated national development framework. Vision 2030 makes 
some environmental commitments, such as integration of environmental issues with 
socioeconomic planning, stricter enforcement of environmental laws, integrated water resources 
management, and greater participation of communities in natural resources management. The 
MTDF (2005–2010) regards the natural resource base as the basis for sustaining economic 
growth. Allocations for the environment have increased fivefold under the MTDF. However, the 
utilization of these allocations remains low.  
 
189. A national environment policy (NEP) approved in 2005 provides the overall strategy of 
the Government on environment. However, NEP is all-encompassing and does not help in 
prioritizing specific environmental issues. NEP relies on voluntary implementation of its 
recommendations by federal, provincial, and local governments, as well as other stakeholders. 
In addition, most of the sector-specific policies developed for transport, power, water, and health 
do not address the protection of environment as a primary focus. The Pakistan Environmental 
Protection Act 197 provides a framework for the implementation of the national conservation 
strategy, and for undertaking environmental impact assessments (EIAs). Guidelines have been 
produced under the act to guide EIAs in various sectors. The implementation of these guidelines 
needs considerable strengthening.  
 
190. Environmental responsibilities were delegated to local governments under the devolution 
process in 2001. However, because of low capacities, local governments have not fully taken 
over these responsibilities. Private industry has made substantial investments in cleaner 
production and effluent treatment in advance of the enforcement of the environment quality 
standards. Most chambers of commerce and industries have functional environmental cells. 
 

d. ADB Experience 
 
191. Improving sustainable environmental management was one of the five thematic priorities 
under the previous CSP (2002–2006). The objective was to support the Government’s strategy 
of mainstreaming environmental issues and incorporating environmental concerns in project 
interventions. Specific planned areas for environment-related interventions under the CSP 
included water supply and sanitation, agriculture and natural resource management, and 
capacity building for effective monitoring of environmental standards. ADB’s experience in the 
area has been mixed. ADB’s projects in the water and sanitation sector helped improve the 
quality of drinking water and drainage and sanitation in selected urban districts and in many 
rural communities, created public awareness through health and hygiene education, and 
enhanced sanitation facilities through SWM and sewage disposal. However, water sector 
management reforms that could have had positive environmental outcomes could not be fully 
implemented due to weak ownership and stakeholder capacities. The national environment 
quality standards and self monitoring and reporting by industries also could not be implemented.  
 

e. Links to Country Partnership Strategy  
 
192. Infrastructure Development. ADB’s strategic focus on infrastructure development in 
the CPS, such as in power and energy, water sector and irrigation, and roads, has significant 
environmental implications. Achieving sustainable levels of growth and poverty reduction 
through infrastructure development reinforces the need to address the underlying environmental 
challenges. In this regard, the environmental implications of ADB-assisted infrastructure 
development will be assessed and steps taken to mitigate negative externalities. ADB’s ongoing 
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and planned investments in renewable energy development would help to reduce pressure on 
fuelwood supplies for protection of the forest cover and reduce air pollution. The Government 
will provide assistance on request to finalize a resettlement policy and ensure effective legal 
cover and adequate compensation for people affected by infrastructure projects. 
 
193. Strengthening Private Sector Participation. Stronger results for environmental 
sustainability can be achieved if the CPS focuses on developing synergies between its public 
sector and private sector operations, such as in urban water and wastewater through, for 
example, the PPID. Delivery of urban services by the private sector will also be supported 
through the proposed secondary towns development interventions. The prospects for supporting 
public–private partnerships in industrial environment management to promote cleaner 
production processes could be explored. The rates of return on these processes are understood 
to be high. However, a cost–benefit analysis of the eco-efficiency has not been professionally 
conducted. The undertaking and dissemination of such cost–benefit analyses could be the basis 
for assistance for scaling up of pilot demonstrations of cleaner production processes for 
improving the export competitiveness of industry.  
 
194. Enhancing Efficiency of Cities. Planned public sector investments to improve urban 
water supply and sanitation services, urban transport, and SWM in Karachi and secondary cities 
in Sindh and Punjab will improve living conditions in urban areas and contribute to better health 
outcomes. The expected positive environmental results could be enhanced by promoting a 
transition to continuous water supply in these cities, along with water metering. Support for the 
collection, sorting, transfer, and disposal of solid waste to properly managed landfill sites under 
these investments will also contribute to improvements in urban environmental conditions. 
Urban air quality will be improved through support under the CPS for upgrading the pubic 
transport system and for introducing mass transit options for selected high volume urban 
corridors. 
 
195. Capacity Development for Environmental Monitoring and Evaluation. The 
Government has limited capacity for environmental monitoring and evaluation. The process of 
institutionalizing environmental examination of projects and institutions in Government will take 
time and commitment. In the meantime, support to the Government for establishing 
environmental monitoring and information systems could help enable informed analysis of 
environment safeguard policies and contribute to greater development effectiveness and better 
results of development interventions. The resident mission’s capacities for environmental 
analysis also need to be upgraded in view of the challenges of environmental sustainability 
associated with the implementation of ADB’s large assistance portfolio in Pakistan.  
 

f. Intended Outcomes and Key Outputs Supported by ADB  
 
196. ADB’s assistance will support lowering urban and rural air pollution by investing in clean 
renewable energy sources. It will promote a higher quality of life of urban residents through 
supporting investments in water supply, sanitation, SWM, and urban transport in Punjab and 
Sindh. 
 
197. ADB will also support stronger environmental analysis capacities in key government 
agencies to ensure environmental impacts are considered in the design, implementation, and 
monitoring of development operations.  
 
198. Finally, ADB will promote scaled-up public–private partnerships in urban water supply, 
sanitation, and SWM and strong private sector delivery of environmental services. 
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6.13. Governance, Institutional, and Corruption Risk Assessment 

 
a. Introduction 

 
199. Improving government performance is a key element of Pakistan’s poverty reduction 
strategy. Further, improving governance and preventing corruption are strategic priorities for the 
ADB under its MTS II. ADB’s governance and anticorruption policies, and the second 
governance and anticorruption action plan (approved in July 2006), outline a comprehensive, 
risk-based approach to improving governance by focusing on three priority areas at the country 
and sectoral level where ADB operates: (i) improving public financial management, (ii) 
strengthening procurement systems, and (iii) combating corruption. 

 
200. To implement the second governance and anticorruption action plan, the Government 
and ADB agreed to undertake a governance, institutional, and corruption risk assessment to 
review and identify areas of governance and institutional vulnerability at the country level and in 
the priority sectors of ADB’s assistance to Pakistan: power, road transport, and water supply 
and sanitation. They also agreed to discuss priority actions and investments to increase 
transparency, improve efficiency, strengthen predictability and accountability, and enhance 
institutional development. 
 

b. Government’s Public Financial Management Reform Agenda  
 
201. The Government has undertaken several steps to strengthen overall financial 
management systems and procedures in recent years. Under the Project for Improvement in 
Financial Reporting and Auditing (PIFRA) Project, the Government has introduced a fully 
automated, integrated, and interfaced new budgeting and accounting model. In addition, the 
federal and provincial budgets are prepared in accordance with the new chart of accounts. 
Because of improvements in the institutional capacity of the Office of Controller General of 
Accounts, the annual accounts for the federal Government are produced in timely manner. Data 
reliability and transparency has also improved.  
 
202. For procurement, the Government established a Public Procurement Regulatory 
Authority (PPRA) in 2002, which assisted in promulgating new procurement rules (PPR 2004) 
based on international best practices. The rules are applicable to the procurement of all goods 
by the federal Government line departments, state-owned enterprises and semiautonomous 
organizations. The PPRA has been active in assisting public sector enterprises and the 
Ministries of Health and Population Welfare in preparing a comprehensive procurement manual 
delineating standard procedures and policies. The eradication of corruption has been a priority 
area for the Government. At the heart of its anticorruption drive is the national anti-corruption 
strategy, which represents a comprehensive review and assessment of the root causes, nature, 
extent, and the impact of corruption.  
 

c. Issues in Public Financial Management, Procurement, and 
Anticorruption  

 
i. Public Financial Management 

 
203. While Pakistan’s federal and provincial budgets are prepared in timely manner, budget 
formulation is largely focused on inputs and incremental. Little attention is paid to expenditure 
prioritization and operational efficiency. A major shortcoming of this incremental and input-
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oriented approach is that budget allocations hardly reflect sectoral goals and priorities. In 
addition, the lack of adequate reconciliation between monetary and fiscal balances is a 
weakness. The quality of civil accounts is only beginning to improve through attempts to begin 
including budget information as part of budget execution reports and/or civil accounts under an 
automated PFM environment supported through PIFRA.  
 
204. The budget document has limited circulation. Public access to fiscal information is 
limited. The budget process still needs to be strengthened, especially in terms of integration 
between budgeting and planning. Weak tax policy and administration continue to be a critical 
governance challenges. 
 
205. Internal controls and internal audit need considerable strengthening. Under PIFRA, a 
comprehensive plan has been developed to initiate the internal audit function in Government 
agencies. On the external audit side, the mandate of the Auditor General of Pakistan (AGP) to 
conduct a full range of audits for all government-owned or -controlled entities is constrained by 
jurisdictional limitations. The commercial audit wing of the AGP in particular needs to perform a 
stronger review role for the compliance of International Accounting Standards and International 
Financial Reporting Standards by state-owned enterprises. To improve the efficacy of 
independent external scrutiny functions, the AGP recently adopted the International 
Organization of Supreme Audit Institutions (INTOSAI) auditing standards with minor 
modifications and approved new financial audit manual developed under PIFRA I. It now follows 
the modern, risk-based certification audit approach. Nonetheless, external audit skills and 
enabling infrastructure still needs improvement.  
 
206. The usefulness of the audit system is constrained by delays either in the presentation of 
the audited accounts or in the review of the audit reports by public accounts committees. 
Resolution of audit observations is not carried out in timely manner Necessary dissemination 
arrangements for the audit reports need to be clearly established. Moreover, the fundamental 
requirements of transparency and accountability are not fully applicable in light of the 
unresolved audit observations. An audit-observation tracking system is being implemented 
under PIFRA II. However, the ultimate responsibility of follow-up action lies with the public 
accounts committee secretariat. The auditor general does not have the power to impose 
sanctions directly. 
 

ii. Procurement 
 
207. Several gaps exist in the procurement system. The federal procurement system lacks a 
credible complaint review mechanism or procedures to redress grievances. Provincial purchase 
manuals do not contain any mechanism to review of complaints. The regulations, instructions, 
and provincial purchase manuals on consultant selection also reflect for the most part a strong 
bias in favor of price competition and post-award negotiations rather than quality of services. 
However, the Pakistan Engineering Council (PEC) standard guidelines governing engineering 
consultants and related disciplines reflect international best practice and merit recognition and 
support.  
 
208. While the annual requirement of procurement funds is reflected in the national budget, a 
mechanism for multiyear procurement planning is missing both at the federal and provincial 
levels. The release of funds is also delayed, which delays procurement processes. The 
procurement system is not integrated with the financial management system, and information on 
executed contracts is scarce. 
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209. The procurement system lacks a procurement information system, and the procurement 
audit system is minimal because of lack of capacity in the office of the AGP. Procurement is not 
considered a specialized profession and no specific job profiles have been established at 
procuring agencies. The lack of organized procurement training and frequent transfers of 
officials from procurement-related jobs affect the overall efficiency and performance of the 
system. 
 

iii. Controls on Corruption 
 
210. The anticorruption legislation in Pakistan comprises the Pakistan Penal Code 1860, the 
Prevention of Corruption Act 1947, the Government Servants’ Conduct Rules, and the National 
Accountability Ordinance 1999. The main institutions mandated to prosecute corruption-related 
offenses are the National Accountability Bureau (NAB) at the federal level, the four 
anticorruption establishments at the provincial level, and the police. The AGP and the Office of 
the Ombudsman share responsibility in engendering public accountability in the spheres of 
financial management and ensuring that public institutions follow legal regulations and 
procedures. The public accounts committees fulfill the primary oversight function. 
 
211. The enactment of multiple laws aimed at controlling corruption has allowed 
inconsistencies to permeate the legal regime. This overlapping regime creates confusion and 
can result in turf wars between organizations. The general lack of transparent functioning of 
government agencies compounds the issue. Although the Government has passed a Freedom 
of Information Ordinance 2002, the complex procedures hinder public access to large amounts 
of information, resulting in a lack of transparent functioning of government agencies.  
 
212. The NAB, considered an effective organization in the past, faces criticism for excluding 
the military and the judiciary from its ambit. In addition, NAB’s exceptionally wide powers have 
raised concerns, particularly relating to loan default and plea bargaining. Cognizant of the 
challenges, the NAB has introduced several measures to improve transparency and reduce the 
use of discretionary powers. In the provinces, the lack of autonomy and political interference 
has hampered the optimal functioning of the anticorruption establishments. While the 
implementation of the national anticorruption strategy has been slower than desired, some 
headway has been made, including launching of consistent media campaign to raise awareness 
and introducing courses and themes relating to corruption service training institutions. 
Nonetheless, the challenge ahead is one of political will and commitment to deal with corruption 
in all its forms and manifestations.  
 

iv. Indicative Areas for Intervention to Improve Financial 
 Management  

 
213. Possible areas for improvement in public financial management include the following: 
  

(i) Public access to fiscal information could be enhanced in the federal and all 
provincial governments. 

(ii) Internal audit units and/or departments could be institutionalized in federal 
ministries and provincial line departments. 

(iii) Necessary dissemination arrangements for audit reports need to be clearly laid 
down, and efforts to encourage ADB-funded agencies to post audited financial 
statements on their websites should be made. 
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(iv) A conceptualized procurement-related training program on the PPR, 2004 could 
be developed and rolled out to all agencies, especially under ADB-funded 
projects and programs. 

(v) Assistance to develop a procurement information database could be considered. 
(vi) Assistance in raising awareness and widespread implementation of the Freedom 

of Information Ordinance 2002 should be prioritized.  
 

d. Critical Issues at the Sector Level 
 

i. Energy Sector 
 
214. Pakistan’s energy sector faces several challenges relating to institutional fragmentation, 
lack of integrated energy planning to analyze and/or develop a consolidated action plan and 
address the country’s energy needs in the short, medium, and long term. Since 1992, Pakistan 
has been contemplating restructuring the power sector. As a result of reforms in the power 
sector, WAPDA has been unbundled into nine distribution companies (DISCOs), a transmission 
and dispatch company (NTDC), four thermal generation companies, hydropower generation firm 
owned by WAPDA, and more than 20 independent power producers. The Central Power 
Purchase Agency (CPAA) is the single buyer of wholesale power and is housed within the 
NTDC.  
 
215. The objectives of energy sector reforms have not been fully achieved. While the process 
of unbundling has been completed, the power sector entities created from WAPDA still lack 
independence from WAPDA and one another. The successful implementation of reforms 
becomes even more important as the Government seeks to attract large private sector investors 
to develop and fund the current and future power generation and system requirements. The 
immediate steps include corporate autonomy and sector governance, and financial 
management, among others. 
 
216. Financial Management. Despite the legal unbundling of WAPDA, it still exercises 
financial control over the DISCOs and NTDC. However, the Government notification of tariffs for 
DISCOs in 2007 and 2008 was an important first step in establishing the DISCOs as financially 
autonomous entities. NTDC still depends on WAPDA for most of it payment needs. NTDC also 
faces the challenge of managing the risks associated with being the sole buyer in the power 
sector in case of defaults by one of the DISCOs, most of which are facing solvency issues. Such 
weak financial health of the contracting public sector sends negative signals to private power 
developers considering investing in Pakistan. 
 
217. WAPDA successor companies, established under the Companies Ordinance 1984, are 
still not independent to function under the framework of Company Law. WAPDA is responsible 
for appointing boards of directors, agreeing on performance targets, and monitoring 
performance of the WAPDA successor companies. Further, the boards of directors are not yet 
fully empowered to govern under the Companies Ordinance 1984. Another challenge is to 
improve resource management capacity of these companies, and make their recruitment and 
promotion systems more performance oriented and accountable. 
 
218. Accounts are maintained using computerized systems, and independent financial 
statements are prepared for NDTC operations. However, the WAPDA successor companies do 
not prepare annual reports. NEPRA has issued guidelines to power transmission, distribution, 
and generation companies for submission of accounts, and is finalizing a draft manual for 
uniform accounting and financial reporting system for companies in the energy sector. An 
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independent internal audit department has not been established at NTDC; the internal audit 
function reports to the chief executive officer, and the procedures are based on those inherited 
from WAPDA. The AGP and an independent external auditor conduct external audits of the 
DISCOs and NTDC annually. The timeliness of the audit remains an issue. 
 
219. Procurement. Historically, procurement was centralized under WAPDA. After the 
unbundling, the WAPDA successor companies have undertaken procurement following 
procedures in the WAPDA, manual which has not yet been updated based on the new PPRA 
Rules 2004, resulting in a number of violations. Access to procurement-related information is 
difficult. The DISCOs lack the capacity to prepare or evaluate bidding documents, and have 
relied on consultants or utilize the procurement expertise at the NTDC from time to time in 
exchange for paying service charges. Procurement oversight is limited due to the suboptimal 
capacity of the AGP’s department to adequately audit procurement and projects. Retrospective 
financial auditing aggravates the issue.  
 
220. Controls on Corruption. One of the most challenging constraints facing the power 
sector is governance, transparency, and control on corruption. At a grand scale, this challenge 
manifests itself in policy manipulation, political and vested interests in the management of sector 
agencies, and nepotism in appointments and award of licenses and contracts. At the middle and 
lower levels, the various manifestations of mis-governance and corruption include theft, illegal 
connections, manipulation of billing and collections, and long overdue arrears. Pakistan, like 
many other developing countries confronts widespread theft of electricity from DISCOs, which 
leads to annual losses estimated at $15 billion–$20 billion. Because of political interference, 
weak accountability, and Government subsidies, DISCOs and other utilities have had little 
incentive to improve their performance. Nonetheless, there are also success stories. The 
Islamabad and Lahore electric companies have purportedly reduced their losses from theft with 
adequate checks and balances. Still, the industry average for distribution losses remains high at 
about 16.7%.  
 
221. Indicative Areas for Intervention.  The following measures could be taken to improve 
financial management systems and accountability and transparency in the energy sector: 
 

(i) Contextualized capacity building support could be provided for DISCOs to 
improve financial management. 

(ii) A staffing needs analysis for each unbundled entity needs to be undertaken to 
obtain an accurate picture of the hiring needs. 

(iii) Capacity building support to unbundled DISCOs in conducting procurement 
based on the new rules needs to be provided. 

(iv) Audited annual financial statements of the unbundled entities should be posted 
on PEPCO’s website to improve transparency. 

(v) Regular energy audits could be instituted to engender accountability. 
(vi) Simultaneous cross seating of government functionaries and/or individuals in the 

boards of various entities of the power supply chain (WAPDA, PEPCO, NTDC, 
and DISCOs) is breach of corporate governance standards and needs to be 
addressed. This matter is being addressed under the ADB-assisted power 
transmission MFF. 

 
ii. Roads Sector 

 
222. The absence of comprehensive integrated policies in the transport and road sector has 
seriously undermined planning and optimum allocation and utilization of resources, misdirected 
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investments, resulted in lost opportunities, and prevented the sector from keeping pace with 
development requirements.  
 
223. Public Financial Management. Public financial management is weak in the road sector. 
Variations in the planned project funding requirements, the budgetary allocations, and the actual 
release of funds delays the completion of projects. The main federal agency, the National 
Highway Authority (NHA), depends on Government funding as its own fund generation is 
insufficient to meet its requirements. A lack of automation and documentation at the collection 
and toll agencies results in wide variations between the budgeted and actual revenue collection 
of NHA. The NHA financial manual, which lays down procedures for budget classification, also 
requires improvement to increase transparency. To address these issues, a policy and 
institutional reform program supported by ADB through a program loan component is under 
way. It aims to transform NHA into a modern road management agency. NHA is also 
automating its business functions to improve its financial management and operational 
efficiency.  
 
224. Capacity development programs for highway engineers in road asset management are 
lacking. The charts of accounts (COA) and financial manual instructions for accounts 
preparation need to be revised based on the PIFRA COA to ensure uniformity of accounts 
across the board. The lack of automation and networking with regional and project offices 
generally delays reporting. The internal auditors lack the requisite skills to perform the modern 
internal audit function effectively, resulting in suboptimal quality of the audit reports. A private 
auditor audits NHA’s accounts, which are posted on its website. The controller general of 
accounts’ office conducts a statutory audit of the annual financial statement of the NHA, and 
efforts are being made to regularize the statutory audit.  

 
225. Procurement. PPR 2004 provides a framework for procurement of works and goods. 
Depending on their application, government agencies in the sector can follow rules and 
regulations of development partner agencies or those of the PEC for consulting services. 
Procurement undertaken by the NHA has to follow the framework in PPR 2004. However, a 
significant amount of work is still required to streamline procurement practices, develop 
institutional capacities to implement the new rules, and bring all procurement procedures at all 
federal agencies into compliance with PPR 2004. 
 
226. NHA generally follows open competitive bidding as the main method of procurement, but 
sometimes uses negotiated and direct contracting without fulfilling the prescribed regulatory 
conditions. The regulations emphasize price competition without any provision made to ensure 
the quality of work. Consultants’ registration requirements are generally cumbersome and play a 
protectionist role in discouraging foreign companies from operating in Pakistan. The regulation 
of the construction and engineering consulting organizations is weak as PEC’s role as a 
regulator is neither dynamic nor effective. A weak regulatory framework acts as a deterrent to 
attracting qualified consultants and contractors, and allows rent seeking to thrive. The shortage 
of adequately skilled workers at all levels remains a constraint.  
 
227. Controls on Corruption. Political interference, corruption, and lack of transparency are 
some of the major challenges in the sector, as identified by a recent World Bank study on 
Pakistan’s infrastructure implementation capacity assessment.23 Procedures laid down for 

                                                 
23 World Bank. 2007. Pakistan Infrastructure Implementation Capacity Assessment. Report No. 41630-PK. South 

Asia Sustainable Development Unit. South Asia Region. 
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identification and selection of project sites are generally not followed. Community involvement in 
identifying projects is minimal, whereas political motivations influence the selection process. 
Similarly, political or economic influence results in policy reversals, such as the removal of tolls, 
indicating lack of transparency and accountability in decision making.  
 
228. The low levels of remuneration received by Government workers contribute to corruption 
in agencies that use large sums of public funds. The recent reforms introduced to improve 
remuneration and service conditions of the motorway police, the Federal Board of Revenue, and 
the Islamabad police have help to greatly reduce corruption, and they need to be 
institutionalized across the sector. Better salary structures and recruitment of professional staff 
from the market has also improved accountability within NHA. However, the implementation of 
the International Federation of Consulting Engineers and PEC guidelines and standard contract 
documents in letter and spirit need to be strengthened. Implementation of the disciplinary 
procedures is weak. The NHA code of conduct, adopted in 1998 for maintaining discipline and 
integrity standards for its employees, is perceived to be inadequate and outdated in light of the 
complexity of the work being undertaken by the NHA. Laws and procedures for land acquisition 
and resettlement are outdated and vulnerable to rent seeking. 

 
229. Indicative Areas for Intervention. The following measures could be taken to improve 
financial management systems and accountability and transparency in the roads sector: 
 

(i) Capacity building support is required for a contextualized training program for 
civil and highway engineering and road asset management. 

(ii) Assistance to update the NHA financial manual based on the new budgeting and 
accounting model’s COA may be considered. 

(iii) ADB could consider providing assistance to PPRA and NHA to formulate and 
develop a procurement reference and/or manual based on the PPR 2004. 

(iv) The Government could be engaged in policy dialogue to enhance the role of PEC 
as the regulator of the contracting industry. 

(v) Uniform blacklisting procedures for the sector, to be followed across the country, 
could be formulated and developed. 

 
iii. Urban Water Supply and Sanitation 

 
230. The federal Government is responsible for national policy formulation and coordination 
for the water sector. Provincial governments administer their own water resources. Larger cities 
manage their own systems through the Water and Sanitation Agencies (WASAs). Under the 
devolution plan, water supply and sanitation was devolved to the districts. However, this 
resulted in overlapping responsibilities and inadequate coordination between the agencies 
operating in the urban development sector. 
 
231. The quality of surface water and groundwater has been identified as one of the major 
issues in Pakistan because of ineffective enforcement of laws governing disposal of waste into 
rivers. Institutional and management issues cut across the whole water sector. The lack of 
financial sustainability in water service delivery caused by low tariffs and weak collection has 
strained government financial reserves and caused the water supply infrastructure to 
deteriorate. 

 
232. Public Financial Management. WASAs depend on the provincial government for their 
financial and operational needs, and they are subject to political interference by the district 
mayors who head them. Lack of independent decision making often leads to faulty project 
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identification, unsuitable locations, and compromised outcomes. Frequent changes in top 
management, quick turnover of trained staff, appointment of inexperienced and less-trained staff 
across the WASAs and the Karachi Water Supply Board (KWSB) aggravate the poor 
performance of the water utilities. No comprehensive municipal financial management systems 
exist and no institutionalized asset management programs are in place. 
 
233. Tariffs not based on costs, together with long intervals between rate adjustments, lead to 
distortions in planning, development, and operations and maintenance. Recovery against bills is 
weak. To improve its performance, WASA Lahore is considering outsourcing the billing, 
collection, and receivables function. Internal controls are weak, and difficulty in accessing 
audited accounts of WASAs and KWSB in the public domain indicates a lack of transparency in 
the water agencies. 
 
234. Procurement. Procurement is undertaken based on purchase manuals and other rules 
and regulations. As in the other sectors, procurement-related information is difficult to obtain. 
Even tendering information is not available. 
 
235. Controls on Corruption. One of the major governance challenges facing water utilities 
is the loss of nonrevenue water, which is almost 35%–40% of the total. This is the result of leaks 
in the system because of poor maintenance, temporary and permanent illegal connections, and 
collusion of staff in supplying illegal tankers of water. The lack of community participation in 
project identification, implementation, and monitoring provide avenues for special interests to 
prevail. Politically motivated projects lacking requisite public ownership result in improper 
utilization of resources and maintenance issues after completion. To improve accountability, the 
KWSB has introduced programs, including its computerized mechanism to redress complaints, 
for tracking consumer complaints relating to water supply and sewage, and maladministration 
and harassment by staff. 
 
236. Indicative Areas for Interventions. The following measures could be taken to improve 
financial management systems and accountability and transparency in the urban water supply 
and sanitation sector: 

 
(i) Assistance for capacity building support to improve financial management and 

asset management of water utilities could be considered. 
(ii) The Government could be engaged in dialogue to rationalize the water tariff. 
(iii) Assistance could be provided for the adoption of better institutional and 

management practices to improve collection rates and cost recovery, and to 
achieve greater financial sustainability. 

(iv) Investment and maintenance needs of the sector could be supported through 
sequenced and strategic investment packages.  

(v) Private sector involvement in delivery of water supply and sanitation services 
could be strengthened. 

 
6.14. Regional Cooperation 

 
237. Background and Key Issues. Pakistan is strategically placed on the Arabian Sea, with 
Afghanistan, the PRC, India, and Iran as neighbors. It is part of the north–south route for Central 
Asia. Pakistan has substantial potential to benefit from expanded regional cooperation in trade 
and commerce in South and Central Asia, as well as the Middle East. The Middle East is 
already the single largest source of FDI in Pakistan. 
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238. In FY2007, Pakistan’s main exports were textiles, leather, rice, sport goods, and 
synthetic textiles. These were exported to Afghanistan; France; Germany; Hong Kong, China; 
Italy; Netherlands; PRC; Saudi Arabia; United Arab Emirates; United Kingdom; and the United 
States. Pakistan’s major imports were machinery, petroleum and products, chemicals, transport 
equipment, edible oil, iron and steel, fertilizer, and tea. These were imported from Germany, 
Japan, Kuwait, Malaysia, PRC, Saudi Arabia, Switzerland, United Arab Emirates, United 
Kingdom, and the United States. Accordingly, Pakistan’s trade base remains narrow because its 
export portfolio is not well diversified and because it has a limited number of principal trading 
partners. The imbalance between Pakistan’s exports and imports has led to rising trade deficits 
and a deteriorating current account. Poor trade performance is undermining Pakistan’s growth 
potential.  
 
239. An important reason for Pakistan’s low exports is its limited trade volumes with 
neighboring countries in the region, except possibly for imports from the PRC. Formal trade with 
India has traditionally been limited because of political disputes. Pakistan’s borders with 
Afghanistan at Torkham in the north and Chaman in the south are also not operating effectively, 
because of continuing security concerns. As a result, Afghanistan has been increasingly using 
Iran for its trade with other countries. Central Asian countries also prefer to use the Bandar 
Abbas port in Iran because of problems with border crossings and difficulties with transit through 
Afghanistan. Pakistan’s trade with Central Asia (Kazakhstan, Kyrgyz Republic, Tajikistan, 
Turkmenistan, and Uzbekistan) is much smaller than it could be. However, there is substantial 
trade complementarity between Central Asia and Pakistan, and a large unrealized trade. Central 
Asia also has an unrealized trade opportunity with India and Malaysia, using Pakistan as a 
transit country.24  
 
240. Government Strategy for Regional Cooperation. The Government’s development 
framework encapsulated in the PRSP II, MTDF (2005–2010), and Vision 2030 all emphasize 
strengthening regional cooperation to expand trade and integrate Pakistan’s economy into the 
globalized world to promote sustained growth. The MTDF notes Pakistan’s recent engagement 
in free trade agreements with various countries, particularly the PRC, which will boost trade 
cooperation. It emphasizes the importance of the proposed north–south National Trade Corridor 
Program in the Government’s strategy to improve trade and transport logistics with neighboring 
countries, with a focus on ports and roads. The framework also stresses regional cooperation in 
the energy sector through oil and gas pipelines, as well as the importation of electricity from 
Central Asian countries and Iran. Enhancing Pakistan’s competitiveness through better 
infrastructure and logistics, as well as a stronger business environment, is considered vital to 
take advantage of growing opportunities from trade cooperation with other countries in the 
region.  
 
241. Transport and Trade Facilitation. Strengthening transport infrastructure has a direct 
impact on economic growth. In FY2007, Pakistan’s transport sector contributed 10.3% to GDP 
and accounted for 35% of the country’s energy consumption. To improve the transportation 
infrastructure, the MTDF proposes preparing an integrated transport policy with a focus on the 
development of a multi-modal transport system, and to improve regional connectivity, including 
the links with Central Asian countries, Afghanistan, India, and Iran. 
 
242. Pakistan’s flagship National Trade Corridor Improvement Program (NTCIP) plans for 
significant improvements within the next 5 years to trade facilitation, ports, railways, airports, 

                                                 
24 Ganiev, B. 2007. Implications of Pakistan’s National Trade Corridor Improvement Program for Central Asia’s Trade 

with and Through Pakistan. ADB. Unpublished. 



 Appendix 6 161 

 

highways, and the trucking industry. The objective of NTCIP is to reduce travel time and costs to 
improve the competitiveness of Pakistan’s exports, as well as establish a better trade and transit 
route for neighboring countries. The NTC highway investment plan will cost $5 billion and 
involves 3,532 km of construction and rehabilitation of highways along the road corridor during 
the 2007–2014. With ADB and World Bank assistance, Pakistan aims to build an inter-modal 
approach to transport to maximize trade potential along the National Trade Corridor involving 
the promotion of industrial development and clusters along key rail, air, and road transport 
corridors, and the establishment of logistics hubs. The Government has reached agreement 
with the PRC to upgrade the Karakorum National Highway to expand surface trade over the 
Khunjerab pass that connects the two countries through Pakistan’s Northern Areas.  
 
243. The Ministry of Commerce, under the national trade facilitation strategy, has drafted an 
action plan to accelerate the country’s joining of nine international conventions. It also plans to 
revise transit transport agreements with Afghanistan, Iran, Kazakhstan, Kyrgyz Republic, and 
the PRC. Pakistan, unlike the other members of the Economic Cooperation Organization,25 is 
not a member of the Customs Convention on the International Transport of Goods under the 
cover of the Transports Internationaux Routiers (TIR) Carnet of 1975.  
 
244. The Pakistan Customs Act of 1969 is under review, and improvements are planned to 
the Pakistan Automated Customs Clearance System. By June 2011, the World Customs 
Organization framework of standards is to be implemented. International border crossings would 
get enhanced border security measures by December 2009.  
 
245. Pakistan’s two major ports, Karachi and Qasim, manage 41 million tons of cargo 
annually. With growing trade, the free time at ports has been reduced from 7 to 5 days, resulting 
in an increase of the ports’ capacity by 50%. The aim is to reduce the free time at the ports to 3 
days. A new port at Gwadar was commissioned with assistance from the PRC. A consortium led 
by a subsidiary of the Port of Singapore Authority is the port operator. The development of port 
infrastructure is expected to continue, and ports charges are to be rationalized to enhance their 
competitiveness in the region. 
 
246. The rail sector is in poor condition and freight movements are slow. It takes 21–28 days 
to cover the main 1800 km rail route. The rail sector carries less than 5% of all freight. Further, 
the rail freight tariffs are similar to road transport, and there is no comparative advantage in the 
carriage of bulk loads. The majority of freight carried is domestically generated. The MTDF 
plans to transform the railways into a commercially profitable entity, halve the freight time, and 
reduce the costs for the transportation of goods. To achieve these objectives, significant 
investment is needed in all aspects of rail infrastructure, signaling, high-speed locomotives, and 
flat bed container wagons. Under NTCIP, key reform measures have been set out and progress 
is being made.  
 
247. In the aviation sector, Pakistan has four operational airlines, the largest one being in the 
public sector. Vision 2030 aims to double the number of functional airports in Pakistan to 50 by 
year 2015. An open sky policy is planned to improve passenger and freight traffic. Facilities for 
exporting perishable goods and cold chain air cargo facilities will need to be developed at the 
major airports. These are necessary for Pakistan to function as a regional hub in the transport of 
food products. 
 

                                                 
25 The members are Afghanistan, Kyrgyz Republic, Azerbaijan, Pakistan, Turkmenistan, Iran, Tajikistan, Uzbekistan, 

Kazakhstan, and Turkey. 
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248. Energy Cooperation. An energy security plan has been prepared by the Government 
and incorporated in the MTDF. Under this plan, the current power generation in Pakistan is to 
be expanded to 162,590 MW by 2030. Domestically produced natural gas accounts for 50.3% of 
all energy used for industry, power generation, and domestic consumption. The remaining 
energy mix consists of 29.8% oil, 11.0% hydroelectric, 7.6% coal, and 1.2% nuclear. By 2030, 
the energy mix is projected to be 45.0% gas, 18.5% oil, 19.0% coal, 13.3% renewable energy, 
and 4.2% nuclear. Pakistan would need to rely heavily on Central Asian countries for 
importation of gas and electricity to meet the national energy requirements. In this regard, a 
feasibility study is being prepared for the development of a Central Asia–South Asia regional 
electricity market project to generate electricity for export to South Asian countries, including 
Pakistan. An Iran–Pakistan–India gas pipeline project is in advanced stages. ADB completed 
the feasibility study for the proposed Turkmenistan–Afghanistan–Pakistan–India gas pipeline 
project in December 2004, and ministerial-level negotiations are ongoing to agree on the future 
course of action on the project.  
 
249. Actions to Strengthen Regional Cooperation. Pakistan has significant opportunities to 
act as a trans-regional hub in Central and South Asia, and has embarked on several initiatives 
to capitalize on its potential. These initiatives must be sustained in medium term. Pakistan will 
need to 
 

(i) continue to invest in the NTCIP to stimulate domestic and interregional trade and 
economic growth, including investments in roads, ports, airports, rail corridors, 
and trade facilitation; 

(ii) facilitate cross-border traffic, harmonize transport regulations, and reach cross-
border agreements with neighboring countries; 

(iii) improve custom facilities at ports and borders to facilitate regional trade; and 
(iv) invest in energy generation, transmission, and distribution systems with regional 

implications to meet the large domestic demand for energy. 
 
250. ADB Strategy and Support for Regional Cooperation and Integration. ADB’s 
Strategy 2020 identifies regional cooperation and integration as one of its five core 
specialization areas. The regional cooperation and integration strategy approved in July 2006 
includes a strong focus on economic integration. The strategy has four pillars: (i) regional and 
subregional economic cooperation programs on cross-border infrastructure, (ii) trade and 
investment cooperation and integration, (iii) monetary and financial cooperation and integration, 
and (iv) cooperation in regional public goods. ADB’s efforts in Pakistan will focus for the time 
being on the first, second, and fourth pillars, but will increasingly support the third pillar as well. 
 
251. Pakistan was a member of the Central and South Asia Transport and Trade Forum 
established in 2003. The Central Asia Regional Economic Cooperation (CAREC) Program, 
which was established in 1997, also has a sector focus on trade and transport, as well as 
energy. Pakistan is not a participating country in CAREC, but has been involved as an observer 
and has expressed interest in deepening its participation in CAREC. Pakistan is also a member 
of the South Asia Association for Regional Cooperation. ADB is providing support to all these 
regional cooperation forums, and will continue to promote Pakistan’s position as an important 
dialogue partner on issues of cooperation among and between Central and South Asian 
countries.  
 
252. ADB is assisting the Government of Pakistan with its regional connectivity strategy with 
Afghanistan and Central Asia by supporting road connectivity projects in Balochistan and 
NWFP. ADB is also making a significant investment in NTCIP. 
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INDICATIVE ROLLING COUNTRY OPERATIONS BUSINESS PLAN  
 

Table A7.1: Assistance Pipeline for Lending Products, 2009–2011 
 

Cost ($ million) 

Project or Program Name 

Targeting 
Classifi- 
cation 

Thematic 
Priority Division 

Year of 
Project 

Preparatory 
Assistance MFF 

ADB 
Total Gov't 

Co-
financing 

2009 Loans         
1. PFR II for Punjab Irrigated Agriculture GI ECO/ENV CWAE  900.0 115.0 tbd tbd 
2. Accelerating Economic  Transformation II GI ECO/GOV CWGF   450.0 tbd tbd 
3. Punjab Government Efficiency Improvement 2 GI ECO/GOV CWGF   125.0 tbd tbd 
4. Punjab MDG Program 2  TI ISD/GOV CWGF   100.0 tbd tbd 
5. Sustainable Energy Efficiency Development GI ECO/ENV CWID 2007  50.0 tbd tbd 
6. PFR III Power Transmission GI ECO CWID 2007 800.0 135.0 tbd tbd 
7. PFR II National Highway Development GI ECO CWID  770.0 100.0 tbd tbd 
8. PFR II Power Distribution GI ECO CWID  800.0 100.0 tbd tbd 
9. PFR I Punjab Urban Transport  GI ECO/ENV/GAD CWUS 2009 450.0 200.0 tbd tbd 
10. PFR I Lahore Urban Transport GI PSD/ECO/GAD CWUS 2009 900.0 150.0 tbd tbd 
         

Total      1525.0 tbd tbd 

2010 Loans         
1. Punjab Market Infrastructure GI ECO CWAE 2008  50.0 tbd tbd 
2. PFR I Sindh Water Resources Development GI ECO/ENV CWAE 2009 400.0 50.0 tbd tbd 
3. Balochistan Resource Management II  GI GOV/PSD CWGF   100.0 tbd tbd 
4. Accelerating Economic Transformation III GI ECO/GOV CWGF   450.0 tbd tbd 
5. Sindh Growth and Rural Revitalization Program 2 GI ECO/GOV CWGF   140.0 tbd tbd 
6. PFR I Power Transmission 2 GI ECO CWID  500.0 100.0 tbd tbd 
7. PFR III Renewable Energy GI ECO/ENV CWID  500.0 50.0 tbd tbd 
8. PFR II National Trade Corridor GI ECO CWID  900.0 200.0 tbd tbd 
9. PFR I Punjab Cities Urban Services GI ENV/GAD CWUS  300.0 100.0 tbd tbd 
10. PFR II Lahore Urban Transport GI PSD/ECO/GAD CWUS 2007 900.0 125.0 tbd tbd 
11. PFR II Sindh Cities Improvement Program GI ENV/GAD CWUS  300.0 50.0 Tbd tbd 
         

Total      1415.0 tbd tbd 

2011 Loans         
1. PFR III Punjab Irrigated Agriculture GI ECO/ENV CWAE  900.0 50.0 tbd tbd 
2. PFR I NWFP Water Resource Development GI ECO/ENV CWAE 2010 500.0 100.0 tbd tbd 
3. Accelerating Economic Transformation 4 GI ECO/GOV CWGF   400.0 tbd tbd 
4. Punjab MDG Program 3 TI ISD/GOV CWGF   100.0 tbd tbd 
5. Sindh Government Efficiency Improvement GI ECO/GOV CWGF   140.0 tbd tbd 
6. PFR III National Highway Development  GI ECO CWID  770.0 200.0 tbd tbd 
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Cost ($ million) 

Project or Program Name 

Targeting 
Classifi- 
cation 

Thematic 
Priority Division 

Year of 
Project 

Preparatory 
Assistance MFF 

ADB 
Total Gov't 

Co-
financing 

7. PFR I Power Distribution 2 GI ECO/GAD CWID  500.0 100.0 tbd tbd 
8. PFR II Power Transmission II GI ECO CWID  500.0 100.0 tbd tbd 
9. PFR III Lahore Urban Transport GI PSD/ECO/GAD CWUS  900.0 150.0 tbd tbd 
10.  PFR II Punjab Cities Urban Services GI ENV/GAD CWUS  300.0 100.0 Tbd tbd 

         

Total      1440.0   

ADB = Asian Development Bank, CWAE = Central West Asia Agriculture, Environment, and Natural Resources Division, CWGF = Central West Asia Governance, 
Finance and Trade Division CWID = Central West Asia Infrastructure Division, , CWUS = Central West Asia Urban Sector Division, ECO = sustainable economic 
growth, ENV = environment protection, GAD = gender and development, GI = general intervention, GOV = governance, ISD = inclusive social development, MDG 
= Millennium Development Goal, MFF = multitranche financing facility, NWFP = North-West Frontier Province, PFR = periodic financing request, PSD = private 
sector development, , tbd = to be determined, TI = targeted intervention. 
Source: Asian Development Bank estimates. 
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Table A7.2: Assistance Pipeline for Nonlending Products and Services, 2009–2011 
 

Sources of Funding  
ADB Others  

 Amount   Amount Total Sector 
 Assistance Name 

Responsible 
Division 

Assistance 
Type Source ($'000) Source ($'000) ($'000) 

2009 
1. Sindh Water Resources Development CWAE PPTA TASF 800.0  0.0 800.0 
2. NTC Institutional Capacity Building II CWID CDTA TASF 800.0  0.0 800.0 

 3 Provincial Roads/Rural Access CWID PPTA TASF 800.0  0.0 800.0 
4. Punjab Urban Transport CWUS PPTA TASF 800.0  0.0 800.0 
5. Lahore Urban Transport CWUS PPTA TASF 600.0   600.0 
6. Capacity Building of National Electric Power 

Regulatory Authority  
CWID CDTA TASF 500.0  0.0 500.0 

 Total    4300.0  0.0 4300.0 
 

2010 
1. NWFP Water Resources Development CWAE PPTA  800.0  0.0 800.0 

 Total    800.0  0.0 800.0 
 

2011 
1. NTC Feeder Roads  CWID PPTA JSF 1000.0  0.0 1000.0 
2. Public Private Partnership in Punjab CWUS PPTA JSF 1000.0   1000.0 
 Total    2000.0  0.0 2000.0 

ADB = Asian Development Bank, CDTA = capacity development technical assistance, CWAE = Central West Asia Agriculture, Environment, and Natural Resources 
Division, CWID = Central West Asia Infrastructure Division, CWUS = Central West Asia Urban Sectors Division, JSF= Japan Special Fund, NTC = national trade 
corridor, NWFP = North-West Frontier Province, PPTA = project preparatory technical assistance, TASF = technical assistance special fund.  
Source: Asian Development Bank estimates. 
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