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SECTOR PROGRAM ASSESSMENTS 
 

1. The Asian Development Bank (ADB) supported a wide range of operations in Pakistan over 
2002–2012, two of the most conspicuous being the program dealing with public sector management 
(PSM), and the energy program. This document briefly summarizes assessments undertaken for these 
sector programs over this period, followed by assessments of the programs in the social sectors (health, 
education, and social protection), finance sector development, transport, agriculture, water supply and 
municipal services, and natural disaster management. An assessment of ADB’s private sector 
operations, which follows somewhat different evaluation criteria, is also provided. Each assessment will 
include some observations regarding the context of the program and nature of the portfolio, and 
proceed to discuss strategic positioning in the sector, relevance of the program, its efficiency, 
effectiveness, sustainability, and development impact. Projects and programs mentioned in this 
document will not be individually referenced, but the reader is referred to Appendix 1, Linked 
Document A of the main report, which lists details of all the loans, grants, and advisory technical 
assistance (ADTA) covered by this country assistance program evaluation (CAPE) by sector. Details of 
regional technical assistance (RETA) and project preparatory technical assistance activities involving 
Pakistan for the period 2002–2012 are in Appendix 1, Linked Document I. 
 

A. Public Sector Management Program 
 

1. Context 
 

2. Good governance has been a major reform theme of at least the last three federal 
governments, including the new government elected in May 2013.1 Political commitments of both 
military and civilian governments have centered on promises of greater efficiency in the civil service, 
clean government, greater security, and improved service delivery. Soon after attaining power in 1999, 
the Musharraf government embarked on several visible reforms. A prominent initiative was the 
devolution (also called decentralization) of the provision of most basic services to local government in 
2001. Since these reforms were progressive in some respects the devolution initiative was supported by 
Pakistan’s development partners, but what seemed to have been overlooked was that they were put 
forward by what many in the country saw as an illegitimate government, and that the reforms were 
imposed on the provinces rather than emerging from an inclusive process of deliberation and debate. 
This became evident from the fact that they were quickly repealed after the Musharraf government lost 
power in 2008. The performance of PSM operations at the beginning of the CAPE period was already 
weak, but, despite the attempted reforms, the rule of law, state effectiveness, corruption, and violence 
in 2012 are worse than in 2002, as also revealed by tracking key World Bank indicators on governance.2 
Improved indicators on increased voice are the sole bright spot, with a freer press and some feisty civil 
society organizations.  
 

3. ADB focused its PSM operations at the national level around the turn of the millennium, but 
then quickly descended to the provincial level to target local government reforms and capacity 
development, due to the new devolution legislation. ADB initially encouraged reforms in the judiciary 
and, soon after, joined other development partners in supporting the central government’s strongly 
promoted devolution reforms. It leveraged the latter to descend to the provincial level through a series 
of devolved social services programs (DSSPs) over 2003–2005, and at about the same time extended its 
reach to financial management issues through the decentralization support program and resource 
management programs (RMPs) for Punjab (2003) and Balochistan (2004). The next series was broadly 
aimed at financial expenditure management and revitalizing growth, as seen in the Punjab Government 
Efficiency Improvement Program (PGEIP) (2007) and the Sindh Growth and Rural Revitalization Program 
(SGARRP) (2008).   
                                                   
1  “Governance challenges lie at the heart of most of Pakistan’s economic development priorities. There is no shortage of good 

policies, laws and regulations but, owing to institutional weaknesses, the implementation of such policies and enforcement of 
laws has often been poor. As a result, consistent and sustained implementation of economic policies and reforms has eluded 
Pakistan.” World Bank, 2010, Pakistan: Country Assistance Strategy. Washington, D.C. 

2  World Bank Group. 2012. World-wide Governance Indicators. Washington, D.C. 
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4. As growth and economic transformation stalled, and the political tide turned after the 
Musharraf government ended, ADB returned in a big way to national-level operations. Around 2008, 
the importance of ensuring fiscal space in the face of declining macroeconomic conditions had become 
the prime driver of PSM operations. In November of that year, the International Monetary Fund (IMF) 
provided a $7.6 billion standby loan to enable the government to implement a 2-year stabilization 
program that sought to tighten fiscal and monetary policies to bring down inflation and the fiscal 
deficit, and to reduce the external current account deficit to more sustainable levels as well as to 
address macroeconomic imbalances while protecting the poor and preserving social stability.  
Agreements had also been made on reduction of energy subsidies and the increase of the interest rate. 
ADB supported and partly preceded the IMF and World Bank in this effort to promote stabilization and 
attempted to lay a foundation for real reform by approving the Accelerating Economic Transformation 
Program (AETP) cluster loan at the end of September 2008 with a first tranche of $500 million. 
 
5. Over the whole period of the first decade of the 2000s, reforms to create space and invigorate 
the economy—also through an increased focus on the private sector—thus became prominent in ADB 
programming. This could be noted at the provincial level initially, in the second subprograms of PGEIP 
of 2009 and SGARRP of 2010, and subsequently at the national level, through AETP; the latter alone 
disbursed $1 billion over 2008–2009. When the IMF standby facility went off-track in June 2010, ADB 
stopped program lending. Thus, many of the programs stopped prematurely as further tranches 
deepening reforms, or new program loans, were no longer prepared. It is not clear why ADB did not 
continue supporting reforms that had started, and capacity development initiatives, through other 
modalities such as project loans and technical assistance (TA). Some strategic considerations are 
nevertheless examined in sections that follow. In any case there has not been much of a PSM 
component in the portfolio for several years now (Figure K.1). 
 

 
Figure K.1: Key PSM Initiatives over the CAPE Period 

 
 
 
 

2. Portfolio 
 
6. Over the CAPE period, PSM had 27 public sector loans amounting to $3 billion and 36 ADTAs 
amounting to $35 million (Appendix 1, Linked Document A of the main report lists all the loans by 
sector).3 Almost half of the PSM operations were in the area of economic and public affairs 
management, a quarter in decentralization, and another quarter in public administration and public 
expenditure and fiscal management. The PSM operations are dominated by AETP, amounting to $1 
billion. There was an even greater focus on economic and public affairs management. ADB also had a 
significant TA program in Pakistan in this subsector.  
 

                                                   
3 Approvals include the December 2001-approved Access to Justice Program, which was implemented within the CAPE period.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Study team. 
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7. Law and judiciary. ADB supported the Access to Justice Program (AJP)4 from 2001 onwards, 
comprising two very large policy-based loans ($330 million) and a TA loan ($20 million) to support 
institutional development. The original amount proposed during preparation was significantly 
increased post September 11, 2001, at the time of its approval. A TA grant of $1.74 million was also 
provided to support the project management unit (PMU) and an independent monitoring and 
evaluation system. Proceeds from the AJP policy loans were earmarked to increase budgetary 
allocations to key implementing agencies, with 60% to be used for capital works to improve judicial 
and police facilities. An additional $25 million was used as an endowment for the Access to Justice 
Development Fund, an extra-budgetary facility intended to provide a sustainable source of funding for 
subordinate courts, educational and research institutions, bar associations, and the Federal Judicial 
Academy.  
 

8. Decentralization.5 The decentralization reforms embodied greater risk, given the highly political 
context of Musharraf’s support and provincial governments’ reservations. Under the 2001 Local 
Government Ordinance (LGO), most basic services became functions of the three-tiered local 
government (districts, tehsils, and unions), despite considerable opposition from a variety of 
stakeholders, not least the provincial governments, which had previously managed the services.  
 

9. ADB approved a Decentralization Support Program in 2002, financed through a package of 
four loans totalling $300 million, designed to finance the medium-term costs of implementing fiscal 
decentralization, and to develop capacity in priority areas, including gender.6 Some government 
officials indicated to the evaluation mission that the policy conditions were not onerous and that the 
main objective of the loans was perceived as easing the financing needs of the national government.7 
The overall ADB support for decentralization, totaling more than $700 million, still met with limited 
success, however, as the political environment at the provincial level slowly turned against this form of 
devolution. This was also true for the DSSPs, which were approved for four provinces but saw 
implementation in only three.8 Provinces went along only halfheartedly with the federally driven 
initiative. Hence, the reforms were never fully implemented, particularly when the implementation 
required substantial capacity development, and were eventually reversed in 2008.9 These provincial 
programs had no direct follow up.  
 

10. Public expenditure and fiscal management. ADB supported the government’s efforts to 
implement sound economic and governance policies, and to promote a business-friendly environment. 
Both ADB and the World Bank provided support for provincial reforms, with ADB taking the lead in 
Punjab and Balochistan. ADB extended budget support and TA under two RMPs. Punjab RMP I ($200 
million) and RMP II ($200 million) were approved (and completed, as they were single-tranche loans) in 
December 2003 and July 2005, respectively; the unapproved RMP III was abandoned in October 2007 in 
favor of a fresh cluster program initiative. The first phase of the Balochistan RMP of ($130 million) was 
approved in November 2004 and completed in May 2007. A second phase was approved, but never 
made effective. The RMPs on paper supported far-ranging provincial fiscal, financial, and service 
delivery reforms, but had little coherence and enjoyed limited government commitment.10 The Punjab 
RMP I and RMP II included the introduction of the Medium-Term Budgetary Framework (MTBF) 
methodology, reforms in pension fund management, and the institution of contract appointments. The 
                                                   
4  The AJP loan was approved in 2001. The TA grants were approved in 2003 and 2005, which are covered by the CAPE. 
5 In this instance, decentralization refers to the broader ADB subsector classification, which includes the devolution initiatives. 

Later in the CAPE period, decentralization refers to one of the elements of the 18th amendment (achieved in 2010), which 
rebalanced national and provincial roles in relation to the LGO. 

6   The program completion report (PCR) rated the program loan successful, but the Independent Evaluation Department’s (IED) 
validation rated it less than successful. 

7  Communicated by Ministry of Finance officials in meeting with the CAPE team. 5 June 2013. 
8   The PCRs rated the DSSPs for Sindh and Punjab less than successful, but an IED project performance evaluation report rated 

the Sindh DSSP unsuccessful, whereas the rating was confirmed for the Punjab DSSP. 
9 IED. 2012. Project Performance Evaluation Report: Sindh Devolved Social Services Program. Manila: ADB, and IED. 2012. Project 

Performance Evaluation Report: Punjab Devolved Social Services Program. Manila: ADB. 
10  The PCR for the Punjab RMP rated it successful, but IED’s validation rated it less than successful. The PCR rated the Balochistan 

RMP less than successful; IED’s validation rated it unsuccessful. 
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proposed RMP III was replaced by PGEIP in 2007. PGEIP was little different in content, however, having 
the same institutional architecture and the same management team.11 The Balochistan RMP I was 
unsuccessful, and, although the second phase was more focused, it was never made effective (see 
Table K.2 for detail.)   
  
11. Economic and public affairs management, and public administration. The new government 
elected in February 2008 pursued an economic transformation agenda that established a cash transfer 
system for the poorest, the Benazir Income Support Program (BISP), and instituted a People’s Work 
Program to create jobs by developing small-scale infrastructure projects. ADB in parallel provided 
substantial support for provincial financial management reforms in the PGEIP cluster. In Sindh, ADB 
approved the Growth and Rural Revitalization Program, which had three single-tranche subprograms 
intended to provide about $300 million over 2008–2013. This was to assist the province in 
strengthening public sector efficiency, focusing on improving the overall functioning of the 
government. ADB approved the AETP cluster by 30 September 2008, with an envelope of $1.8 billion, 
to be disbursed through four single-tranche subprograms rolled out over 2008–2013.12 As mentioned, 
the program was part of an IMF-brokered crisis response package of fiscal support, to which the World 
Bank also contributed, if only by mid-2009. 
 
12. The AETP cluster was to support reforms, but it also provided immediate resources through 
subprograms 1 and 2 focused on macroeconomic stabilization, which was explicitly budget support. 
This last feature is well recognized, and appreciated, by the Ministry of Finance. On the reform side, the 
AETP aims to (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. An important component was 
the contribution to the BISP. This social protection program was seen as key to soften the short-term 
effects of reduction/elimination of poorly targeted subsidies in wheat and energy. The ADB contribution 
aimed to expand participation by the poor in the program, and to overcome obstacles to registration, 
by providing identity cards to women heads of households. Even so, the main design work of the BISP 
was already done, or being revised with the support of other development partners, and the ADB 
contribution appears to have been largely in providing additional financing. AETP subprograms 3 and 
4, which were envisioned to be focused more on reforms and transformation, never materialized as 
mentioned, due to the IMF Standby Agreement Program going off-track in 2010. Unfortunately, 
although more than 3 years have passed since the last AETP tranche was released, no project/program 
completion report (PCR) is available as yet to evaluate its performance. 
 

3. Assessment  
 
13. Overall, this CAPE rates the PSM program over the CAPE period as less than successful. 
Strategic positioning was less than satisfactory. ADB supported governance reforms in a major way, in 
particular during the Musharraf government, which had questionable legitimacy, then linking 
subsequent support to IMF initiatives. ADB supported justice, devolution, financial management, and 
public expenditure reforms based on program loans. The budget support aspects of many of these 
loans were appreciated by provincial governments, particularly in the context of the economic shocks 
of 2008, which increased their need for fiscal space to maintain social sector spending. The ADB 
program loans replaced expensive debt, or sought to selectively enlarge or maintain spending in critical 
areas. Reform content, however, was rather shallow and encountered little follow up, suggesting that 
the government perceived the programs primarily as budget support vehicles, and ADB was 
insufficiently able to change this perception. The devolution reforms were never fully implemented and 
were in any case reversed in 2008 (footnote 9).  

                                                   
11  As communicated by the former manager of RMP/PGEIP in the CAPE mission interview 3 June 2013. 
12  It should be noted that the programs under this subsector have little evaluative evidence. There are no PCR validation reports 

(PVRs) or PCRs. Evidence is based on limited implementation progress reports and key informant interviews during the CAPE 
mission. 
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14. The PMRP series sought to link with prior and existing programs and deepen reforms in the 
management of public resources. In addition, ADB used the Balochistan RMP as a vehicle to venture 
into the minerals sector, seeking to encourage mineral exploration and provincial royalty revenue 
enhancement. The move into the minerals sector is somewhat obscured by the broad title of the 
program of the Balochistan RMP I and RMP II (the latter was approved but not made effective). The 
Balochistan RMP I produced some limited results in this effort, reporting only that cost-recovery 
taxation in the sector did not proceed, and failing to explain the other actions taken to accelerate 
mineral extraction in the province.13  
 
15. The more recent AETP cluster appears to have been timely and was able to provide significant 
budget support for the national government. In fact ADB was the quickest of the partners (World Bank 
and IMF), to mobilize funding; the government initially rejected IMF support.14 However, it is not clear 
that the program instrument was the most beneficial for the stabilization and transformation 
objectives. The government required budget support. However, the program also included some 
ambitious conditions around agriculture and energy reforms that were difficult to achieve. Thus, the 
mixed objectives and the urgent need of budget support led to less attention to conditionality on 
governance issues, under the guise of the need for the creation of fiscal space for macroeconomic 
stabilization. In addition, when there were no releases of the remaining tranches of the IMF program, 
ADB did not continue with project-level support or TA in support of the planned reforms under AETP.  
As such, while helpful to the government in terms of providing fiscal space, AETP made limited 
progress against its reform objectives. Using a program loan in support of the IMF agenda proved 
ultimately detrimental to the reform agenda when the IMF standby program went off-track and ADB 
was forced to follow, and the AETP subprograms to further the transformation process never 
materialized. 
 
16.  No substantial PSM initiatives remain in the pipeline. This exit from the sector was 
inadequately signaled and argued in the ADB strategy documents. It can, however, be understood well 
from the lack of results with earlier attempts at reforms in an adverse context. ADB capability to deliver 
PSM initiatives was weak—there were too few staff in the Pakistan Resident Mission (PRM) to supervise 
the ambitious work properly—and such capacity is now practically non-existent following the departure 
of the PSM specialist in June 2013. PSM interventions have closely followed government signals and 
could be seen as appropriate and relevant for this reason. Perceptions of ADB’s endeavors in PSM by 
development partners interviewed for this evaluation were mixed, appreciating some coordination 
efforts by ADB, but not necessarily recognizing ADB as able to undertake strong analysis, advocacy, or 
policy dialogue. ADB has also struggled in developing indicators and baseline data that would allow it 
and other stakeholders to assess PSM outputs and outcomes. A results framework emerged only with 
the country partnership strategy (CPS) of 2009. The quality of the PSM component of this framework is 
variable, and many of the indicators/targets appear overambitious.  
 
17. Relevance. The PSM program is rated less than relevant. The large size of the PSM program over 
the period up to 2006 aligned with ADB corporate strategy priorities, which focused on governance as 
a main strategic agenda. After 2006 this changed, however, and PSM at least was no longer a core 
sector. There was continuous alignment with the government’s program, but under Musharraf some of 
the ADB interventions were heavily disputed by provincial governments and unlikely to be sustainable. 
The alignment of the post-2008 program loans to the ADB corporate strategy was weak. The AETP 
included reform objectives on energy and social protection among other things, but macroeconomic 
stabilization support could be argued as its main objective, and this was not a well-developed and 
recognized focus of corporate strategy. 
 

                                                   
13  IED. 2010. Validation Report: Balochistan Resource Management Program (Pakistan) (Loans 2107-PAK and 2108-PAK). ADB: 

Manila (September). 
14 At the time of AETP approval, IMF loan support had not yet been agreed upon. The government initially preferred other 

options but eventually agreed to an IMF program. 
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18. Justifications for adding or dropping specific loans were often absent or unclear. Program 
design appears often to have been driven by opportunities, as identified by specific individuals and 
without particular reference to the approved country strategy. To some degree, the support for access 
to justice found receptivity in the government, even if initially pushed more from the ADB side (the size 
of the program increased significantly after 11 September 2001). However, ADB’s support for both 
devolution and judiciary reform lacked the adaptability and persistence needed to yield more 
substantial results. The provincial-level support for devolution (DSSPs) showed less government 
commitment, as the provincial governments were ambivalent about the devolution reforms, while local 
governments were uncertain, too, and received insufficient support to carry through the reforms 
needed at their end.  
 

19. The parallel expenditure management series (RMPs) was a rather incoherent set of programs 
that lacked sufficient government ownership, were too complex, but were also too uniform across 
provinces. Subsequent programs at the provincial level (PGEIP, SGARRP) were not much different from 
the previous RMPs in content, and appeared to have been designed mainly to alleviate fiscal stress. ADB 
persisted with broad and complex interventions having too many conditions attached to the loans. 
Those in respect of institutional reforms generally required considerably more time and 
technical/political support to be accomplished successfully, but ADB failed to apply the lessons learned 
from its own activities and from international best practice. 
 

20. AETP had two parallel objectives of stabilization and introducing reforms necessary to 
transform the economy. The budget support provided for stabilization was seen as timely and was 
important politically, as it was provided in partnership with the World Bank and IMF. However, 
compared to the planned IMF program, ADB’s resources through AETP were small, and the 
additionality is questionable. Other modalities could have been more effective in supporting the 
medium-term reform agenda. World Bank instead opted for a stand-alone policy-based loan with one 
tranche, undeterred by the possibility of the IMF program conditions going off-track.15 ADB’s support 
for reforms in AETP included several governance components of a very sector-specific nature, such as 
energy or agricultural subsidy reforms, all lumped together to form an omnibus program classified as 
PSM. Reforming each of these sectors is necessary for sustained long-term growth in Pakistan. 
However, it is unlikely that one program could reform these sectors all at once, and it is not clear 
whether the design team saw additional value in placing these various sector components in one 
program, or whether it considered other factors as key, such as administrative convenience or the need 
to bargain for reform with a sizeable amount of lending. Likewise, when the IMF standby credit facility 
went off-track, there was little interest by the new government in further pursuing the reforms through 
other modalities (e.g., project modality). 
 

21. In some cases, and despite consultations with stakeholders, the analysis underpinning designs 
fell short in identifying political and organizational challenges, and in assessing and mitigating the risks 
entailed. PRM staff readily admitted that they had not truly followed the guidance of the Second 
Governance and Anti-Corruption Action Plan in undertaking country, sector, and program assessments. 
TA has also been often inadequately designed, leading to delays, limited value added to loans, and 
even wasteful overlaps. The initial framing and assessment of the TAs tended to be narrow, focusing on 
the completion of intended activities, with insufficient emphasis as to how the TA would contribute to 
larger institutional reforms. This at times resulted in incongruously high ratings for TAs given by ADB 
when the associated loans themselves performed poorly. In several cases, limited assessment of 
implementing capacities imperilled the programs. Moreover, the choice of executing agency was not 
always optimal, and the designs sometimes failed to contain mitigating actions to address the lack of 
capacity. 
 

22. Efficiency. ADB’s PSM program is rated less than efficient. In some loans, consultant 
recruitment and procurement were slow as the government departments had little or no experience in 

                                                   
15  World Bank. 2011. Implementation Completion and Results Report for a Poverty Reduction and Economic Support Operation 

($500 million). Washington, D.C. 
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administering projects under ADB's procedures. Such delays had a knock-on effect on other outputs, 
such as in studies that were to be prepared by consultants. In several complex loans, ADB fielded only a 
limited number of missions and did not always support the executing agencies in consultant 
recruitment and procurement despite the importance of such support in program implementation. TA 
was underutilized. Less than 17% of the law and justice TA was used, for example, and some of the 
decentralization TA was similarly underutilized. Some cluster or related programs were terminated 
early, and several programs/subprograms were truncated or lacked follow through: AJP (Punjab version 
did not proceed), the Balochistan DSSP (second tranche was not released, and program closed early), 
the North-West Frontier Province (NWFP) DSSP (approved but never implemented), Balochistan RMP II, 
Punjab RMP III, Punjab PGEIP II, Sindh GARRP II, and national-level AETP II (did not materialize).  
 
23. Effectiveness. The PSM program is rated less than effective. Some goals were achieved and a 
few reforms made headway, but it took longer than anticipated to achieve this progress. The most 
important aspect was that fiscal space was created, through retiring high-interest debt. The most 
important achievement of AETP was to provide, in partnership with the IMF and World Bank, timely 
resources contributing to stabilization. This may have temporarily helped save the day in preventing a 
full-blown crisis. But, as mentioned, only limited progress was made in supporting the transformation 
agenda as planned at design. Some success was also seen in the Punjab government’s effort to pilot 
the MTBF, and government pension funds were also better managed. Most outcomes embedded in the 
PSM interventions, however, were not sustainable. Other initiatives saw too modest progress, such as 
in tax reform, judiciary capital works, and civil service reform. Many reasons account for the rather low 
success of PSM interventions. To a large degree the designs were complex, and out of tune with the 
political context, capacities, and real priorities of the provincial governments. ADB rated the national- 
and provincial-level programs generally less than successful in its PCRs. Reforms in general were weakly 
accomplished, or were only initial steps toward substantial reforms. Compliance with prior actions was 
often liberally interpreted, with waivers given by ADB in cases where conditions were not met.  
 
24. The PSM tranches/subprograms were constantly changed, cancelled, or reduced in the amount 
of financing. But most can be explained. Many changes can be linked to poor performance or changes 
in government priority after Musharraf’s administration, such as the cancellation of the follow-on 
subprograms in the Balochistan series (Table K.1). Others like the RMP series in Punjab transformed into 
another program (PGEIP). Thus, this change was not linked to the spring cleaning exercise. In the later 
years—and these were the years of the spring cleaning—changes in the PSM portfolio seemed to be at 
least in part determined by the need for budget support at the national and provincial levels. 
 

Table K.1: Loan Cancellations in ADB’s Public Sector Management Program 

Loan  
No. Program/Project Name 

Approved 
Amount  

($ million) 

Cancelled 
Amount  

($ million) 

Share of 
Cancellations  
in Approved 
Amount (%) 

1937 Local Government Performance Enhancement 23.00 21.75 95 
1938 Gender and Governance Mainstreaming 7.00 7.90 99a 
2202 Balochistan Devolved Social Services Program 130.00 20.00 15 
2203 Balochistan Devolved Social Services Program 65.00 45.98 71 
2204 Balochistan Devolved Social Services Program 5.00 4.96 99 
2386 Punjab Government Efficiency Improvement Project 8.80 1.83 21 
2031 Supporting Resource Management Reforms in Punjab 4.00 2.36 59 
2109 Supporting Public Resource Management Reforms in Balochistan 3.00 2.63 88 
1899 Institutional Development for Access to Justiceb 20.00 20.87 86c 
  Total 265.80 128.27 48 
ADB = Asian Development Bank, CAPE = country assistance program evaluation. 
a   Principal amount is more than the approved amount. Principal amount is $7.99 million. The share of cancellation is against 

principal amount. 
b  Approved in December 2001but implemented during the CAPE period. 
c   Share of cancellation in principal amount of $24.18 million. 
Source: Operations Services and Financial Management Department (OSFMD). 
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25. Many of the reforms and key achievements in the PSM cluster loans would take place in the 
latter tranches of the programs. Unfortunately, the programs were often not followed through to 
completion. As Table K.2 shows, only 59% of the envisaged (at design) program amounts were actually 
provided. It is thus not surprising that the PSM objectives were not met. Overall, much recent  
undisbursed program resources were due to the IMF program going off-track. However, it also 
appeared that ADB had little appetite for following through on reforms (as the following table shows, 
earlier program loans before 2008 already experienced many cancellations or no disbursement), as 
other modalities such as projects could have been used to further support the envisaged programs as 
per the country strategy. Thus, much of the limited progress made with the program loans has lost 
momentum. 
 

Table K.2: PSM Cluster Program Loans 

IMF = International Monetary Fund, N/A = not applicable, PSM = public sector management, RRP = Report and 
Recommendation of the President. 
a   These are the amounts envisioned in overall program design as reflected in the RRPs for the first subprogram. 
b  Punjab Resource Management Program, Subprogram 3 never materialized. It was superseded by the Punjab Government 

Efficiency Improvement Program.  
c  Reduced due to head room constraints. 
d  Never proceeded due to the IMF program going off-track. 
e   Per RRP, the Government of Sindh requested for $140 million for Subprogram 2.   
Source: RRPs and other relevant ADB databases. 
 
26. Sustainability. The PSM program is rated less than likely sustainable. There was little in the way 
of evidence or independent assessments of progress to assess the cumulative effect of ADB programs. 
Some claims made in respect of outcomes appear to be premature (such as the degree of success with 
MTBF in Punjab claimed in Punjab RMP I). There are too few program/project performance evaluation 
reports (PPERs) to be definitive on issues of impact and sustainability, but there is evidence that 
progress in some areas could not be maintained at all, (e.g., on devolution, tax collection 
improvements, or in the use of personnel contracting). 

Program 
Loan/Grant  

Number 
Approval  

Year 

Planned 
Amounta  
($ million) 

Net Loan 
Amount 

($ million) 
Difference  
($ million) 

Balochistan Resource Management Program 2107/2108/2109 Nov 2004 133.0  129.4  3.6  
Second Balochistan Resource Management 
Program (Subprogram 1) 

2482/2483 Dec 2008 100.0  0.0 100.0  

Punjab Resource Management Program 2030/2031 Dec 2003 204.0  202.1  1.9  
Punjab Resource Management Program 2 2216 Dec 2005 200.0  200.0   
Punjab Resource Management Program 3b N/A N/A 100.0  0.0 100.0  
Punjab Government Efficiency Improvement 
Program (Subprogram 1) 

2385/2386 Dec 2007 258.8  256.9 1.9  

Punjab Government Efficiency Improvement 
Program (Subprogram 2) 

2547/2548 Sept 
2009 

250.0  151.5c 98.5  

Punjab Government Efficiency Improvement 
Program (Subprogram 3)d 

N/A N/A 250.0  0.0 250.0  

Sindh Growth and Rural Revitalization 
Program (Subprogram 1) 

2484 Dec 2008 100.0  100.2  (0.2) 

Sindh Growth and Rural Revitalization 
Program (Subprogram 2) 

2645 Jun 2010 140.0e  119.7  20.3  

Sindh Growth and Rural Revitalization 
Program (Subprogram 3)d 

N/A N/A 140.0  0.0 140.0  

Accelerating Economic Transformation 
Program (Subprogram 1) 

2446/2447 Sept 
2008 

500.0  499.7  0.3 

Accelerating Economic Transformation 
Program (Subprogram 2) 

2524/2525 June 
2009 

500.0  500.0  0.0 

Accelerating Economic Transformation 
Program (Subprograms 3 and 4)d 

N/A N/A 800.0  0.0 800.0  

 Total  3,675.8  2,159.5  
(59%) 

1,516.3  
(41%) 
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27. Impact. The PSM program’s development impact is rated less than satisfactory. Although 
progress had been made under the AJP, momentum has been lost, since the AJP ended, in addressing 
ongoing capacity constraints and inadequate infrastructure. According to the PCR, “While the AJP has 
helped to build public awareness of the need for justice sector reforms, deeper reforms are needed to 
significantly improve the rule of law.”16 As a sector-dedicated European Union mission also explained: 
“The AJP has brought the most relevant barriers to justice to light, and it is these issues which now 
need to be unpacked and addressed.”17 The decentralization reforms supporting devolution yielded few 
impacts. They were driven by the federal government and never fully owned and implemented by the 
provinces.  These reform efforts were eventually rolled back and superseded by the 18th amendment, 
adopted in 2010.  
 
28. The assessment on AETP and other program loans for economic and public affairs 
management, approved from 2008 to 2010, is incomplete. These programs provided timely budget 
support in coordination with the IMF and other development partners that assisted with the balance of 
payments and in creating fiscal space for the government. However, the overly ambitious program 
objectives and the often reduced or cancelled subprograms limited the program’s impact. Varying 
degrees of progress have been made. Most programs made some progress but have not received 
adequate follow-up to ensure that the reforms endure. For example, in the SGARRP, progress had been 
made in establishing a foundation for public–private partnerships (PPPs). A framework establishing 
PPPs is in place, but it is incomplete, with key elements like the development of risk management 
measures still to be implemented. These issues were to be addressed in the SGARRP 3, which never 
materialized after the IMF program.  
 
B. Energy Program 
 
29. At the evaluation mission’s meetings with representatives of various ministries and agencies, 
the mission was frequently asked what ADB could do to help in the energy sector, indicative of the 
importance of energy, the severity of the problems in this sector in Pakistan, and the importance 
attached to ADB’s role. 
 

1. Context 
 
30. A major challenge for the newly elected government in Pakistan has been to find a resolution 
to its ever-worsening energy crisis. Lights often go out for up to 10 hours a day in the major cities and 
22 hours a day in the rural areas. When the summer heat touched 47C in the Punjab in June 2013, 
Pakistanis took to the streets in several cities to protest the chaotic state of the country’s power delivery 
system.18 Students could not study properly for exams, morgues struggled with decomposing bodies, 
and civil servants were ordered to switch off their office air conditioning and to wear loose clothing 
and sandals. Factory production was affected, and hospitals complained about having to cancel 
operations. Not surprisingly, economists have argued that this is a binding constraint on the economy, 
reducing the gross domestic product (GDP) by as much as 2% a year.19 Box K.1 provides a short 
overview of the history of the problem. 
 
 
 
 
 
 

                                                   
16  ADB. 2009. Program Completion Report: Access to Justice Program (Pakistan) (Loans 1897-PAK, 1898-PAK, and 1899-PAK). 

Manila. 
17  European Commission. 2007. Access to Justice for the Extremely Poor and Vulnerable Groups in Pakistan.  p. 8. 
18 New York Times, Asia Pacific. 27 May 2013. 
19 Dawn Economic and Business Review. 3–9 June 2013. 
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Box K.1: The Energy Industry Debt Conundrum 
 

The current problems started in the 1990s but became serious around 2006–2007 as increasing demand began to 
outstrip power generation. Installed generation capacity is currently 23,500 megawatts (MW), but at any given 
time the actual available capacity remains below 14,000 MW, because the independent power producers (IPPs) are 
not able to buy fuel oil, and production at the aging public sector plants (GENCOs) has declined. The failure to 
upgrade these older facilities has caused production to fall, and has also contributed to the higher cost of 
generation. Due to poor maintenance and plant derating, public sector power plants have lost nearly one-third of 
their capacity and nearly 13% of their thermal efficiency. At the end of May 2013, the country’s stock of energy 
industry indebtedness was $5 billion, more than 2% of GDP.a It is noted, though, that the subsidy amount for most 
months is based on tariffs determined by the National Electric Power Regulatory Authority (NEPRA) from the 
previous year.b The shortfall in revenue has a knock-on effect along the electricity supply chain. The distribution 
companies cannot pay the private electricity generators, which in turn cannot pay their fuel bills, forcing them to 
shut down or run at low capacity, leading to widespread “load shedding.”c  

 
Although NEPRA authorizes tariffs that cover the cost of production, transmission, and distribution, the 
government has routinely intervened by sponsoring subsidies. These subsidies are meant to make electricity more 
affordable but have not been sufficiently well targeted at the poor and have soared to unaffordable levels as world 
energy prices have increased (Economist, p. 43). The Ministry of Finance has thus fallen behind with subsidy 
payments.  

 
If the system is to be fixed, tariffs will have to reflect costs, and nontechnical losses reduced significantly. Rich 
industrialists and poor slum dwellers alike will have to be persuaded to pay for what they consume; as well as the 
defaulting government departments. This is an uphill task, given the many exemptions explicitly and implicitly 
provided over the years. 

 
One option to resolve the issue of cross-indebtedness is to pay off a significant portion of the debt in a lump sum, 
which would provide instant relief. This does not mean that the debt goes away, but it does come off the books of 
the private sector entities. This is precisely what the government did in July 2013 when it paid off about $3.5 
billion to IPPs to enable them to meet their pending oil dues. This reduced the sector indebtedness considerably. 
However, the only sustainable solution will be to increase the operational efficiency of the power sector and 
change the fuel mix towards lower cost fuels. 

 
a National Planning Commission. 2013. The Causes and Impacts of Power Sector Circular Debt in Pakistan. Islamabad. (Funded 

by USAID). 
b For example, NEPRA determined that the average tariff was PRs11.81/kilowatt-hour (kWh) in 2011–2012, and the tariff notified 

by the Ministry of Water and Power was PRs8.81/kWh. Subsidies of approximately PRs3/kWh were paid for FY2012–2013. 
NEPRA determined that the tariff for the same year was PRs14.67/kWh. This was issued in May 2013 and became official in July 
2013. This means that PRs2.85/kWh was accumulated as arrears for the full FY2012–2013 totalling around PRs195 billion. 
Delay and hold-up in fuel price adjustment holds up another PRs50 billion. Not improving the operational efficiency to levels 
allowed by NEPRA (system loss higher by 11%, and collections lower by 11%) adds PRs141 billion. 

c Economist. 8 June 2013. 
Source: Compiled by the study team. 

 

 
31. The 2008 global financial meltdown, government indecision, and natural disasters contributed 
to a sharply deteriorating economy and a rapidly worsening energy situation. The government 
undertook emergency measures aimed at addressing, managing, and reducing its impact. It amended 
the National Electric Power Regulatory Authority (NEPRA) Act to allow for automatic fuel price 
adjustments in electricity tariffs. It also mobilized a Pakistan Energy Sector Task Force comprising 
members of the Friends of Democratic Pakistan to prepare a report on the energy sector inclusive of an 
action plan, with ADB assigned the responsibility for organizing the work of the task force. The report 
detailed essential reforms and priority financing of planned investments to the value of $7.7 billion in 
power sector infrastructure. It also simultaneously recommended the mobilization of another $15 
billion from the private sector. However, the most critical of the planned reforms, especially the 
removal of subsidies, failed to attract sufficient political or public support, and investments were 
discouraged by the economic downturn.  
 
32. While reduction of subsidies and reduction of nontechnical losses, coupled with tariff increases, 
would avert the short-term crisis, a long-term strategy is essential to expand capacity and diversify 
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sources of energy for power generation. The widening gap between the high cost of thermal power 
and the regulated electricity prices, in combination with very low electricity bill collection rates, is the 
primary reason for the debt crisis, but Pakistan needs to change its high-cost energy mix, and this takes 
time. At present Pakistan has some of the most expensive energy in the region. Pakistan’s crude oil and 
natural gas production falls short of requirements. At 65,000 barrels per day of crude oil production 
and less than 4,100 million cubic feet per day of natural gas production, this fulfilled less than 55% of 
total energy requirements in 2009–2010. Since then, import dependence has risen as demand 
continues to grow. Pakistan has a well-developed gas transmission and distribution network, but some 
power plants have been forced to shut down owing to gas shortages, and others have switched to 
using expensive furnace oil.20 The country has huge potential for hydroelectricity, but dams are often 
controversial and can take the best part of a decade to plan and construct. Renewable energy sources 
are being developed, but again this is a long-term solution. Coal-burning power stations could be built 
relatively quickly, but Pakistan has been slow to develop its own coal resources, meaning that in the 
short term most coal would have to be imported.21  
 
33. The situation is now worse than at the beginning of the study period. Electricity pilferage by 
consumers is an unresolved issue, indicative of the worrying situation that access to electricity is 
increasingly seen as a human right in Pakistan, similar to how water supply is seen in many other Asian 
countries. Notified tariffs remain below full cost recovery, while subsidies are inadequate and delayed. 
Unbundling of the sector was not carried out according to the original scope recommended by ADB. 
The unbundling of the Water and Power Development Authority into generating companies, the 
National Transmission and Dispatch Co., and the distribution companies was incomplete and thus 
largely ineffective. There is little chance of successful privatization until the sector indebtedness issue is 
resolved and clear policy guidelines are agreed upon. 
 
34. Installed power capacity increases have not kept pace with increasing demand since 2005. 
About 3,000 megawatts (MW) of new capacity has come on-stream since then. Poor planning 
discipline and lack of preparation are evident today when, with power shortages exceeding 5,000 MW 
during peak summer months (i) there is limited scope to augment conventional generating capacity 
within a few months; (ii) efforts to establish quick-gestation renewable energy projects have made 
sluggish progress; (iii) quick improvements in transmission and distribution systems efficiencies are 
difficult to achieve; and (iv) a mere beginning has been made to improve the energy efficiency of 
thermal power plants as well as on the end-use side. 
 
35. ADB supported the Energy Sector Task Force to prepare an action plan on the energy sector for 
reporting to the Friends of Democratic Pakistan ministerial meeting in 2010. In this endeavor, although 
ADB recommended the creation of a Ministry of Energy to strengthen energy sector governance and 
regulation, in view of realities on the ground, it settled for a committee headed by the Prime Minister 
and suggested the operationalization of a monitoring and accountability mechanism. 
 

2. Portfolio  
 
36. ADB has a long-term relationship with the Government of Pakistan in support of energy, and 
other multilateral and bilateral organizations active in the country recognize ADB as the lead 
development partner in this field. A formal aid coordination process is chaired by the Ministry of 
Foreign Affairs and the Economic Affairs Division of the Ministry of Finance, but ADB holds many 
regular consultations with the other funding agencies and stakeholders, albeit mostly on an informal 
basis. 

                                                   
20 Inter-State Gas Systems Limited is exploring opportunities for the import of natural gas through pipelines as well as liquefied 

natural gas. 
21 Although Pakistan has an estimated 185 billion tons of coal reserves, they have not been developed. The deposits in Sindh 

Province, which account for about 95% of the total reserve base, are generally of low quality lignite. For this reason, 
underground coal gasification and the option to import coal for power generation are being considered.  
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37. ADB’s support in the energy sector during the study period involved 15 sovereign loans 
amounting to $2 billion,22 8 private sector loans amounting to $535 million, and 8 ADTAs amounting 
to $5 million (see Appendix 1, Linked Document A of the main report for details). The sector has eight 
areas of operations: conventional energy; transmission and distribution; energy efficiency and 
conservation; energy sector development; energy utility and services; large hydropower; pipelines; and 
renewable energy. The operations in the sector are dominated by projects for transmission and 
distribution. 
 
38. The study period may be divided into two subperiods, the first from 2002 to 2006 and the 
second from 2007 to the present time. During the first, the Energy Sector Restructuring Program 
(ESRP),23 approved in November 2000, and accompanied by a loan of $355 million, was implemented 
to address the constraints and issues in Pakistan’s energy sector, including governance, organizational 
and institutional weaknesses, inefficiency, and lack of competitiveness. However, it turned out to be a 
temporary fix for the problems in the sector. The efficiency gains expected with ESRP largely did not 
eventuate. Costs did not decline, reliability did not improve, and subsidization of electricity continues. 
ESRP was also unsustainable, as more drastic measures have now become necessary, but it created 
some space and an increased awareness of the need for urgent action.  
 
39. During the second subperiod, ADB scaled-up its support considerably, approving four large 
multitranche financing facilities (MFFs) covering power transmission, power distribution, alternative 
energy, and energy efficiency. The facilities were approved between December 2006 and September 
2009. Although no further MFFs were approved since then, all four existing MFFs are still under 
implementation, and MFF tranches continue to be approved—until end-2012 amounting to a total of 
$1,613 million. No lapses in due diligence have been reported, and the attraction of the MFF for the 
borrower continues to be the facility’s flexibility; it also provides the comfort of programmatic support 
with some savings in commitment fees.24 For the transmission and distribution MFFs, the Independent 
Evaluation Department (IED) mission considers it likely that the entire amount under the MFF umbrella 
will be utilized. More specifically, after accounting for loan cancellations and more than 2 years delay in 
closing the first tranche of the transmission MFF, the first three tranche commitments amount to $616 
million (more than 78% of the $790 million physical investment component). The two ongoing 
tranches of the distribution MFF have a combined approved value of $442 million.25 Loan cancellations 
in the energy sector program amounted to $281.7 million (Table K.3). Generally, these cancellations 
were part of Central and West Asia Department’s (CWRD) housekeeping measures.26  
 
 
 
 
 

                                                   
22 The public sector operations include the Energy Sector Restructuring Program, which was approved in November 2000 but was 

implemented during the CAPE period. (ADB. 2000. Report and Recommendation of the President to the Board of Directors: 
Proposed Loans to the Islamic Republic of Pakistan for the Energy Sector Restructuring Program. Manila.) 

23  The PCR rated ESRP successful, from the point of view of relevance, effectiveness, efficiency, and sustainability. The program 
was seen as relevant, since it was designed during a time of serious macroeconomic crisis and significant problems in the 
energy sector. The program was seen as effective in achieving most of the planned outcomes. The program was seen as 
efficient, since it will lead to efficiency gains in the economy, and was efficiently managed by the Ministry of Finance and ADB. 
The program is seen as likely to be sustainable, given the improvement in Pakistan's macroeconomic framework since 2000 and 
the significant reforms within the power sector. The PVR generally agrees with the assessment in the PCR, and also rates the 
program as successful. 

24 IED. 2012. Real-time Evaluation Study of the Multitranche Financing Facility. Manila: ADB. 
25  Net of cancellations as of end-December 2012.  
26  Cancellations are reflected as of December 2012. It is the practice for MFFs to cancel the amount that is in excess of the 

tranche scope to be used for the succeeding tranches. In transmission MFF, cancelled loan amounts were due to procurement 
delays that would not allow for subprojects to be awarded during the availability period. The subproject may be included in 
subsequent tranches should the readiness criteria be met and the rationale of the subproject still be sound. In this way, 
commitment charges were saved for the borrower as well as keep the MFF outcomes intact. In the distribution MFF, the 
awarded price was below the bid price thus the saved amount was cancelled to be used for subsequent tranches. 
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Table K.3: Loan Cancellations in ADB’s Energy Sector Program 
 
Loan 
No. Project Name 

Approved 
Amount 

($ million) 

Amount of 
Cancellation 
($ million) 

Share of Cancellations 
in Approved Amount 

(%) 
1807 Energy Sector Restructuring Program 300.00 147.00 49 
1808 Energy Sector Restructuring Program 50.00 0 0 
1809 Energy Sector Restructuring Program 5.00 5.69 100a 
2286 MFF-Renewable Energy Development Sector 

Investment Program (Project 1) 
105.00 0 0 

2287 MFF-Renewable Energy Development Sector 
Investment Program (Project 1) 

10.00 4.84 48 

2289 MFF-Power Transmission Enhancement 
Investment Program (Tranche 1) 

226.00 83.00 37  

2290 MFF-Power Transmission Enhancement 
Investment Program (Tranche 1) 

10.00 0 0 

2396 MFF-Power Transmission Enhancement 
Investment Program (Project 2) 

220.00 0 0 

2846 MFF-Power Transmission Enhancement 
Investment Program (Project 2) 

243.00 0 0 

2438 MFF-Power Distribution Enhancement 
Investment Program (Project 1) 

242.00 41.17 17  

2439 MFF-Power Distribution Enhancement 
Investment Program (Tranche 1, Support 
Program) 

10.00 0 0 

2727 MFF-Power Distribution Enhancement 
Investment Program (Tranche 2) 

242.00 0 0 

2972 MFF-Power Distribution Enhancement 
Investment Program (Project 3) 

245.00 0 0 

2552 MFF-Energy Efficiency Investment Program 
(Tranche 1) 

40.00 0 0 

2553 MFF-Energy Efficiency Investment Program 
(Tranche 1) 

20.00 0 0 

 Total 1,968.00 281.7 14 
ADB = Asian Development Bank, MFF = multitranche financing facility, TA = technical assistance. 
a  Share of cancellation in principal amount of $5.69 million. 
Source: Operations Services and Financial Management Department. 
 
40. On the other hand, in the renewable energy MFF, the $500 million investment support 
component will not be exhausted with the three tranches approved thus far—and no further tranches 
are planned. Tranche 1 of the energy efficiency MFF also experienced delays, although it has not 
suffered cost overruns. In September 2012, ADB approved the first extension for tranche 1 from its 
original closing of July 2012 to 31 December 2013. No other tranche had been approved as of 
September 2013—however, another tranche (along with another Asian Development Fund loan) for 
the rehabilitation of some thermal power plants is under preparation. Unfortunately, no PCR is 
available for any tranche as yet. 
 
41. During the study period, ADB continued to demonstrate its continued support for institutional 
capacity development and sector-wide reforms, although shortcomings have surfaced in many. The 
following examples can be given: The TA on capacity development of the Alternative Energy 
Development Board supported this board and provincial agencies responsible for renewable energy 
development, but fell short of requirements, given that the insufficient skills base led to a situation 
wherein costs for small hydropower plants (HPPs) were estimated on the basis of unit costs for large 
HPPs, which resulted in substantial cost overruns and cannibalization of one small HPP. An ADTA 
supported the government’s gas sector restructuring program27 but had aggressive timelines, as 
evident from the need to double the time required for the government to take decisions on the 
                                                   
27  ADB. 2001. Technical Assistance to Pakistan for Restructuring the Gas Sector. Manila. 
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restructuring model for gas companies and their privatization plan.28 A small-scale TA provided one-
time operational support to the Energy Advisor in the Planning Commission for (among other things) 
formulating a natural gas import strategy and revitalizing the upstream oil and gas sector, but its 
timelines were overambitious, and the slow pace of reform did not help issues related to financial 
management and delays in firming up plans and arrangements for natural gas imports. A TA supported 
the Planning Commission on integrated energy planning, but inadequate attention upfront to the risk 
of losing trained manpower eventually led to the abandonment of such a planning effort. Staff moved 
out, and thus the built-up capacity was lost to run the computer models, generate the scenarios, and 
interpret the results. 
 
42. ADB has also supported several regional TA activities, mostly for development of a natural gas 
pipeline among Pakistan, Turkmenistan, and Afghanistan. Although the executing agency appreciates 
the support, security-related issues as well as the political positions of some of the participating 
countries have made it difficult to raise finances and firm up project agreements.  
 
43. ADB’s support to significantly reduce power sector indebtedness through the AETP loan also 
did not achieve the intended results. Although AETP activities in subprograms 1 and 2 appear to be 
comprehensive, they were not fully implemented, as is the case with IMF programs and reforms.29 
 
44. The TA to support the work of a high-level task force on formulating an energy sector recovery 
plan was well timed, for it supported strategic thinking on a forward path for sustained development 
of the energy sector just when it was heading to a crisis situation. However, there has been limited 
actual follow-up action. Besides, ADB also had a program loan to help settle electricity subsidies and 
initiate debt restructuring, and, along with the World Bank, ADB also provides energy assessment 
inputs for periodic reviews conducted by the IMF.  
 
45. Additionally, ADB has provided significant support to private power producers. Since 2005, it 
has supported two gas-fired independent power producers (IPPs), two hydropower IPPs, and a wind 
farm developer. Especially interesting is the development of the New Bong Escape Hydropower Project. 
This has effectively paved the way for tapping hydropower potential in that area. This loan will support 
the first private hydropower plant at a time when the sector share of hydropower has declined from 
35% in the early 1990s to less than 30% in 2011. ADB also provided equity and a guarantee to the 
Daharki Power Project, which was the first among multiple IPPs to reach financial closure under the 
government’s 2002 IPP Policy. After years of no new IPPs due to the negative impact of policies, the 
ADB investment in Daharki Power provided an important signal to investors. The Zorlu Enerji Power 
Project was the first privately owned and financed wind project in Pakistan, and the demonstration of 
its success encouraged similar private sector initiatives. Subsequently, ADB has invested in two more 
wind projects, the Foundation Wind Energy I and II Projects. Finally, ADB supported the 
postprivatization efforts of the Karachi Electric Supply Company (KESC) with equity and a loan.  
 

3. Assessment  
 
46. Overall, ADB’s energy sector support program during the CAPE period is assessed as successful 
on the borderline. ADB is well-positioned to provide further support, but needs to strengthen its 
staffing in PRM to meet this challenge. The recommendations of the report of the high-level task force 

                                                   
28  The TA was approved in August 2001, and was to be completed by December 2004, but was actually completed in July 2007. 

The originally envisaged implementation period of 34 months was increased to more than 70 months. 
29 AETP subprogram 1 activities were to include obtaining parliamentary approval to reduce electricity subsidies through (i) 

elimination of generalized sales tax subsidies for all residential consumers and for commercial consumers using up to 500 kWh 
per month, (ii) introduction of automatic monthly fuel price adjustments through a surcharge, and (iii) introduction of an 
additional surcharge to be levied on all consumers to reduce the gap between determined and notified tariffs. Work to 
estimate the sector indebtedness was also initiated in subprogram 1. AETP subprogram 2 activities focused on preparing a 
sector indebtedness resolution plan, beginning its implementation and firming up a timetable for its implementation. 
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(that ADB facilitated) are still fundamentally sound and would only have to be strengthened and 
reorganized to reflect the new government’s strategy.  
 
47. Strategic positioning. ADB’s positioning of its energy sector strategy during the study period is 
rated highly satisfactory. ADB’s support during the study period was broadly aligned with the CPS 
objectives. The scope and modality of support appear to have been tempered with Pakistan’s changing 
macroeconomic situation as well as the region’s political situation. ADB provides inputs to the IMF 
program, which recognizes that to address the overall macroeconomic crisis, it is necessary to manage 
the power sector crisis, and that the latter is in effect a combination of governance and financial 
problems manifest in the cross indebtedness. ADB has been the major player in the energy sector 
among development partners. 
 
48. Relevance. The portfolio of ADB’s energy interventions is rated relevant to development needs 
and the government’s priorities of enhancing operational efficiencies, encouraging private 
participation, and improving energy security. In addition to transmission and distribution system 
expansion programs, ADB’s support appropriately spanned renewable energy, energy efficiency, and 
the oil and gas subsectors. ADB’s support also contributed to prompting the government into taking 
some difficult decisions such as the privatization of KESC. Yet the rationale for introducing a guarantee 
facility in the renewable energy MFF through a major scope change, at a time when the government 
has found it difficult to backstop the ADB guarantee, is not clear; and neither is the rationale for setting 
overambitious timelines for some TAs or having one-off ADTAs. As mentioned elsewhere, ADB needs to 
assign more energy staff in the resident mission in order to help realize its ambitious objectives.  
 
49. Efficiency. ADB’s energy sector support is rated efficient. Delays have occurred post-approval 
for many loans and TAs, but not necessarily for reasons that program management has been less than 
efficient. Despite a 2-year delay in approving tranche 1 of the transmission MFF, it showed cost savings 
of $67 million—which accounts for the bulk of the loan amount that was cancelled. Outputs planned 
are achieved with much less investment. Likewise, tranche 1 of the distribution MFF also seemed 
successful while achieving savings of about $60 million, which were used to build an inventory of 
spares and implement simple subprojects that entailed no land acquisition. Procurement in subsequent 
tranches is on track. Tranche 1 of the renewable energy MFF, however, shows substantial delays as well 
as cost escalations; tranche 1 of the energy efficiency MFF has also experienced significant delays, albeit 
without cost overruns, so the original outputs may still be produced if the project is not subject to the 
CWRD’s no extension policy.  
 
50. Effectiveness. Overall, ADB’s energy sector support is rated effective in achieving its intended 
objectives and outcomes. ADB’s support for KESC privatization (wherein KESC became profitable in 
2012) does demonstrate the medium-term benefits of privatization. Likewise, ADB’s support for various 
IPPs has contributed to developing capacity in provincial governments to oversee and negotiate 
concessions, water supply and use agreements, power off-take agreements, and other related aspects. 
Some TAs and loan/investment interventions have also been effective, and at least one of the 
nonsovereign loans has been highly effective. The transmission MFF and distribution MFFs are 
progressing well, while the renewable energy MFF and energy efficiency MFF are unlikely to achieve 
their intended sector outcomes. Some TA and RETA operations have mostly been less than effective as 
explained above.  
 
51. Sustainability. This evaluation rates ADB’s support program as less than likely sustainable. 
Sustainability of ADB’s energy sector support depends on the degree of commitment of the new 
government to resolve underlying issues (such as high nontechnical losses and poor operational 
efficiency), even though it has begun reducing the cross-indebtedness by making payments to IPPs 
from the national treasury. The Planning Commission’s need to abandon its attempt at energy 
planning, such as happened in the context of an ADB TA (para. 41), is also symptomatic of underlying 
civil service issues related to the retention of trained staff. Such underlying issues however, can be 
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resolved only in the medium term, which means that there is a need for continued and sustained 
government commitment. In the short term, much will depend on the availability of bridge or standby 
financing, whether from the side of IMF or other potential financiers. 
 
52. Impact. The development impact of ADB’s energy program is rated less than satisfactory. The 
positive outcomes of certain interventions are obscured by the deteriorating situation of the energy 
sector, wherein load shedding is massive, IPPs are underutilized, and many public sector plants have 
derated. Even recent government initiatives to honor a large part of the subsidy payments (which 
reduced the sector indebtedness to PRs66 billion by end-August 2013) cannot be sustained unless the 
underlying causes (below-cost-recovery tariffs because of high overall costs, which in turn stem from 
the inability to lower reliance on high-cost imported oil as well as high nontechnical losses and poor 
collection efficiency) are suitably addressed. The development impact could become more positive if 
the government were to build on the experience gained and progress made regarding restructuring 
and privatization of the power sector, as well as in reducing costs and nontechnical losses. Such 
measures would make the regulator-determined tariffs more affordable and pave the way for the 
regulator to notify tariffs. In this context, the string of ADB interventions during the study period can at 
best be considered a work in progress.  
 
53. Given that the ADB energy sector program has achieved some useful outcomes (e.g., 
contributing to the stability of the power system with the completion of some transmission and 
distribution subprojects), and that the new government has shown its willingness and ability to take 
difficult decisions, the ADB portfolio can be enhanced in the coming years to include, for instance (i) 
not just installing automatic meters at 11-kilovolt (kV) feeders and monitoring load shedding, but 
doing energy accounting at the 11-kV feeder level; prioritizing 11-kV feeders, downstream of which 
steps can be taken to reduce distribution losses; and taking necessary steps to do so; (ii) reviewing and, 
if necessary, changing from guarantee cover for renewable energy in the Renewable Energy 
Development Sector Investment Program Tranche 2 to another suitable lending instrument; (iii) 
strengthening efforts on demand-side energy efficiency by providing suitable support to the National 
Energy Conservation Centre; (iv) strengthening NEPRA so that it is better able to assess the 
reasonableness of  generation costs of new technologies that are introduced in the country; and (v) 
continuing support to increase natural gas availability, and reviewing all available options such as the 
transnational Turkmenistan–Afghanistan–Pakistan–India gas pipeline (which ADB has been supporting 
for several years) as well as liquefied natural gas import options.  
 
C. Social Sectors Program 
 
54. ADB’s support for the social sectors can be divided into support for health, education, and 
social protection on the one hand, and gender and development on the other. Health and education 
are the main subject of the assessment below. There was no particular program in gender-specific 
operations, and the assessment has been mostly thematic. It has therefore been placed in Appendix 1, 
Linked Document E. The conclusion of this assessment is that ADB’s activities in gender and 
development can be commended, but the larger picture is that several gender parity indicators are 
unlikely to be achieved based on present levels of progress. Given the current abandonment of the 
social sector program in Pakistan, opportunities for a step-up in ADB’s gender activities are limited. 
 

1. Context  
 
55. Pakistan has well-known poor performance on key human development results and has lagged 
behind the achievements of regional comparators in this respect. One in 10 children dies before 
reaching the age of five. The maternal mortality ratio, in the Millennium Development Goals (MDGs) 
aimed for 140 deaths per 100,000 live births, but is way off track at 260, and children are also not 
being adequately immunized. Some progress, however, has been made in the decline in the proportion 
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of children under five who have suffered from diarrhea in the last 30 days.30 Low levels of literacy 
hamper acquisition of information on health access and treatment, while the lack of skilled birth 
attendants as well as insufficient emergency child health services in government-run district and rural 
hospitals are additional factors. The severe floods of 2010 and 2011 increased the incidence of some 
diseases, and set back the effort to achieve some health targets, such as those pertaining to 
immunization.31  
 
56. Pakistan’s Constitution directs the state to provide free and compulsory education to all 
children between 5 and 16 years of age. However, the state is far from being able to attain this goal, 
and increasingly has had to rely on privately provided education to fill the large gaps in access and 
quality. In general, state schools provide a lower quality of education than private schools. Relative to 
other countries in the region with similar per capita incomes, Pakistan is a low performer in education 
and will almost certainly fail to achieve the education MDGs by 2015, whereas a country like 
Bangladesh is expected to reach them. Many graduates are unable to find adequate jobs, reflecting the 
sluggish economy over the last few years. Graduates also do not possess the technical skills required by 
industry, reflecting the lack of effective coordination mechanisms that could link educational 
institutions with the labor needs signaled by the private sector. The World Bank has been the lead 
development partner in education, supporting, for example, the Punjab Education Sector Project. This 
project is coupled to an innovative, results-based design—Disbursement Linked Indicators as well as 
covenants to help the provincial government to focus on agreed-upon performance targets.32 Early 
stages of the indicators have been met, and World Bank loan proceeds were disbursed. ADB’s Board 
recently authorized use of a similar instrument on a pilot basis in February 2013.33 
 
57. The underfunding of the social sectors was also a reflection of national priorities that placed 
security uppermost in 2011. The United Nations Development Programme’s Human Development 
Report 2013 noted that health and education expenditures touched the lowest mark, resulting in 
widening inequality.34 Pakistan spends 0.8% of GDP on health and 1.8% on education; Bangladesh 
spends 1.2% on health and 2.2% on education. Nevertheless, the allocation for the cash transfer 
programs in Pakistan was increased nearly six-fold in FY2008, when the federal government opted for 
the BISP and the Punjab provincial government initiated a Food Support Program.35 These initiatives 
were supported by the 2007 National Social Protection Strategy, prepared through an analytical and 
participatory process. With World Bank support the BISP has since been enlarged to include primary 
education and safety net insurance cash transfers. The new government announced in May 2013 its 
intention to rename the income support initiative as the Pakistan Income Support Program, but intends 
to make it more targeted to benefit the more vulnerable segments of society.36 The program is still 
evolving but is drawing the support of more development partners.   
 
58. Much of ADB’s social sector program was closely associated with the PSM program in that 
there was a focus on governance reforms, and much emphasis on the devolution of mostly social 
services. LGO 2001 had a large focus on the social sectors and devolved social services delivery to 
district administrations.  As mentioned, this initiative gradually lost momentum and came to an end in 

                                                   
30 For detailed progress with MDGs, see Appendix 1, Linked Document D. 
31 H. Warraich, Zaidi, K.M.A., and Kavita, P. 2011. Floods in Pakistan: A Public Health Crisis. Bulletin of the World Health 

Organization, 89: 236–237. 
32 World Bank. 2011. A New Instrument to Advance Development Effectiveness: Program-for-Results, Revised Concept Note. 

Washington, D.C. 
33 ADB. 2013. Piloting Results-Based Lending for Programs. Manila (February). 
34  United Nations Development Programme. 2013. Human Development Report 2013. New York.  
35 AETP targeted subsidies to benefit the poor and vulnerable. BISP provided nearly 3.5 million women heads of households in its 

first year with PRs1,000/month ($10–$12). The Punjab program, however, seemed to have been abused by political 
interference in household selection, resulting allegedly in a large portion of the cash meant for the poor being misdirected or 
pilfered; the scheme was abandoned in 2009. (Source: Nasir, Jamal. 2009. Punjab`s financial imbroglio now more 
complicated, Dawn.com, 12 October, http://archives.dawn.com/archives/16673) 

36 The International News. 22 May 2013. 
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2008, at which time jurisdiction over many services dispensed at the local level was returned to the 
provinces. Service delivery units in the field became deconcentrated units of the province until new 
frameworks could be put in place (this is still an ongoing process even in 2013). This turbulence did 
little to improve social service delivery of health, nutrition, and social protection, even though many 
development partners had joined in the effort to make the flawed initiative a success. The 2001 
devolution policy did see some implementation, but it was unsustainable. As also mentioned, Pakistan 
in recent years has been buffeted by several shocks including natural disasters, the global financial 
crisis, and high food and fuel/electricity prices. These events negatively affected the livelihoods and 
health of the population.37 Historically, support programs were largely federal government schemes 
that cascaded down to the provinces and local government, while the provincial governments were 
ambiguous about the value of transferring responsibilities for service delivery to local governments. 
Pakistan developed an array of social protection programs, but they presented a patchwork in need of 
coordination. A 2007 report found that social protection programs faced constraints in coverage, 
targeting, and implementation.38  
 
59. In October 2013, the government launched the BISP as the national social safety net program.39 
The BISP was a response to reduce the adverse impact of food, fuel, and financial crises on low-income 
families. The government’s redistributive policy through BISP provides regular cash income support to 
the poorest. BISP’s cash transfer program provides PRs1,000 per month to the female head of the 
family. The government’s social safety net spending increased from 0.3% of GDP in FY2004 to 0.9% in 
FY2011 after introducing the BISP. World Bank’s Baseline Survey Report on BISP issued in December 
2011 notes that, following media reports of misappropriation of funds, options are being considered 
other than through the Pakistan Post. Thus, BISP has begun to replace payments through the Pakistan 
Post with the rollout of the BISP automated teller machine (ATM) cards, which allows beneficiaries to 
collect money directly from ATMs or point-of-sale (POS) machines. Beneficiaries living in particularly 
remote communities without access to either ATMs or POS machines will continue to receive their 
benefits through the Pakistan Post.   
 

2. Portfolio 
 
60. ADB support to the social sectors over the period was comprised of 17 loans and grants 
amounting to $858 million and 7 ADTAs amounting to $22 million (see Appendix 1, Linked Document 
A in the main report for details).40 The operations in these sectors were dominated in financial size by 
the three DSSPs41 approved in 2003, 2004, and 2005 for $605 million, and two later Punjab MDG 
program loans approved in 2008 and 2010 for $250 million (these loans were classified by ADB as 
multisector). Other projects were the Decentralized Elementary Education Project ($75 million), two 
technical and vocational education and training (TVET) projects ($27 million), and a small health and a 
small nutrition project funded by the Japan Fund for Poverty Reduction (JFPR) ($5.4 million), all 
approved in the first half of the decade. While ADB has been more prominent in PSM, finance, and 
economic infrastructure such as energy and transport, some major PSM and multisector loans did 
include major support for the social sectors, particularly health. Hence, the total proportion of 

                                                   
37  Pakistan ranks low on the Human Development Index, ranking 146th out of 187 countries, according to the Human 

Development Report 2013. 
38 World Bank. 2007. Social Protection in Pakistan - Managing Household Risks and Vulnerability. Report No. 35472-PK. Human 

Development Unit, South Asia Region. 
39  ADB. 2013. Report and Recommendation of the President to the Board of Directors: Proposed Loan to the Islamic Republic of 

Pakistan on the Social Protection Development Project. Manila. 
40 The Reproductive Health Project, approved in December 2001 and becoming effective in February 2004, is included in Health 

and Social Protection. (ADB. 2001. Report and Recommendation of the President to the Board of Directors: Proposed Loan to 
the Islamic Republic of Pakistan for the Reproductive Health Project. Manila.) The PCR rated the project as unsuccessful. TAs 
include those that were subsequently cancelled due to delay in loan signing, e.g., the TA on mobilization of grassroots 
stakeholders for pro-poor social service delivery (Sindh), approved in November 2004, and the TA on developing social health 
insurance, approved in July 2005. 

41  The three DSSPs are the Sindh DSSP, Punjab DSSP, and Balochistan DSSP, which were approved by ADB in 2003, 2004, and 
2005, respectively. The Balochistan DSSP was classified under PSM in the Loan, TA, Grant, and Equity Approvals database. 
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financing for the social sectors can be assumed to be around 7%–8% of total financing—3% from 
operations classified as health and education, and 4% from operations classified as PSM or multisector.  
 
61. Only one of the 10 social sector projects approved during the CAPE period remains active: grant 
assistance for National Flood Emergency Response. Seven projects are financially closed, and one grant 
assistance—Iron and Folic Acid Fortification in Small-Scale Milling to Improve the Lives of the Poor, 
Especially Women and Children—was cancelled without any disbursement. Another grant for 
Mobilizing the Poor for Better Access to Health was terminated due to significant implementation 
delays—only 3% (0.1 million) had been disbursed 3 years after grant approval. The Reproductive Health 
Project yielded limited results and was rated unsuccessful (footnote 40). The education sector TVET 
projects and the decentralized education project were rated unsuccessful. The Sindh DSSP, in which 
special attention was paid to the education sector, was rated unsuccessful, and the Punjab DSSP was 
rated less than successful. The MDG program loans, with their focus on health indicators, have not yet 
been self-evaluated, although they have been completed for more than 3 years.  
 
62. Overall, ADB’s portfolio in the social sectors was characterized by implementation delays, low 
disbursements, and substantial cancellations. Two projects were closed ahead of schedule, resulting in 
cancellations of unutilized loan proceeds. Reasons often cited in PCRs for implementation delays 
include slow start-ups due to late establishment of project coordination unit/project implementation 
unit, frequent changes in project administration in ADB, and weak capacity of project staff in the 
implementing agencies. Three of the seven financially closed projects and the TA loan for Punjab DSSP 
had substantial loan balances cancelled at loan closing. Similar to loan and grant projects, a number of 
TAs also encountered significant implementation delays and cancellations. Two TAs were not signed 
within 12 months from loan approval and were subsequently cancelled.    
 
63. Compared with ADB, other agencies do relatively more in the social sectors and with a larger 
number of staff working hands-on in the country. For example, the World Bank Office in Pakistan has 
six ongoing education projects and 14 people, including 4 senior specialists and operation’s advisors, 
and 10 staff who work exclusively on these projects. At present, ADB does not have a social sector 
specialist based in the country office (but the loan program has also stopped, with apparently no 
ambitions to start anything up in the near future). Data on Organisation for Economic Co-operation 
and Development (OECD) development support to Pakistan show that in 2011, more than one-third 
was allocated to education (26%) and health (8%). As mentioned, support for the social sectors as a 
whole can be assumed to have been 7%–8% of all ADB support over the period. 
 
64. Spring cleaning heavily affected the social sector operations, both those approved before 2002 
and those after (Table K.4).  
 

Table K.4: Loan Cancellations in ADB’s Social Sectors Programa 

 
 
Loan 
No. Program/Project Name 

Approved 
Amount 

($ million) 

Cancelled 
Amount 

($ million) 

Share of 
Cancellations in 

Approved 
Amount (%) 

1900 Reproductive Healthb  36.00 38.39 87c 
2049 Sindh Devolved Social Services Program (TA Loan)  10.00 8.77 88 
2202 Balochistan Devolved Social Services Program  130.00 20.00 15 
2203 Balochistan Devolved Social Services Project  65.00 45.98 71 
2204 Balochistan Devolved Social Services Program (TA Loan)  5.00 4.96 99 
1916 Decentralized Elementary Education  75.00 76.94 90d 
2135 Restructuring TVET (NWFP) 11.00 9.29 84 
2133 Restructuring TVET System (Balochistan) 16.00 12.10 76 
 Total 348.00 216.43 62 
ADB = Asian Development Bank, JFPR = Japan Fund for Poverty Reduction, NWFP = North-West Frontier Province, TA = technical 
assistance, TVET = technical vocational education and training. 
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a  Two JFPR activities were cancelled but are not listed in this table. The Balochistan DSSP is included here but was classified as 
PSM. This was also briefly discussed in the assessment of PSM. 

b  The Reproductive Health Project was approved in October 2001, and was under implementation during the CAPE period. 
c   Share of cancellation in principal amount of $44.07 million. Amount utilized is $5.68 million.  
d    Share of cancellation in principal amount of $85.77 million.  
Note: This table excludes cancellations for Loan 2153 (75% of approved amount). 
Source: Operations Services and Financial Management Department. 

 

65. Of the 17 approved ADB loans and grants in the social sectors, about $216 million (62% of the 
original total loan amount of $348 million) was cancelled.  
 
66. Based on document review and interviews in Pakistan, it appears that the decision to cancel so 
many projects on account of the low disbursement rate was felt abrupt, with limited consultations with 
the provincial government, executing agencies, and implementing agencies. For example, the Ministry 
of Health wrote a letter, copied to ADB, stating that the cancellations of the JFPRs “were made in haste 
by the Bank.” 
 

3. Assessment  
 

67. ADB’s program over the period is rated less than successful. Education projects in the period 
were not innovative and had mirrored a similar pattern of support to what was provided by the federal 
government. This can be seen in its TVET support to Balochistan and Khyber Pakhtunkhwa. While ADB 
sought to improve fiscal and financial management at the provincial level and to enhance resource 
efficiency through the Punjab Resource Management Programs, these initiatives were insufficient. ADB 
programs were too small to have a significant impact on the ground and did not allow for ADB to build 
a critical mass of expertise. ADB’s presence in the social sectors has been questioned both within PRM 
and by its partners in Pakistan; and in fact for several years now, no more education support has been 
provided. Education features in ADB’s Strategy 2020,42 but not in the program in Pakistan. Health 
interventions, which are less prominent in the ADB corporate strategy, have also been abandoned in 
Pakistan.  
 
68. Strategic positioning. This is assessed as less than satisfactory. The social sectors were not 
highlighted well in the ADB strategy documents, and therefore ADB’s strategic positioning in the social 
sectors and the goals it set out to achieve remained unclear as well. Although the country strategy and 
program (CSP) 2002–2006 had social development as a theme, the focus of the social sector strategy 
was on improving governance structures, through the DSSPs, and TVET. In the 2009–2012 CPS, the 
social sectors no longer received attention, except for a need to support the government with its social 
protection initiatives through budget support. The reasons for the discontinuation of an ADB education 
and health program for Pakistan were not well elaborated. In spite of the discussion of the poor social 
indicators in Pakistan, there was insufficient analysis of the opportunities or constraints affecting the 
education, and health and social protection sectors, and what ADB could still do.  
 
69. The program in the social sectors did not form a coherent response to country needs or 
government priorities; projects were dispersed geographically without clear linkages and were not 
more specific than that they would address poverty reduction or MDG support. They did not identify 
logical niches for development partner support. Some modalities were also questionable. The DSSPs in 
particular might have performed better if they had been shaped as longer term investment projects, 
given that the priority needs of the provincial governments were capacity development and 
strengthening of administrative and financial mechanisms of devolution; the key reforms were already 
promulgated, albeit imposed on the provinces. There seemed also to have been little learning from 
earlier support provided to the social sectors (notably the Social Action Program, and the Balochistan 
and Khyber Pakhtunkhwa TVET programs. 

                                                   
42 ADB. 2008. Strategy 2020: Working for an Asia and Pacific Free of Poverty. Manila. 
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70. Relevance. The social sector program is rated less than relevant. In terms of the number and 
magnitude of interventions, those early in the CAPE period were consistent with the stated strategic 
intentions. As per the CSP 2002–2006, ADB portfolio spending on social sectors was seen to rise from 
13.4% in 1999–2001 to about 27% by 2004–2005 Thereafter, however, the strategies became less 
coherent, and, while some weighty commitments continued to be articulated, the actual support 
gradually slid to practically zero after the last disbursement of the social protection component of the 
BISP in 2010 through the AETP.  
 
71. ADB’s social sector interventions all experienced significant problems with their design. In one 
case, the design proceeded even though it was clear that the political and organizational receptivity 
was not supportive (NWFP DSSP); and eventually this loan was prematurely closed before the midterm 
review. In other cases, the designs themselves were questionable. As the PCR validation report (PVR) for 
the NWFP TVET remarked “the project design failed to fathom fully the institutional context in which it 
was operating.”43 Because many interventions were too complex, they outstripped government 
implementation capacities. The DSSPs suffered from neglect as they unfolded, and it became 
increasingly obvious that the provincial governments were ambivalent about the programs. Efforts to 
complete tranche conditions waned, waivers were requested, or conditions were met in a perfunctory 
fashion. However, as noted earlier, the federal government was very keen to accept program loans 
because of the badly needed foreign currency. This was then passed on to the provincial governments, 
in local currency, under the same terms and conditions. The provinces, however, had different 
objectives and needs.     
  
72. Efficiency. The social sector program is rated less than efficient. ADB’s portfolio was 
characterized by delays and slow starts in the implementation stage due to the late establishment of 
project implementation units, frequent changes in project administration in ADB, and weak capacity of 
project staff in the executing agencies. Implementation was also hindered by low disbursements, and 
the implementation difficulties ultimately led to substantial cancellations. Two projects were closed 
ahead of schedule, resulting in cancellations of the unutilized loan proceeds. Three of the seven closed 
projects (including the TA grant for Punjab DSSP) had substantial loan balances cancelled at loan 
closing. Two grant support projects were cancelled, and a number of TAs encountered significant 
implementation delays. Two TAs were still unsigned 12 months after loan approval and were 
cancelled.44 The delays and complications that reduced efficiency were in some cases attributed by ADB 
staff to the difficulties of the devolution process. This may be valid to an extent, but other development 
partners are continuing to work with the provincial governments in Punjab, Sindh, and Khyber 
Pakhtunkhwa within the devolved arrangements for social service delivery, whereas ADB was initially 
engaged to support the provincial governments through DSSPs, but then no further support was 
provided (e.g., Canadian International Development Agency in Khyber Pakhtunkhwa education and 
health, German Society for International Cooperation and Department for International Development 
(DfID) in Khyber Pakhtunkhwa education and governance, DfID and the World Bank in Punjab 
education) all indicate that it is the approach to engagement that is critical.  
 
73. Effectiveness. The social sector program is rated less than effective. The CAPE assessment of the 
individual interventions reveals that the majority of outcomes and outputs have not been achieved. In 
particular, the institutional outputs or policy reforms, from both project and policy-based loans, 
generally failed to materialize. These related, for instance, to new health systems (health insurance), 
and increased autonomy of TVET institutions. The success of the Punjab MDG Program,45 concluded in 

                                                   
43  ADB. 2011. Project Validation Report: Restructuring of the Technical Educational and Vocational Training System Project 

(North-West Frontier Province).  Manila.  
44 Mobilization of Grassroots Stakeholders for Pro-Poor Social Service Delivery (Sindh), approved in November 2004, and 

Developing Social Health Insurance, approved in July 2005.  
45  Punjab Millennium Development Program (Subprograms 1 and 2). This program aimed at helping the Government of Punjab 

attain MDGs 4 and 5, which called for a reduction of infant mortality rate and maternal mortality ratios, by assisting the 
Government of Punjab in undertaking health sector reforms to improve the availability and quality of primary and secondary 
health services, better manage the health service delivery, and develop a sustainable and pro-poor health care financing 
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2010, and the last social sector activity in the ADB portfolio, has yet to be assessed. It appears to the 
evaluation that it has pushed the envelope of minimum service standards, but its progress against 
health indicators remains undetermined.46 Social sector loans have not been replaced by follow-on 
projects as they closed. In fact, the negligible investment remaining at this point in the social sectors 
makes it unlikely that any outcomes in the sector will have ADB’s handprint on them.  
 
74. Sustainability. The social sectors’ program is less than likely sustainable. The main limitation on 
sustainability is the limited progress made on the intermediate institutional outcomes. Without 
significant changes in mechanisms, practices, and systems, there was little basis for expecting 
sustainability. The partial success of some outputs, such as the minimum service standards or the 
public-private partnerships in health and education, and the foundation provided by ADB support 
(often across several programs) could yield benefits in the future, but only if the impetus continues to 
be actively pursued. ADB has not done well in Pakistan on social sector outcomes. For example, in 
education, upgraded classrooms will yield benefits for some time, but there is no certainty that the 
schools will be better maintained or that school-based management will be applied, or that there will 
be a better link between vocational and technical schools and the labor market. There is also no 
evidence to show that the added fiscal space provided by the DSSPs and Punjab MDG Program resulted 
in commensurate increases in social sector spending (although it was a tranche release condition to 
demonstrate that the program funds were an additionality to own budget) of the magnitude foreseen 
in the CPS program design (in the order of 15% annually).  
 
75. Development impact. This is rated unsatisfactory. The impact of ADB support on the social 
sectors is difficult to quantify, in part because of the poor or contested baselines and poor tracking of 
program and sector outcomes. Several interventions were terminated early,47 the devolution process 
was in part reversed, and there was considerable underutilization of approved funds. Even had the 
performance been better, the quantum of support, except at the commencement of the CAPE period 
was relatively small. ADB social sector initiatives have not seen consistent government ownership and 
attention. They have been dogged by persistent implementation difficulties, with ADB often being 
unresponsive to capacity issues and deteriorating performance. Projects frequently failed to disburse 
well or ran late. Supervision from ADB has been lax. This is also a result of frequent project officer 
turnover (with gaps).48 ADB’s long procurement procedures and a lack of delegation to PRM have 
frustrated government partners, who point to a lack of ADB responsiveness and efficiency. Spring 
cleaning in the social sectors was rather abruptly pursued, without adequate consultation with PMU 
staff directly handling projects. The way it was applied did little to improve relations between ADB and 
government partners, and may have led to missed opportunities for salvaging some results or shaping 
the portfolio in a more coherent way—particularly in terms of continuity. ADB has remained mostly on 
the margin of the policy dialogue in the social sectors. The ADB social sector strategy suffered 
accordingly, being poorly articulated, inadequately justified, and only loosely connected to government 
policies and the activities of other development partners. ADB began the CAPE period with a 
substantial portfolio in the social sectors, but this was allowed to diminish. In the context of a greater 
focus on the infrastructure sectors, and anticipating reduced volumes for Pakistan lending, the social 

                                                                                                                                                                    
system. A PCR was to be prepared at around the same time as the CAPE exercise. However, the fact that the World Bank had 
just announced a $100 million loan to spur health sector reforms does not suggest that the reforms promoted through the 
Punjab MDG Program were substantial or successful; ADB’s role was not mentioned.   

46  The Punjab MDG Report 2011 noted that the MDG 4 targets for reducing the Infant Mortality Rate to 40 per 1000 live births 
and the Under 5 Mortality Rate to 52 per 1000 live births were unlikely to be met. On MDG 5, Improving Maternal Health, with 
the exception of targets on contraceptive prevalence rates, targets on other indicators were unlikely to be met. 

47 The first is the Restructuring of the Technical Education and Vocational Training System (Balochistan) Project (Loan 2133), 
which was closed early due to (i) slow physical progress, (ii) weak capacity and commitment of the executing and 
implementing agencies, (iii) weak capacity of consultants, (iv) noncompliance with the loan covenant and time-bound action 
plan, and (v) declaration of civil works as misprocurement. The second is the Restructuring of the Technical Education and 
Vocational Training System (NWFP) Project (Loan 2135), which was closed early due to the slow progress and unsatisfactory 
performance of the project. 

48 Particularly, Punjab DSSP had a staff turnover.  
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sectors have been squeezed out.49 The low capacity in the social sectors and likely soon in PRM runs 
counter to the prospects of any resurgence in social sector initiatives. Pakistan’s social sectors still face 
major challenges in achieving the education, social protection, health and nutrition targets. Other aid 
agencies remained involved in the social sectors, by being engaged in the policy dialogue and by 
providing support directly to the social sectors over the CAPE period. ADB’s decision to withdraw from 
the social sectors should be reviewed in light of the new CPS.  
    
D. Finance Sector Development Program 
 

1. Context 
 
76. In the early 2000s, government strategies focused on rural development, small and medium 
enterprise (SME) expansion, and microfinance growth. In the financial sector, banking reforms resulted 
in the restructuring of the banking system, with a shift of about 70% of the banking system in 2002 
from state-owned to private sector ownership. However, progress in capital market development has 
lagged, and a responsive and sustainable microfinance sector has yet to emerge.  
 
77. During the second half of the evaluation period, government strategy began focusing on 
enhancing competiveness through higher investment and increased total factor productivity. The public 
sector was to focus on establishing and enforcing the appropriate policy and regulatory environment, 
delivering basic services, and implementing a poverty reduction strategy. Privatization, improvements in 
the investment climate, and capital market development were major components of the government 
strategy.  
 
78. Small and medium enterprises. At the beginning of the evaluation period, SMEs were a 
significant source of employment. Ninety percent of private sector manufacturing enterprises employed 
fewer than 99 persons. Three constraints to SME growth were often cited: (i) lack of access to financial 
services, (ii) poor market environment, and (iii) lack of access to technology.50 The World Bank 2002 
Enterprise Survey for Pakistan listed access to finance as one of the top five constraints. In 1998, the 
government established the Small and Medium Enterprise Development Authority (SMEDA) to 
spearhead the development of SMEs through facilitation of policy making and provision of services 
such as training and development of business plans. The Ten-Year Perspective Development Plan 
2001/2011 focused on four key sectors in reviving economic growth: agriculture, SMEs, information 
technology, and energy. The Interim Poverty Strategy Paper 2001 emphasized the role of SMEDA in 
supporting SME growth. Vision 2030 proposed increasing SME productivity through training in skills 
and better managerial practices and technology, while the Medium Term Development Framework 
(MTDF) 2005–2010 gave special attention to improving quality standards to enable integration in the 
wider international supply chain.  
  
79. Rural development. The rural sector—with many landless families—was viewed as an 
underserved market for financial services. However, rural finance institutions (RFIs) were weak and 
inefficient. The key RFI was the state-owned Zarai Taraquiati Bank Limited (ZTBL), which accounted for 
about 50% of the lending to the rural sector in 2002. ZTBL was characterized by high transaction costs, 
poor repayment rates, and low profitability. Commercial banks accounted for about 40% of rural 
finance. Commercial bank loans to the agriculture sector were made primarily to meet mandatory 
credit requirements and were limited to financing marketing operations with commodity stocks as 
collateral. There were five provincial cooperative banks (PCBs), accounting for about 10% of lending. 
PCBs were weak in terms of saving services. Apart from poor access to finance, rural enterprises faced 

                                                   
49 However, it should be noted that the AETP supported the social sectors. Also, PRM is trying to stay connected to the social 

sectors through social protection experimentation, specifically the ADB-Citi Foundation partnership. This initiative has some 
merit but has little prospect of scaling up, and may divert attention from other more substantial opportunities.  

50  ADB. 2003. Report and Recommendation of the President to the Board of Directors: Proposed Loan to Islamic Republic of 
Pakistan for the Small and Medium Enterprise Sector Adjustment Program. Manila. 
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several challenges, such as low product quality; lack of access to technology; low levels of literacy in 
rural areas, particularly among women; poor business management practices; and reluctance or limited 
capacity to adopt more modern technology and practices. A 2005 World Bank Survey of Rural 
Enterprises in Pakistan identified finance and infrastructure as the main constraints.51 
 
80. Microfinance. At the beginning of the evaluation period, Pakistan had one of the lowest 
microfinance penetrations in the region. Three public or nongovernmental organization (NGO) entities 
accounted for virtually 70% of the sector’s active clients. Access to credit by the rural poor was limited 
to local moneylenders. The immediate challenge was increasing the supply of microfinance. There were, 
however, two other challenges. One was how microfinance institutions could become sustainable— 
most providers were dependent on external funds to sustain operations. Another was how to broaden 
the range of financial services, which at that time focused only on lending, while other financial 
services (such as savings, transfers, and remittances) were in demand by poor households. Government 
strategies included microfinance as an integral part of support, in particular in the SME and rural 
sectors.  
 
81. Capital markets. Early in the 2000s, financial sector reforms resulted in the restructuring of the 
banking system, but development of the nonbank financial sector had lagged. The banking system was 
transformed and was sounder, more efficient, and competitive with the private banks dominating the 
system. With the growing integration of financial markets, there was a need for reviewing policy and 
regulatory structures. Increasing investor confidence required clear policies, an appropriate regulatory 
framework, and a credible regulator. But policy making was fragmented, involving diverse ministries, 
especially with regard to contractual savings and institutional investments, where the Ministry of 
Commerce (for life insurance) and the Ministry of Labor (for pension systems) had oversight 
responsibilities. Distortions existed at the policy level, in particular with regard to differential tax 
treatment of financial instruments. There was a need for strengthening of governance in various 
institutions and market participants, including the stock exchanges, brokers, institutional investors, and 
rating agencies. As was the case in the banking system reforms, capital market development needed to 
address fundamental restructuring of institutions, including privatization in some cases.   
 

2. Portfolio 
 

82. ADB approved about $1.4 billion52 of sovereign loans in finance sector development (FSD)53  of 
which $54 million was for project loans (see Appendix 1, Linked Document A of the main report for 
details). Policy-based loans accounted for most of the lending. The majority of the project loans were 
part of programs that combined policy and project lending: $1.2 billion was disbursed, with five 
project loans disbursing $28 million out of an approved amount of $54 million. Three major programs, 
amounting to almost $660 million, were approved within a 12-month period during 2002–2003: (the 
Financial [Nonbank] Markets and Governance Program for $260 million, the Rural Finance Sector 
Development Program for $225 million, and the SME Sector Development Program for $170 million). 
These program loans—covering the development of capital markets, rural finance, and SMEs—were 
policy based and had accompanying project loans. The SME Sector Development Program included a 
$65 million Partial Risk Guarantee to private sector banks. During 2006–2007, ADB approved two 
policy-based loans covering microfinance and capital markets, called Improving Access to Financial 
Services (Phase 1) for $320 million, and the Second Generation of Capital Market Reform for $400 
million. Also approved at that time were two project loans: one to finance an endowment fund for 
financial inclusion, and the other to support rural enterprises.54 The PCRs for these loans rated the 

                                                   
51  World Bank. 2005. Pakistan Rural Investment Climate Survey. 
52  This combines loan approvals in two sectors: Finance and Industry and Trade. This figure does not include the Sindh Growth 

and Rural Revitalization Program, whose approved amount is $100 million. 
53  Covering programs and projects classified as finance, and industry and trade. 
54  The Rural Enterprise Modernization Project, approved in 2006, for $5 million was classified under the industry and trade 

sector.  
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performance generally less than successful or unsuccessful, with the exception of the Improving Access 
to Financial Services Program, which the operations department rated successful; however IED’s PVR 
rated it less than successful.  During the latter part of the evaluation period, the FSD agenda was 
incorporated in PSM programs, notably AETP, the Punjab Government Efficiency Program, and the 
Sindh Rural Revitalization Program I and II (not included in this assessment). 
 
83. ADB approved six FSD-related ADTAs55 during the CAPE period, amounting to about $5.5 
million, of which less than 50% was disbursed. Several ADTAs supported implementation of various 
ADB program loans. The two ADTAs on industrial environment management encountered problems 
due to reorganization in the environment and industry ministries, with one ADTA failing to get off the 
ground. A $2.0 million JFPR grant, Microfinance for the Poorest, was approved on 30 January 2007 but 
was cancelled due to lack of progress in project implementation.  
 
84. The spring cleaning exercise starting in 2007 has had only a limited impact on the financial 
sector portfolio. Most of the total approved loans was disbursed—about $ 1.24 billion of $1.4 billion.  
The two large cancellations effectuated were in the Financial (Nonbank) Markets and Governance 
Program (cancelation amount of $77.4 million) and Rural Finance Sector Development Program 
(cancelation amount of $72.8 million) (Table K.5). These two programs accounted for about 85% of the 
total cancelled amounts in the financial sector.  For both the programs, the cancellations were due to 
unmet conditions of the program loan. For two much smaller project loans (SME Sector Development 
Project for $18 million and the Rural Finance Sector Development Project for $25 million), more 
flexibility in allowing for further extensions would have benefitted the projects.   
 

Table K.5: Loan Cancellations in ADB’s Finance Sector Development Programa 

Loan  
No. Program/Project Name 

Approved 
Amount    

($ million) 

Amount of 
Cancellation   
($ million) 

Share of 
Cancellations 
in Approved 
Amount (%) 

1955 Financial (Nonbank) Markets and Governance Program 260.00 77.40 29.8 
1956 Strengthening Pension, Insurance, and Savings Systems 3.00 1.58 52.8 
1957 Strengthening Regulation, Enforcement, and Governance 

of Nonbank Financial Markets 
3.00 1.28 42.6 

1987 Rural Finance Sector Development Program 225.00 72.75 32.3 
1988 Rural Finance Sector Development Project 25.00 18.43 73.7 
2067 Small and Medium Enterprise Sector Development Project 18.00 12.70 70.6 
2230 Rural Enterprise Modernization Project 5.00 4.72 91.0b 
  Total 539.00 188.87 35.0 
ADB = Asian Development Bank. 
a  Programs and projects classified as finance, and industry and trade. 
b    Share of cancellation in  principal amount of $5.20 million. 
Source: Operations Services and Financial Management Department. 

 

85. In the case of the SME project, the Business Support Fund component could have received 
more funding, which would have benefited more SMEs (it would still not likely have achieved the 
objective of jump starting a private business development services market). In the case of the Rural 
Finance Sector Development Project, ZTBL was not able to implement the computerization project using 
ADB funds, but eventually used its own funds for the project.  The two major programs (Improving 
Access to Financial Services and Second Generation of Capital Market Reform) approved during/just-
after the spring cleaning exercise had a better performance (with respect to effectiveness and 
efficiency) compared with earlier programs (during the CAPE period). During discussions with the 
evaluation team, executing agencies raised no major concerns regarding the spring cleaning exercise. 
 

                                                   
55 Finance sector ADTAs that were not included were (i) Support for Subprogram 3 of the Punjab Resource Management Program 

(which was not included in the assessment because of its links to PSM); and (ii) Supporting the Private Participation in 
Infrastructure Program, which accompanied a multisector loan for Infrastructure Development. 
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3. Assessment  
 

86. Overall, ADB performance in FSD is rated less than satisfactory. 
  
87. Strategic positioning. The strategic positioning of ADB activities in FSD is rated satisfactory.  
ADB activities were responsive to the country challenges and government development priorities, even 
as the focus of government strategies changed over the evaluation period. In the first half of the 
evaluation period, ADB activities focused on those envisioned to have poverty impact—as in the case of 
the SME, rural development, and microfinance programs. The Financial (Nonbank) Market Governance 
Program represented continuity of the 1997 Capital Market Development Program; in addition, there 
was a window of opportunity to push difficult reforms, given the ongoing IMF program. In the latter 
part of the evaluation period, ADB supported the government priorities with the Second Generation of 
Capital Market Reform Program. ADB programs generally complemented the activities of development 
partners; for example, in the financial sector, the World Bank focused on the banking sector, while ADB 
covered capital markets. In addition, activities of development partners—as in microfinance and 
financial infrastructure—helped sustain reforms implemented under various ADB programs. ADB 
reports and recommendations of the President (RRPs) included a section which listed donor activities 
and explained positioning of ADB programs.  
 
88. Relevance. The ADB program in FSD is rated less than relevant. The programs and projects were 
consistent with the country strategies. The programs and projects addressed key sector development 
issues. However, there were design flaws that eventually led to poor or incomplete outcomes for many 
programs and projects. The Rural Finance Sector Development Program focused on restructuring ZTBL 
instead of encouraging entry of private sector banks—including microfinance banks—which could 
mobilize deposits and provide a variety of other financial services to the rural sector. The SME Sector 
Development Program created the Business Support Fund to “jumpstart the market for business 
development services,” but the intended demonstration effect has not materialized.56 The Financial 
(Nonbank) Market Governance Program suffered from program complexity and lack of ownership, 
resulting in cancellation of the final tranche. The bulk of the assistance of about $1.4 billion in 
sovereign loans in Finance Sector Development went to the general budget rather than to finance 
specific policy reforms. Only one private sector assessment was completed during the evaluation 
period, and the planned financial sector strategy paper did not materialize. The designs of results 
frameworks covering outcomes and impacts were generally weak, mainly in identifying monitorable 
indicators, leading to difficulties in evaluating performance.  
 
89. Efficiency. The ADB program is rated less than efficient. The programs and projects experienced 
many operational inefficiencies. In the Rural Finance Sector Development Program, there were delays in 
implementation due to reorganization in both the government and ADB. A third of the $225 million 
program loan was cancelled; more than two-thirds of the $25 million project loan was undisbursed. 
The Rural Enterprise Modernization Project had $4.7 million of the $5.2 million loan cancelled. There 
were problems in the coordination of activities in the SME Sector Development Program, resulting in 
loss of momentum for reforms and delayed implementation. The Financial (Nonbank) Market 
Governance Program experienced lack of ownership of several components, eventually resulting in the 
cancellation of the final tranche. There were delays in staffing the program implementation unit 
supporting the Second Generation of Capital Market Reform Program. The Improving Access to 
Financial Services Program loan was implemented efficiently, but there were delays in the take-up of 
the endowment fund due in large part to overlaps with other externally funded programs. The ADTAs 
also experienced implementation issues, with less than 50% disbursement of approved amounts. The 
Industrial Environment Management Capacity Building ADTA was never implemented, and the JFPR 
grant TA Microfinance for the Poorest was cancelled. 
 

                                                   
56 The PCR for the SME Sector Development Program attributed the limited impact of the Business Support Fund to the way it 

was designed—a more targeted approach would have been more effective. 
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90. Effectiveness. The ADB program is rated less than effective. The area where ADB achieved 
expected results was in microfinance, where ADB came in at the right time with an appropriate design. 
The area with the most disappointing results was rural development, where the ADB activities made a 
negligible contribution to sector improvement. The capital markets and SME programs had mixed 
results. The failure of restructuring and privatization of state-owned institutions and lack of appropriate 
capacity development have contributed to the intended outcomes not being fully achieved. Table K.6 
summarizes the progress toward sector outcomes and intermediate outcomes. 

 
Table K.6: Progress in Achieving Outcomes  

Outcomes Progress 
Improved Competitiveness of SMEs Not achieved 
Sustainable Rural Finance System Improving, but ADB contribution was neglible 
Growth of Sustainable Microfinance Sector  Achieved, though Pakistan still lags South Asia region 
Capital Market Deepening and Broadening Not achieved 
Increased Resource Mobilization from Nonbank Financial Sector Not achieved 
Intermediate Outcomes Progress 
Increase in SME Lending SME lending declining since 2008 
Development of Dynamic Business Development Services Market Not achieved 
Increase in Rural Sector Lending Improving, but ADB contribution was negligible 
Provision of Sustainable Business Development Services to Rural 
Enterprises 

Partly achieved, with government establishing a 
support mechanism outside the ADB program 

Increase in Diversified Microfinancial Services Achieved 
Improved Sustainability of Microfinance Providers Achieved 
Development of Contractual Savings Institutions Partly Achieved with the emergence of the voluntary 

pension funds 
Improved Governance of Capital Market Institutions Achieved 

ADB = Asian Development Bank, IED = Independent Evaluation Department, RRP = report and recommendation of the 
President. SME = small and medium enterprise. 
Sources: Outcomes and Intermediate Outcome Indicators from RRPs; Progress is based on IED assessment. 
 
91. Many of the economic benefits that justified the cost of the programs at the beginning of the 
evaluation period—the SME Sector Development Program, the Financial (Nonbank) Market Governance 
Program, and the Rural Finance Development Program—did not materialize. These include privatization 
of the SME Bank, restructuring of ZTBL into a sustainable financial institution, transformation of 
provincial credit cooperatives into microfinance institutions, reform of public sector contractual 
institutions, introduction of a clear regulatory framework for occupational savings schemes, and 
enactment of legislation that clarifies accountabilities and ensures independence of the Securities and 
Exchange Commission of Pakistan. The $400 million Second Generation of Capital Market Program 
contributed to the growth of the mutual fund and voluntary pension fund industries, but debt markets 
continue to be undeveloped, and the share of the nonbank financial sector in financial sector assets has 
declined—economic returns are thus mixed. The Improving Access to Financial Services Program has 
high economic returns—the microfinance sector has been going through a significant restructuring 
process that would enable the sector to achieve its objectives of greater outreach and self-sustainability 
without requiring public resources.  
 
92. ADB rural development activities did not achieve the intended results. The Rural Finance Sector 
Development Program was not successful in transforming ZTBL into an efficient and sustainable 
financial institution—this was the main cost component of the program. During 2007–2011, ZTBL 
continued to experience high loan-to-deposit ratios, averaging almost 1,300% compared with the 
industry’s 71%. Nonperforming loans (NPLs) to total loans averaged about 20% during 2007–2011, 
higher than the banking industry’s 12%. The other program components were not completed: 
provincial cooperative banks were not transformed into microfinance institutions, the development of a 
credit union plan did not materialize, and the partial cancellation of the loan precluded support 
towards the development of crop insurance. As a result, the program had a negligible contribution to 
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the development of sustainable rural finance.57 The Rural Enterprise Modernization Project was not able 
to deliver intended outputs, with the government deciding to go on its own in establishing a support 
mechanism for rural enterprises. 
 
93. The ADB activities in SME development achieved some intermediate outcomes, but the 
intended main sector outcome (improved competitiveness)58 has not been met. The SME Sector 
Development Program effectively addressed labor regulation and inspection issues, major obstacles to 
enterprise growth.59 The program and an ADTA60 made important contributions to the development of 
financial infrastructure by expanding the Credit Information Bureau and providing the groundwork for 
strengthening the secured transactions regime. The World Bank 2007 Enterprise Survey for Pakistan 
showed improvements in the areas of labor regulations and financial access between 2002 and 2007. 
As part of the program, the SME Bank was restructured, with substantial reductions in branches and 
staff as well as repayment of credit lines to the State Bank of Pakistan (the central bank). However, the 
SME Bank plays a negligible role in SME finance and has not been privatized. The share of SME to the 
total bank portfolio declined from 12% at end-2008 to 7% at end-2012. In addition, the establishment 
of the Business Support Fund (BSF) has not resulted in the development of a private sector-driven 
market for business development services, one of the key intended intermediate outcomes. The 
outcome indicator for improved competitiveness in the SMESDP—share of SMEs in exports—has not 
changed during the past 10 years.61 
 
94. While the ADB activities in capital markets made important contributions, the sector outcomes 
have been disappointing. There have been improvements, mainly in the areas of governance and 
supervision capacity. Mutual funds and voluntary pension funds have been growing during the past 5 
years with the establishment of an appropriate regulatory regime—supported by ADB—for these two 
market segments. However, the key outcomes envisioned in ADB’s capital market activities—increased 
resource mobilization and increased depth and diversity in the nonbank financial sector to bring about 
a more balanced financial system—have not been achieved. In part, the adverse global conditions and 
domestic uncertainty are contributory factors to poor sector outcomes. There is also a substantial 
uncompleted reform agenda, notably in the restructuring of public sector contractual savings 
institutions, supervision of Occupational Savings Schemes,62 and development of debt markets. In 
addition, the critical pieces of legislation that would underpin modern capital markets—the Financial 
Services Commission of Pakistan Law and the Securities Law—have not been passed. 
 
95. There has been encouraging progress towards achieving outcomes in the microfinance sector. 
There have been improvements in access to microfinance services—during 2006–2011, the number of 
borrowers doubled and the loan portfolio tripled. There has been a structural shift in the sector toward 
greater share of microfinance banks, which have capacity to mobilize deposits as an important source 
of sustainable funding, are able to provide a variety of financial services, and are subject to State Bank 
of Pakistan prudential regulations and oversight. Kushhali Bank has been privatized, and the largest 
microfinance institutions—the National Rural Support Program and the Kashf Foundation—have 
transformed part of their operations into microfinance banks. Branchless banking has been a major 

                                                   
57  The government and the State Bank of Pakistan implemented a rural finance strategy that focused on increasing the 

participation of commercial banks by establishing appropriate prudential regulations in 2005 and expanding the agricultural 
credit schemes in 2006 to include nonfarm production. The Government did not recapitalize ZTBL, and the State Bank of 
Pakistan did not provide additional resources to ZTBL. The share of commercial and microfinance banks in rural lending has 
since increased to 80%, with good rural portfolio performance: the share of NPLs is at par with the average for the total 
banking portfolio. In addition, the share of the nonfarm segment in rural lending increased from 15% in 2006 to 43% in 2012. 

58  The SME Sector Development Program indicators for improved competitiveness were export volume of exporters with turnover 
up to $5 million per annum (no numerical targets provided in the RRP), and volume of loans to SMEs exceeding 25% total 
loans provided by financial institutions by 2009. 

59  Enterprise Survey for Pakistan, 2002, World Bank. 
60  ADB. 2003. Technical Assistance for Strengthening Secured Transactions. Manila.  
61  ADB. 2012. Extended Annual Review Report: Citibank Pakistan SME Facility. Manila (November). 
62  Occupational Savings Schemes consist of gratuities, provident fund, and pension schemes established at the company level. 

These are thinly regulated, and in most cases the pension assets are not established separately from those of the company. 
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innovation in improving access to financial services. There has been progress in the areas of microcredit 
information and financial literacy, but it will take time to determine the effectiveness of these 
initiatives. A medium-term strategic framework is in place to guide the sector into achieving the 
government’s outreach targets. 
 
96. Sustainability. ADB’s program is rated less than likely sustainable. In the SME sector, the 
improvement in the area of labor regulations is likely to be sustained, given further support from the 
ADB AETP and the World Bank’s Poverty Reduction Support Credits. However, initial positive results in 
SME access to lending have not been sustained, with a decline in the share of SMEs in bank lending 
during 2008–2012. The BSF faces high financial sustainability risk and is unlikely to have a long-term 
impact on the development of a business development services market. In capital markets, institutional 
strengthening reforms in key institutions such as the Securities and Exchange Commission of Pakistan 
(SECP) and the stock exchanges are likely to be sustained, with the SECP developing a second-
generation capital market development program with market participants. These institutions are well 
funded and staffed; in the case of SECP, it was able to get approval for increasing remuneration of 
senior staff to attract qualified people. But there are two critical pieces of legislation in capital markets 
that have not been enacted, which poses a risk to sector development and supervision strengthening. 
In microfinance, the results are favorable due to a supportive underpinning legal and regulatory 
framework, the current structural change in the sector, and the existence of capable institutions such as 
the State Bank of Pakistan and the Pakistan Microfinance Network that help guide sector development. 
However, the microfinance agenda is still large and unfinished,63 requiring continued dialogue and 
support, but the planned second phase of the Improving Access to Financial Services Program did not 
materialize. 
 
97. The lack of continuity of efforts by ADB in important areas increases the risk to sustainability. 
Some of the stakeholders interviewed stated that there was lack of continuity in ADB support to SME 
development, especially in the areas of access to support services and access to finance. Restructuring 
of public sector contractual savings institutions, regulation of Occupation Savings Schemes, and 
pension reform are important initiatives begun under the Financial (Nonbank) Market Governance 
Program, but were not continued under the Second Generation of Capital Market Reform Program and 
the AETP. An ADB policy paper64 noted that “ADB’s continual effective dialogue during and after the 
program period is necessary to help sustain results and help inform the next steps for supporting 
further reform as needed.”  
 
98. Development impact. The impact of ADB activities in FSD is rated less than satisfactory. Several 
programs are not likely to achieve the impact envisioned in the program results frameworks. Program 
and project impact indicators typically include measures of growth, poverty reduction, employment, 
and competitiveness. In the rural sector, the ADB activities failed to even complete several outputs. In 
capital markets, with the declining share of the nonbank financial sector in total financial system assets 
and the declining ratio of market capitalization to GDP, it is unlikely that the program had an impact 
on investment and savings rates. In the SME sector, while there were achievements in the areas of 
business climate and financial infrastructure, other binding constraints—notably deterioration in access 
to electricity and macroeconomic uncertainty—emerged, contributing to the declining share of SMEs in 
bank lending and lack of progress in achieving SME competitiveness. In microfinance, the reform 
trajectory and increasing outreach make it likely that the sector will contribute to employment 
generation and poverty reduction, though at this time measures of financial inclusion show that 
Pakistan still lags behind the region.  
 
 
 

                                                   
63 Pakistan continues to lag behind many countries in the South Asia, and Middle East and North Africa regions in terms of major 

microfinance indicators, though the gap has been reduced. 
64  ADB. 2011. Review of ADB’s Policy Based Lending. Manila. 
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E.  Transport Program 
 

1. Context 
 

99. The performance of the transport program over the 2000s suffered from special country 
context. Budgetary deficits, peace-and-order problems, and natural disasters have had repercussions on 
the delivery of infrastructure services as well as the performance of ADB-supported infrastructure 
projects. Adding these special problems to the more persistent sector issues explains the difficulties 
that ADB and other development partners have had in addressing performance and sustainability 
problems.  
 
100. Transport services in Pakistan are dominated by road transport, which carries 91% of passenger 
traffic in passenger-kilometers and 96% of freight traffic in ton-kilometers. The railway system is 
operated by the government-owned Pakistan Railways (PR). Rail passenger traffic is stagnant, while 
freight traffic has steadily declined over the last two decades and has lost 70% of its volume to road 
transport. Economic development has largely bypassed PR. Its share in Pakistan’s freight market has 
dropped to less than 5%, and its overall financial position has eroded over time. While PR offers lower 
rates than truck operators, the disadvantages of slow operating speeds, unpredictable transit times, 
and other poor quality-of-service features combine to more than offset the cost advantage that PR may 
originally have had. Declining traffic, inadequate cost recovery, and insufficient resources for 
modernization have led to a deterioration of railway infrastructure and rolling stock. The outlook for PR 
is for continued intense competition from private truck operators using improved roads and a 
modernized truck fleet.  
 
101. Port capacity in Pakistan is adequate and does not present a constraint to efficient trade 
logistics. The number of berths in relation to the frequency of ship arrivals is adequate in both Karachi 
and Port Qasim, and there is no water-side congestion. While berth occupancy is generally not high, 
congestion occasionally occurs in the marshalling yards. Both Karachi and Port Qasim have draft 
limitations that might preclude larger ships calling at the ports in the future.  
 
102. The country has 36 airports, with scheduled international services provided at 5. Pakistan 
International Airlines, the government-owned airline, though loss-making and facing stiff competition 
from private airlines, carries approximately 70% of domestic passengers and almost all domestic freight 
traffic. 
 
103. Pakistan can provide transport corridors and access to deepwater ports for its landlocked 
neighbors in Afghanistan and Central Asia. Currently, however, this traffic is still insignificant.  Transit 
traffic between Afghanistan and Karachi is regulated by an amended transit agreement, the 
Afghanistan-Pakistan Transit Trade Agreement of 2010, which allows road transport. Freight is loaded 
and unloaded at Peshawar and then moved by trucks. The current level of east-west traffic, including 
transit traffic using Pakistan as a land bridge between India and Iran, is low. Much of the trade 
between India and Pakistan is routed through Dubai.  
 
104. The transport sector faces a range of development challenges. As mentioned, in addition to 
widespread peace-and-order problems, natural disasters have had repercussions on infrastructure 
service delivery and project performance. This partly explains why sector issues have been persisting for 
a long time despite efforts of ADB and other development partners to address them.  
 

 The institutional landscape is fragmented and the policy framework inadequate. With 
various government and operational agencies, it is difficult to formulate and implement 
coherent plans. There is scope for simplifying the planning process, for better vertical and 
horizontal integration of planning exercises, and a consolidation of sector agencies. The 
eligibility criteria of Five-Year Plans for inclusion of proposed projects in government plans are 
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too broad to achieve a strategic focus. This, among other factors, has facilitated political 
encroachment on the planning process. Local roads seem to be particularly vulnerable to 
lobbying by local and national politicians. Annually adding an unsustainable number of new 
roads to the already overloaded portfolio in Pakistan bedevils planning and orderly 
implementation. The National Transport Policy does not provide sufficient boundary conditions 
to screen and reduce the number of transport development options and to direct the plan 
formulation process. The Ministry of Communications is the apex transport planning and policy 
formulation agency but cannot act like it. Absent is a high-quality long-term national master 
plan to support road network development consistent with traffic growth and other 
parameters.65 
 

 The sustainability of the investments in the road network is not ensured. While the 
National Highway Authority (NHA) has its own sources of revenue, provincial governments and 
districts rely on allocations from federal tax revenues. The revenues are neither sufficient to 
finance adequate road maintenance, nor are the respective taxes associated with road usage. 
The government does not so far acknowledge fuel levies and vehicle license fees as road user 
charges adjusted to reflect the relative contributions of different vehicle categories to 
congestion, environmental pollution, and road damage. 
 

 Overloading of trucks is a common problem in Pakistan and a major reason for 
premature road deterioration and a growing rehabilitation backlog. The problem is not 
sufficiently addressed at the national level. Previous attempts to install weighbridges and to 
penalize overloading have not always been effective. Often, the locations of weighbridges are 
not well chosen. On provincial roads, most of the existing weighbridges can be bypassed. But 
even if violators are caught, the penalties are far too low to act as an effective deterrent. Draft 
legislation to impound overloaded trucks has not been enacted so far. 
 

 Pakistan has a poor road safety record. The main causes are high speeds, lack of 
discipline and enforcement of road rules, lack of safety awareness, encroachment on right-of-
ways, poor vehicle condition, and limited use of seatbelts. For transport operations, the lines of 
responsibility and accountability among federal and provincial agencies for traffic safety are not 
clear, and actions are often not well coordinated. 

 
2. Portfolio 

 
105. The principal focus of ADB strategies during the first half of the last decade has been on 
provincial and rural roads—five projects were approved in that time, three of which were large: the 
Punjab Road Development Sector Project for $150 million (PCR rating: less than successful), the 
Balochistan Road Development Sector Project for $185.7 million (PCR rating: successful), and the NWFP 
Road Development Sector and Subregional Connectivity Project (PCR rating: successful). During the 
second half, ADB’s operational focus shifted to national highways with a view to improving transport 
efficiency on the main transport corridors. While four provincial highway projects supported the 
strategies during the first half of the evaluation period, two large MFFs supported the strategies during 
the second half: the National Highway Development Sector Investment Program (the facility was 
approved in 2005 for a maximum amount of $770 million) and the National Trade Corridor Highway 
Investment Program (the facility was approved in 2007 for an amount of $900 million). Of the MFFs, 
only one tranche66 has been self-evaluated by the department and was rated successful. 
 
106. ADB’s Road Sector Development Program was provided to the national government in the 
aftermath of the events of September 2001. The shift from sector lending to the use of MFFs was 

                                                   
65  Ministry of Communications. National Transport Research Centre. July 2009. National Transport Policy. NTP DRAFT – VIII. 

Islamabad. 
66  Referring to National Highway Development Sector Investment Program–Project 1. 
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concurrent with the shift from provincial and rural road projects to national highway projects. Support 
for subregional cooperation and cross-border agreements have consistently been part of the strategies 
consistent with the Central Asia Regional Cooperation (CAREC) strategy.  The total amount of loans and 
grants was $1.43 billion 67 (see Appendix 1, Linked Document A of the main report for details), whereas 
the TA program totalled only $1.44 million.  
 

3. Assessment 
 
107. Overall the ADB-supported transport program is rated less than successful, although in the 
second half of the period there was an upturn in performance. .  
 
108. Strategic positioning. ADB’s positioning of its transport strategy throughout the last 
decade was satisfactory. The ADB programs have mirrored the overall government strategic priority to 
support economic growth, rural development, and poverty reduction through improved access to basic 
services and employment opportunities.  
 
109. ADB has concentrated on roads in Pakistan and has been the premier development partner in 
this area. This role resulted from ADB’s ability to finance and implement large infrastructure projects 
that, in turn, would provide leverage for steering or supporting policy and institutional reforms. The 
program was confined to road projects coupled with trade facilitation consistent with the strategies of 
the government and ADB.68 The focus shifted from provincial and rural access roads during the first half 
of the review period to major national highways during the second. While each emphasis was 
justifiable based on the respective strategies, the shift appeared abrupt, and the overall direction of the 
ADB program incoherent.69 The size of ADB’s operational program in the road sector, coupled with 
policy and institutional reform initiatives, could have provided ADB with good opportunities to leverage 
government strategies, policies, and plans in the road sector. ADB’s strategic position, being based on 
the availability of grant funding and associated sizeable investments in physical infrastructure, also 
allowed ADB to pursue institutional and policy reforms in the provinces.  
 
110. Relevance. The program was relevant. The loan projects and the program were consistent with 
ADB’s corporate strategies, the respective country planning documents, and the government’s strategic 
frameworks. All projects have been instrumental in supporting the government in improving access to 
regional and domestic markets, generating employment opportunities, and providing services. TA 
operations were also relevant to the strategic concerns of the government and ADB. Given the 
precarious country situation, the strategy governing the first half of the evaluation period appeared 
ambitious and to some extent led to overly complex project designs. The focus on large-scale provincial 
and rural road programs coupled with far-reaching reform programs overburdened the implementation 
capacity and also the reform will of the provincial authorities. The emphasis in the second half of the 
review period was placed on trade logistics and trade competitiveness to be enhanced by investments 
in major trunk roads and transport corridors, which was relevant in the context of the government’s 
growth strategy and the CAREC Transport Sector Strategy for 2008–2018.70  
 
111. Efficiency. ADB’s transport program has been efficient. This assessment is based on original and 
recalculated economic internal rates of return (EIRRs),71 the performance of the transport portfolio in 

                                                   
67  This includes three loans under the road sector development program totaling $200 million, approved in 2001 and becoming 

effective in 2002. (ADB. 2001. Report and Recommendation of the President to the Board of Directors: Proposed Loans to the 
Islamic Republic of Pakistan for the Road Sector Development Program. Manila.) 

68  The scope to also be involved in civil aviation and the port subsectors was limited, as ADB has for some timed ceased to 
support those subsector through sovereign lending. In the railway sector, ADB has started minor reconnaissance work after the 
evaluation period.  

69 Coordination among development partners and delineation of subsectors did not motivate the change. 
70  The CAREC Strategy has three overarching goals: (i) establishing competitive transport corridors across the CAREC region; (ii) 

facilitating efficient movement of people and goods across borders; and (iii) developing safe, people-friendly transport systems 
that are environmentally friendly. The strategy also identified six strategic corridors for full completion by 2018. 

71  EIRRs were recalculated for four completed projects covered by four PCRs and two PPERs, respectively. 
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terms of cost overruns and implementation delays, and ADB's bureaucratic processes. As the EIRR 
analysis includes delays and cost overruns—both factors reducing EIRRs—they have not been rated 
separately to avoid double-counting. The favorable EIRRs have thus prevailed in leading to the efficient 
rating. Details are provided below: 
 

 EIRRs were satisfactory: At appraisal, all projects were assumed viable, showing EIRRs above 
ADB’s 12% hurdle rate. The results of the five completed projects confirm the robust 
viability despite cost overruns and implementation delays. The underlying reason is the 
overall better than expected development of traffic on the project roads. 
 

 Implementation delays were systemic and have influenced the efficiency of loan projects, 
and so did cost overruns. However, they did not lower the rates of return to below 12%. 
The cost overruns and substantial delays have caused reductions in project scope and in the 
expected outcomes and outputs. Only one project was completed within the time originally 
allocated, albeit with a much reduced project scope. 
 

 ADB's bureaucratic processes were less than satisfactory: In insisting on adherence to the 
original loan closing date in connection with the Punjab Provincial Road Project, ADB has 
acted bureaucratically. Otherwise, ADB’s responses to emerging implementation issues 
were adequate and project management efficient, with the loan cancelations remaining an 
exception. 

 
 Sector loan approaches in conjunction with ambitious reforms have overburdened the 

capacities of provincial governments, causing delays and cost overruns. ADB chose to close 
projects when it seemed that implementation had gained momentum and the prospects 
for improving the rate of achievement were positive. The premature loan closure left the 
provincial authorities to their own devices. The effort to close the unexpected financing gap 
caused further delays.  

 
112. Effectiveness. ADB’s transport program has been less than effective. The main expected 
outcome would have been a more efficient and sustainable transport sector. The physical project 
components have made a contribution towards achieving this outcome, but more was expected. The 
capacity development and institutional reform subcomponents have not met the expected outcome 
and have not been effective. Poor design and implementation of those interventions have precluded a 
better to use of ADB’s strategic position for the benefit of outcomes and impact. The Pakistan transport 
sector loan portfolio shows a pattern of relatively low rates of loan utilization and reduced project 
outputs. The achievement of physical outputs, shown in Table K.7, indicates a rate of achievement of 
about 51%. The poor results of capacity development measures—while not being fully reflected in this 
figure—also have to be considered when assessing the effectiveness of the ADB transport program.  
 

Table K.7: Achievements of Outputs 

Project Name 
Planned 

(km) 
Achieved 

(km) 
Achievement 

Rate (%) 
Balochistan Road Development Sector 1,347 378 28.1 
National Highway Development Sector Investment Program - Tranche 1 376 166 44.1 

North-West Frontier Province Road Development Sector and Subregional 
Connectivity 

1,222 762 62.4 

Road Sector Development Program (Sindh Province) 1,364 1,017 74.6 
Punjab Road Development 1,402 598 42.7 

Total 5,711 2,921 51.1 
Source: Independent Evaluation Mission based on available project completion reports, their validation reports, and 
project performance evaluation reports. 
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113. The use of financial resources mirrors the achievement of outputs. In the eight loans reviewed 
in this report, $484.63 million (49.5% of the approved total loan amount of $979.90 million) was 
cancelled (Table K.8). High percentage is generally worrisome as the cancellations were caused by 
different circumstances and exigencies. Loan cancellations were also made for institutional support and 
capacity building components of projects (Table K.9). Institutional support and capacity building in the 
transport sector during the CAPE period is discussed in Box K.2. 
 

Table K.8: Loan Cancellations in ADB’s Transport Sector Program 
 
 
Loan 
No. Program/Project Name 

Approved 
Amount 

($ million) 

Cancelled 
Amount 

($ million) 

Share of 
Cancellations 
in Approved 
Amount (%) 

2019 Balochistan Road Development Sector 185.70 95.23 51.3 
2103 North-West Frontier Province Road Development Sector and 

Subregional Connectivitya 
296.20 158.60 

 
53.5 

2104 North-West Frontier Province Road Development Sector and 
Subregional Connectivity 

5.00 2.90 58.1 

2231 National Highway Development Sector Investment Program – 
Project 1 

180.00 56.88 31.6 

2210 National Highway Development Sector Investment Program 3.00 2.60 86.6 
2401 National Trade Corridor Highway Investment Program – Project 1 10.00 9.98 99.8 
1892/ 
1893 

Road Sector Development Programa 150.00 55.52 37.0 

1928 Punjab Road Development 150.00 102.92 68.6 
 Total 979.90 484.63 49.5 

a Approved in December 2001 but implemented during the CAPE period.  

Source: Operations Services and Financial Management Department. 

 
Table K.9: Loan Cancellations in ADB’s Transport Sector Program,  

Institutional Support and Capacity Building Components 
 
 
Loan 
No. Program/Project Name 

Approved 
Amount 

($ million) 

Cancelled 
Amount 

($ million) 

Share of 
Cancellations 
in Approved 
Amount (%) 

2019 Balochistan Road Development Sector 4.10a 2.70b 65.9 
2103/
2104 

North-West Frontier Province Road Development Sector and 
Subregional Connectivityc 

10.00 7.90c 79.0 

2210 National Highway Development Sector Investment Program 3.00a 2.40b 80.0 
2401 National Trade Corridor Highway Investment Program – Project 1 10.00 9.98d 99.8 
1892/ 
1893 

Road Sector Development Program – Provincial Sector 
Development Project Componente 

7.80a 5.13b 65.8 

1928 Punjab Road Development 1.40f 1.40 100.0 
 Total 36.30 29.51 81.3 
ADB = Asian Development Bank, OSFMD = Operations Services and Financial Management Department. 
a   Estimated amount at appraisal. 
b  Refers to the difference between actual cost and estimated cost at appraisal. 
c  Cancellation as reported by OSFMD. Road safety component (under Loan 2103) was dropped.  
d  Cancellation as reported by OSFMD. 
e   Approved in December 2001 but was implemented during the review period. Approved amount for the program loan, Road 

Sector Development Program, was $50 million and was fully disbursed. It was excluded from this table, as IED's program 
assessment (forthcoming program performance evaluation report for Road Sector Development Program) assessed this as 
budgetary support, and institutional capacity was not significantly strengthened by this loan. 

f   No disbursement. Amount reported in the project completion report is ¥111,600,000.  

Source: Independent evaluation mission based on available project completion reports, their validation reports; and OSFMD. 
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 Box K.2: Institutional Support and Capacity Building in the Transport Sector  
 

In general, institutional support and capacity building in the sector was either partly achieved or had limited 
progress. Total cancellations in transport projects’ institutional support and capacity building components was 
81% ($29.51 million) of the approved amount ($36.30 million).a There are five road transport sector projects in 
Pakistan that were approved and completed in the past decade. These projects covered different areas: Sindh, 
Punjab, Balochistan, and North-West Frontier Province (NWFP). The latest multitranche financing facility (MFF) 
tranche focused on highways in Balochistan and Punjab (National Highway Development Sector Investment 
Program—Project 1). One program loan, Road Sector Development Program, was approved in December 2001, 
which aimed at supporting the road sector policy and institutional reforms at the national and provincial levels. 
 

Despite the different project locations, the projects shared common challenges to implementation. The projects 
suffered from start-up delays due to issues with the procurement and bidding process, delays in contract awards, 
and resettlement. There were also significant cost overruns due to drastic price increases, which were often cited as 
part of the major reasons for scope reduction. Other project implementation issues were related to staffing 
problems, safeguard noncompliance, and lack of capacity. 
 

To provide a more holistic approach in road development sector projects, institutional support and capacity 
building were envisaged alongside civil works components. However, achievement was limited. Also, expected 
policy reforms were not fully achieved. For example, under the National Highway Development Sector Program 
(Tranche 1), the national transport policy was drafted but was not adopted by the Cabinet; road maintenance plan 
was prepared but was not funded. Also, road safety component of Balochistan Road Development Sector and 
NWFP Road Development Sector and Subregional Connectivity was either not implemented or was dropped. 
 

The areas where outputs were achieved included: (i) awareness campaigns; (ii) technical studies, manuals, and 
facilities for road inventory and traffic surveys and studies; (iii) road maintenance budgetary allocation or 
establishment of management system; (iv) training and workshops for staff; and (v) weighing equipment and 
stations. Further, capacity of the National Highway Authority (NHA) was improved in some areas. Contributions 
include the institutionalization of dedicated cells to improve business processes, through the establishment of 
Environment, Afforestation, Land and Social (EALS) and Public–Private Partnership (PPP) wing in the NHA. As part 
of the Operation Wing, EALS works to ensure compliance with safeguard policies (e.g., land acquisition and 
resettlement). ADB contributed to the establishment of a PPP cell at NHA in 2009b through a technical assistance 
(TA)c that helped NHA review the institutional arrangements needed to carry out PPP projects. The income 
generated by NHA through tolls, police fines, weighbridge fees, and right-of-way receipts was insufficient to meet 
the annual maintenance cost of national roads, despite the significant growth in income from 2002 to 2012. At 
present, NHA has a road maintenance account, rather than a road fund.d NHA may not need a direct project 
preparatory TA for recent ADB project preparation, but for recent first generation MFFs, ADB has extended support 
through parallel advisory TA, or through provision of bridge consultants. Even for planned new tranche for 
National Corridor Highway Investment Program (Tranche 2), NHA still needs quite a significant number of external 
consultants as part of ADB loan for meeting safeguards due diligence requirements.  

a  In the case of the Road Sector Development Program, the entire tranches were disbursed. This program contributed to the 
creation of fiscal space; however, the actual costs for program outputs were not discussed in detail in the program completion 
report.  

b  A PPP Policy and Regulatory Framework, was released by the NHA, Ministry of Communications in May 2009. In the report, it 
was noted that as part of the institutional arrangements, the PPP Unit of NHA (PPP Cell) shall be established. 

c  ADB. 2004. Technical Assistance to Pakistan for Facilitating Public-Private Partnership Initiatives in National Highway 
Development. Manila (TA 4508-PAK, $150,000, approved on 20 December). 

d  There was a road fund that was disbanded in the 1970s. 
Source: Compiled by study team. 
 
 
114. The cancellations include portions of loans and project components, respectively, that were 
cancelled because of natural disasters, peace-and-order problems, safeguard issues, and force majeure 
incidents. Such factors have affected almost all transport sector projects. Cancellations of this type 
accounted for $300.14 million or 30.6% of the total approved loan amount, though this evaluation 
acknowledges that cancellations as a result of unexpected safeguard issues should not be seen as force 
majeure entirely.72 If scope reductions as a result of safeguards are accepted repeatedly in the transport 
                                                   
72 These cancellations refer to the following: (i) for the Balochistan Road Development Sector Project—unutilized amount from 

provincial access component, cancellation from national highway component and of undisbursed loan balance at closing, 
noncompletion of civil works components for national and provincial highways due to poor law and order conditions and poor 
performance of some contractors; (ii) for the North-West Frontier Province Road Development Sector and Subregional 
Connectivity Project—change in financing agreements, access problems due to security condition, and flooding; and (iii) for 
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sector, the due diligence process as part of pre-approval compliance will lose its significance. Small 
residual loan amounts of completed projects are also included in this category and to some extent 
reflect the risk of overestimating project cost, which is inherent in any estimation. They are to be 
regarded as precautionary action to avoid project failure and untoward waste of resources and must 
therefore not be taken into account when assessing effectiveness.  
 
115. The remaining cancellations of $184 million or 18.8% (but potentially reaching 30% level if 
safeguards related cancellations are counted in this group) of the transport program appear less 
defensible. All transport projects encountered significant delays when compared with the original loan 
closing dates. Unrealistic estimates of the time needed for preconstruction activities and, more 
generally, for readying projects for implementation contributed to the delays. Motivated by a perceived 
unsatisfactory implementation performance of the Pakistan portfolio, ADB in 2007 launched a 
comprehensive country portfolio rationalization and cancelled projects and TAs with a low probability 
of success. Records provide no evidence, however, that this probability was truly assessed. Three of the 
four provincial road projects encountered implementation problems to varying degrees, notably major 
delays. Despite the cancellations, the provincial governments managed to substantially complete the 
projects, albeit with typically twice the implementation period envisaged at project appraisal. ADB’s 
withdrawal and the need to bridge the financing gaps added to the delays. Overall, the adopted 
approach to project closure followed summary procedures, rather than strategic winding down. A 
strategic portfolio rationalization should have involved an analytical process focusing on opportunities 
to be gained or lost and, as importantly, on the detailed lessons drawn from the causes that made the 
project a winding-down case in the first place. In view of this, the expected cleansing effect of the 
rationalization exercise remains elusive.73 
 
116. Given the wide geographic coverage of the road subprojects and the range of policy and 
institutional issues, a sector approach was adopted for the four provincial road projects. The approach 
appears to have overburdened the capacity of the provincial executing agencies and contributed to the 
implementation delays.74 A project loan approach would have been more suitable. While the executing 
agencies had general experience in carrying out civil works contracts, their knowledge of ADB's 
processes and procedures was limited. Another challenge was that the executing agencies had to 
identify, select, and prepare the rural access road subprojects, which was time consuming. In general, 
the time ADB allowed for all preconstruction activities was insufficient, contributing to the delays, for 
which the provincial executing agencies were subsequently penalized with early loan cancelations. 
 
117. The two road MFFs with NHA are under implementation but not all is well. CPRM of July 2013 
noted that civil works contracts are facing challenges to their timely completion. At midterm, 32% of 
the loan for National Highway Development Sector Investment Program (Tranche 1) was cancelled. This 
is part of the first MFF in the transport sector, with 2 loan tranches. Tranche 1 is now closed, but it had 
start-up delays, and hence limited progress was made in the first 2 years. This was due to such factors 
as late mobilization of the contractors and consultants, insufficient staffing at the consultant and 
contractor offices, and prolonged implementation of the land acquisition and resettlement plan. The 
original closing date was 31 December 2010 for both tranches; they have been extended up to March 
2011 and April 2011. For tranche 2, as of end of June 2013, contract award ratio was 63%, and the 
disbursement ratio 53% against 88% of the time lapsed.  

                                                                                                                                                                    
the National Highway Development Sector Investment Program (Project 1)—change in project scope, cancellation from project 
management support category, and reduction in coverage of project works owing to inconsistencies in bids submitted and 
limited competition. 

73  A special evaluation study highlighted the inadequacy of analysis before such spring-cleaning exercises, noting that “While ex 
ante economic evaluation is carried out as part of processing the project, little use is made of such evaluation afterwards while 
implementing, changing, or closing down the project. In brief, exits tend to follow summary procedures rather than strategic 
winding down. IED. 2008. Special Evaluation Study: Project Performance and the Project Cycle. Manila: ADB. 

74  Prior to their approval, the projects’ readiness for implementation had not been ensured. This meant that a large number of 
subprojects still had to designed, and prequalification and tendering had to be carried out, before contracts could be awarded. 
These preconstruction activities accounted for a large share of the overall implementation delays. 
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118. Tranche 1 (Loan 2400-PAK) of the second MFF, the National Trade Corridor Highway 
Investment Program was delayed as well. As of end June 2013, cumulative physical progress was 56%, 
10% short of the target of 66%. Tranche 1 (Loan 2401-PAK) was however cancelled entirely on 20 
January 2011. The National Highway Authority Executive Board’s project proposal was not approved by 
the Central Development Working Party of the Planning Commission. This essentially stopped the 
procurement of any consulting services for this tranche.  
 
119. The observation of these problems may be counterbalanced by some more positive 
observations. MFF disbursement has been improving over the years. Some segments of the national 
highways have seen a steady traffic increase in recent years, and economic benefits should rise as a 
consequence. How much the ADB highway work itself is contributing to this is a moot point. CWRD 
presented a set of NHA transport sector data (vehicle–km) that showed the steady increases on a 
number of observation points. But this was in the form of long-range data (before-project against the 
latest year), and not against an originally planned target of vehicle-km increases. It is then difficult to 
gauge whether the foregone vehicle-km increases on many road portions cancelled are compensated 
by such beyond expectation increases in vehicle-km on roads built.75  
 
120. The effectiveness of TAs was constrained by limited government ownership. A key example is 
the TA for a transport policy act. ADB’s approach to the TA was to let consultants draft a policy 
document. An interactive process approach aimed at discussing and reaching agreement with 
stakeholders should have been adopted. The draft policy contains proposals for binding principles, 
which—if implemented—would have entailed far-reaching reforms over a drawn-out period. Drafting a 
policy act should have been a process of negotiation, rather than a consultant-driven exercise. This is 
the key reason why the draft policy has so far not been approved. 
 
121. The template approach to reforms, the reliance on consultants to produce studies to chart the 
reform action, the lack of interaction between the consultants and the governments, and the lack of 
dialogue between ADB and the provincial governments all contributed to the failure of ADB’s capacity 
development efforts. The low ownership of the provincial governments of the envisaged institutional 
and policy reforms should have been mitigated by more thorough baseline analysis of the institutions 
involved. Instead, key components of institutional development were specified by consultants in the 
course of project implementation, rather than having been determined by ADB in consultation with the 
client. With the notable exception of the NWFP provincial road project, the institutional capacity 
development components have generally not contributed to the expected outcome of a more efficient 
provincial transport sector. 
 
122. Sustainability. ADB’s transport sector program is less likely sustainable. This assessment is based 
on (i) the current state of asset management and allocation of financial resources, (ii) the policy 
environment, and (iii) the ability of the central government and provincial governments to implement 
reforms. The most critical challenge is to create the conditions for transport sector sustainability, given 
the following constraints: 
 

 Road asset management was less than satisfactory. NHA has a functioning road asset 
management system and its own funding sources. NHA’s annual maintenance plans are based 
on detailed condition surveys and Highway Development and Management IV network level 
strategy and program analysis focusing on preventive maintenance. However, the agency’s 
revenue base is insufficient to ensure sustainable road maintenance. The provincial road 

                                                   
75 World Bank’s independent evaluation (Independent Evaluation Group [IEG]. 2010. Pakistan – Country Partnership Strategy, CAS 

Completion Report – IEG Review) on Pakistan transport sector also stated that it was unclear on the extent of the road 
condition improvement and reduction in travel time (considering bulk of the intended support from the World Bank did not 
materialize  due to dropping of three national corridor projects) results  can be ascribed to the bank assistance (for the period 
FY2006–FY2009). It also mentioned there was little progress in establishing adequate financing mechanism for the NHA. IED 
generally concurs with the World Bank evaluation on the sector. 
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administrations lack asset management systems as well as sustainable means of revenue 
generation. Needs-based allocations of funds are not assured, and in some provinces 
construction takes precedence over maintenance.  
 
 The policy environment was unsatisfactory. Policy issues affecting sustainability are 
asset preservation in conjunction with overloading of trucks as well as cost recovery related to 
all road categories. Truck overloading has remained a common problem in Pakistan over the 
period and a major reason for premature road deterioration and a growing rehabilitation 
backlog.  
 
 The ability to implement reforms was unsatisfactory. Policy and institutional issues have 
persisted for a long time without much prospect of getting resolved. As a result, Pakistan's road 
network continues to deteriorate, the maintenance regime remains inadequate, and pavements 
fail prematurely because of unfettered truck overloading. Provincial roads are in a worse 
condition than national roads, with an estimated 90% of provincial roads needing 
rehabilitation or reconstruction.  
 

 As for the National Highway Development Sector Investment Program, there are signs 
of recent improvements in the NHA‘s technical capacity and the implementation of the road 
maintenance plan. However, the funds for proper maintenance are still inadequate. Despite 
getting the needed revenues from highway tolls and other sources (e.g., penalty fee for 
speeding), the proceeds still fall short of the amount necessary to ensure the optimum level of 
maintenance. The shortfall for FY2011 was 27% of NHA’s estimate of the $230 million 
required. That said, the gap between the need and the actual revenue has not widened in 
recent years.  

 
123. Impact. The development impact achieved by the transport sector program has been less than 
satisfactory. Positive factors were better connectivity and the related socioeconomic impacts in the 
roads’ influence areas, employment generation through road construction, and better environmental 
conditions.76 While there were notable impacts generated by environmentally friendly designs and 
construction practices, factors that have contributed to low sector impacts included the low realization 
of envisaged capacity development measures, poor sector management, particularly at the provincial 
level, an unstable policy environment, and a non-assured funding system for maintenance. Expected 
project-level impacts included reduced traffic accidents, socioeconomic impacts, and environmental 
impacts. The impact on road safety has likely been weak. The geometric and pavement improvements 
have, on the one hand, reduced the risk of road accidents; on the other hand, more could have been 
done in terms of better signage, road furniture, and linings.  
 
124. Conclusions. All transport projects encountered significant delays. Sector loan approaches in 
conjunction with ambitious reforms overburdened the capacities of provincial governments, causing 
delays and cost overruns. In addition, estimated implementation periods were almost invariably 
unrealistically short. ADB’s insistence on adherence to the original loan closing date is therefore a 
debatable practice, even in the context of a portfolio rationalization program. In two cases, ADB chose 
to close projects when it seemed that implementation had just gained momentum. ADB could have 
extended the loan closing dates and thereby helped achieve a higher rate of physical completion and 
project outcomes. The premature loan closure left the provincial authorities to their own devices. The 
effort to close the unexpected financing gap caused further delays. Given the country context and the 
limitations of project designs as mentioned above, a large-scale infrastructure project should be 

                                                   
76  Better riding surface; wider carriageways; stable and high embankments; and improved drainage through bridges, culverts, 

and drains all improved the local environment. Less traction power required to traverse the superior and smoother road 
surfaces meant less fuel consumption and reduced air and noise pollution. Likewise, the projects reduced noise levels, dust, 
uncontrolled water and surface flow, and embankment erosion. 
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accepted by ADB as a development challenge, rather than an exercise from which it can easily withdraw 
for the narrow concern of improving country portfolio indicators.  
 

F. Irrigation and Agriculture Program 
 

1. Context 
 
125. Turning to water and irrigation, Pakistan’s Indus River Basin drives the agricultural economy 
and has one of the most extensive irrigation systems in the world. Agriculture is by far the largest user 
of water in the country, consuming about 95% of available water resources. Some 80% of the 
agricultural land is irrigated, while the remaining 20% of the cropped areas are rainfed. Pakistan is a 
net food exporter. Agricultural production includes both food and cash crops. Major food crops are 
cereal grains (mostly wheat and rice) and milk products (buffalo, cow, and goat). Livestock are primarily 
pasture or rangeland fed and of great importance to the poor. The country‘s major cash crops are 
cotton, sugarcane, and tobacco. The crop sector gradually declined from 65% of agricultural activity in 
1990–1991 to 48% in 2006–2007. The irrigation systems, although extensive, have been neglected and 
are inefficient, requiring rehabilitation. Soil erosion, waterlogging, and salinity have made land less 
productive. At both the national and provincial levels, ministries, departments, and research institutions 
tend to be chronically short of resources to meet their responsibilities. Two important consequences of 
this are low levels of maintenance of infrastructure such as irrigation and drainage, and the inability of 
agricultural extension and other services to effectively support rural populations.77 
 
126. Inefficient nonprice allocation of water and irrigation systems in a drought-prone region 
further hinders the sector. Large landowners own 40% of the arable land and control most of the 
irrigation system, but they are less productive than the smallholders, who predominate numerically. 
Almost one-third of Pakistan’s farms cover less than 0.4 ha, while about three-quarters are smaller than 
2 ha.78  
 

2. Portfolio 
 
127. Over the CAPE period ADB’s investments and TA in agriculture and natural resources (ANR) 
were largely focused on policy reforms, integrated agriculture and rural development projects and 
support to irrigation. ADB approved 15 loans and grants after September 2001 amounting to $1.2 
billion for the agriculture sector including 2 that were subsequently cancelled (see Appendix 1, Linked 
Document A of the main report for details). The Agriculture Sector Program Loan II, approved end-
September 2001 has been included in the assessment, as it was made effective only a year later and 
amounted to $350 million.79 Two loans under the Agricultural Production and Markets category 
supported policy reforms and agribusiness, for $36 million (PCRs rated the Agribusiness Development 
Project unsuccessful, and the Immediate Support to Poor and Vulnerable Households [JFPR] successful). 
Four loans under the Agriculture and Rural Sector Development and Water-Based Natural Resources 
categories mostly supported integrated rural development projects, for a total of $169 million (PCRs 
rated the Sustainable Livelihoods in Barani Areas Project highly successful, the FATA Rural Development 
Project successful, and the Sindh Rural Development Project unsuccessful). The other primary category, 
Irrigation, Drainage, and Flood Protection, is comprised of MFF tranches, four approved so far, for 
$570.8 million, whose focus is irrigation (none have been completed and self-evaluated so far).  
 
128. ADB approved 10 TAs amounting to $2.06 million between 2002 and 2012. These TAs covered 
water (irrigation, drainage, and flood protection) and agriculture (policy, agribusiness, and rural 
development). The pattern of TA approvals followed loan approvals supporting these topics.  
                                                   
77 IFAD. 2008. Country Program Evaluation: Pakistan. Rome. 
78 Economist Intelligence Unit. 2008. Pakistan Country Profile. United Kingdom. 
79 This includes (i) two loans for the Barani Integrated Water Resources Sector Project, which lapsed; and (ii) three loans for 

Agriculture Sector Program II (ASP II), with a total approved amount of $350 million, which was approved on 13 December 
2001 but became effective on 24 September 2002.  
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129. The 2007 spring cleaning as such did not affect the portfolio in ANR approved after 2001 
much. The cancellations made were justified largely on technical grounds because of the unrealistic or 
overoptimistic designs, particularly for the Sindh Rural Development Project, although, in hindsight, 
potential opportunities to further support agribusiness were missed because of the cancellations (Table 
K.10). The cancellation of funds at the end of the Agribusiness Development Project was due largely to 
the slow implementation, particularly at startup, and to the complexity and inappropriateness of its 
design, which resulted in unspent funds at the time of closure. While much of the project had 
difficulties, the Agricultural Support Fund (ASF) component, which should be considered an ADB 
innovation, was performing well. It represented a potential opportunity to build an ADB-led 
agribusiness and value chain development focus. Unfortunately, ADB’s support to the ASF did not 
continue or link it with ADB’s private sector initiatives. ADB choose not to continue supporting the ASF 
and agribusiness. After ADB’s withdrawal, the government sought to continue the viable (ASF) 
component. The United States Agency for International Development (USAID), through its Agribusiness 
Project, is now supporting the ASF. Grant financing from USAID is more appropriate than an ADB loan 
to develop capacity and strengthen the ASF. ADB recognizes the importance of agribusiness 
development in Pakistan and is considering further support through its private sector development 
efforts. The Private Sector Operations Department is exploring support to the dairy sector. The Regional 
and Sustainable Development Department, with CWRD support, is exploring assistance to the Basmati 
Rice Value Chain, an extremely important export sector for Pakistan. 
 

Table K.10: Loan Cancellations in ADB’s Irrigation and Agriculture Sector Program 
 
Loan 
No. Program/Project Name 

Approved 
Amount 

($ million) 

Cancelled 
Amount 

($ million) 

Share of Cancellations 
in Approved Amount 

(%) 
2171 Agribusiness Development 31.00 18.51 60 
1934 Sindh Rural Development 50.00 52.55 92a 
2134 Sustainable Livelihoods in Barani Areas 41.00 9.31 23 
2299 MFF-Punjab Irrigated Agriculture Investment Program 

(Project 1) 
217.80 54.48 25 

1879 Agriculture Sector Program II (TA Loan)b 2.00 1.28 64 
 Total 341.80 136.13 40 

ADB = Asian Development Bank, MFF = multitranche financing facility, TA = technical assistance. 
a  Share of cancellation in principal amount of $57.13 million. 
b  Approved in December 2001 but implemented during the CAPE period. 
Source: Operations Services and Financial Management Department. 
 

130. The cancellation in the Punjab Irrigated Agriculture Investment Program (PIAIP) also looked wise 
at the time, as it was slow in initiating and disbursing. However, after an extremely slow start for the 
PIAIP, it now appears that the MFF program could potentially use the $200 million that was cancelled. 
The program has made good progress in recent years in processing its consultant packages and civil 
works contracts which were its major hurdles in implementation. It also has several additional designs 
that could be funded, which will now need to find alternative sources.  
 

3. Assessment  
 
131. The evaluation rates the ADB program in irrigation and agriculture as less than successful. 
Nevertheless, there was a great variation in success of individual projects, and as such, they provide 
several examples of successful and unsatisfactory performance that should be used as learning 
opportunities for the sector. 
 
132. Strategic positioning. ADB’s significant support through the evaluation period in respect of 
strategic positioning in irrigation and agriculture has been satisfactory. ADB’s 15 loans approved during 
the CAPE period represent a considerable investment in this important sector. Under the 2002–2006 
strategy, ADB intended to support higher growth in rural areas. Although ADB has a long history of 
supporting the water sector, there were no new loans for irrigation until towards the end of the 
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strategy period. Nevertheless, there were two major shifts in the 2009–2013 CPS for ANR: First, ADB 
proposed to return to water and irrigation through its new focus on infrastructure. Second, the focus 
was appropriately much more provincially based than national in nature. The CPS highlights the 
immense challenge of water scarcity and the acute shortage that Pakistan is expected to face in the 
future. As such, there is a major need for rehabilitation and expansion of the Indus river system, and 
this evaluation regards it as appropriate that ADB committed itself to support in this area.   
 
133. Relevance. The program is rated relevant. Over the CAPE period, the project portfolio addressed 
mainly agriculture, rural development, policy reform, and agribusiness. It was aligned to both 
government and ADB strategies, as agriculture remains a significant contributor to the Pakistan 
economy, is prioritized in national strategies, and remains a major source of livelihood for most of the 
rural poor. The recent CPS focusing on water is to be commended, although it does not go far enough 
in linking improved water productivity with agricultural productivity and rural development.80 Most 
projects were well designed, although a few were unrealistic, suffering from over-hasty or over-
ambitious preparation in response to political and economic pressures.  
 
134. Efficiency. The program is rated less than efficient, although some projects may be considered 
efficient despite minor delays in start-up and counterpart funding, and limited extensions. In general 
the picture is mixed with significant delays, extensions, and loan cancellations. In terms of EIRR, the 
Agribusiness Development Project at completion was estimated at 4%, well below the economic 
opportunity cost of capital of 12%. This was the only case wherein such an EIRR was calculated. 
 
135.  Effectiveness. The program is rated less than effective, even though several of the projects are 
rated effective. Such projects generally exceeded their appraisal targets and achieved their outcomes. 
For example, the Sustainable Livelihoods in Barani Areas Project was able to surpass appraised targets 
for all components. The outputs contributed to the improved, sustainable use of natural resources with 
the help of local government and enhanced community infrastructure.81 The project contributed to an 
increase in production and change in cropping pattern in favor of high-income crops attributed to 
higher water availabilities, higher fertilizer application, and better cultural practices. It should be noted 
that at times these projects have been effective despite facing external and unforeseen obstacles such 
as flooding and increasing insecurity. The result of the ongoing Sindh Coastal Community Development 
Project is also expected to exceed expectations. Although offering high potential, the PIAIP MFF has few 
achievements to date due to an extremely slow start to the program and a reduction in scope, which 
will limit the outcomes originally anticipated. Other projects and programs have been less effective as 
well. In fact, the PCR or PVR ratings for the Agribusiness Development Project, Sindh Rural 
Development Project, and Agriculture Sector Program II are all ineffective (due to early and perhaps too 
early cancellation and closure). 
 
136. Sustainability. The sustainability of ADB’s program in agriculture is considered less likely, but, as 
with effectiveness and efficiency, some projects should be sustainable. The Federally Administered 
Tribal Areas Rural Development Project was successful in the mobilization and formation of community 
organizations that have created a sense of ownership and responsibility in the communities. Likewise 
the Sustainable Livelihoods in Barani Areas Project has established operation and maintenance (O&M) 
committees for the sustainable use of medium-scale schemes; all community organizations established 
under the project are registered bodies and qualify for support from rural support programs, district 
governments, and other funding agencies.  
 

                                                   
80 The CPS problem tree highlights many constraints to the sector beyond water, yet the sector results framework is exclusively 

focused on water productivity and does not include objectives and indicators for broader agricultural issues. Likewise, climate 
change is missing from the framework despite being mentioned in the CPS. 

81 ADB. 2012. Completion Report: Sustainable Livelihoods in Barani Areas Project. Manila (para. 55, p.12). 
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137. Development impact. The impacts and results delivered to date in the CAPE period are largely 
from the integrated agriculture projects.82 These projects all yielded substantial impact at the 
beneficiary level and were often pro-poor. For example, the PCR of the Sustainable Livelihoods in Barani 
Areas Project83 notes that the project reached 293,000 beneficiaries from vulnerable groups, including 
landless subsistence farmers and women. The project enhanced livelihoods by improving small 
irrigation schemes, increasing cropping intensity and yield, and changing cropping patterns (to higher 
value crops) as well as by introducing new activities such as fishponds. Similar findings are found in the 
other integrated rural development projects.  
 
138. Despite delays, the PIAIP MFF offers high potential impacts. Based on the project design, these 
programs should be delivering results by now. Unfortunately, the problems with program start-up and 
initial contracting will delay the potential benefits from the investment beyond the CAPE period. 
However, given that the civil works construction is in progress, substantial benefits are envisaged by 
2015 upon completion, although further support for the institutional reforms, which were limited by 
the reduction in the MFF budget, may be required to ensure that the benefits from the civil works 
accrue to the farmers.  
 
139. ADB’s support for sector reforms84 has unfortunately delivered few benefits, another sign that 
the policy-based lending approach has not delivered as much as the investment project approach in 
Pakistan. The early closure and cancellation of the Sindh Rural Development and the Agribusiness 
Development projects reduced the prospects of substantial benefits and impacts. The main impact of 
the Agribusiness Development Project was the Agribusiness Support Fund, which provided matching 
grants for both farm and off-farm activities, resulting in improvements at the beneficiary and small 
business level. 
 

G. Water Supply and Other Municipal Services Program 
 

1. Context 
 
140. Pakistan is the most urbanized country in South Asia. Its urban population is expected to 
exceed half of the total population by 2015. However, 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. At present, cities and towns are constrained by weak government structures; an 
inadequate focus on cost recovery for services provided and on own-source revenue generation; 
inadequate and run-down infrastructure;  inefficient municipal transportation services (bus and others); 
and a lack of adequate urban management and planning systems, which leads to considerable 
uncontrolled urban sprawl. Basic urban service delivery in Pakistan fails on three counts: physical 
coverage is inadequate, the quality is poor, and the delivery is intermittent. Some of the more 
conspicuous urban services that are inadequate include water supply, sewerage, wastewater 
management and treatment, solid waste management, and urban transport. Lack of adequate service 
delivery affects not only the quality of life of urbanized people, but also limits investment and job 
opportunities and ultimately the creation of environments conducive to economic growth and poverty 
reduction. The current government vision is to make cities engines of national growth, centers of 
economic activity and knowledge, and focal points for cultural change. Upgrading urban transport 
systems to reduce travel time and congestion and to cut air pollution has become a recent priority. 
 

2. Portfolio 
 
141. ADB has been working in the municipal services sector since the late 1990s, but since 2006 
(reflecting the CSP Update 2006–2008), ADB’s urban focus  was ramped up to strategic large cities, 

                                                   
82 Sustainable Livelihoods in Barani Areas Project, Federally Administered Tribal Areas Rural Development Project, and Sindh 

Coastal Community Development Project. 
83 ADB. 2010. Completion Report: Sustainable Livelihoods in Barani Areas Project. Manila. 
84 ASP II, Sindh rural development and agribusiness through the Agribusiness Development Project. 
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rather than improving municipal infrastructure in small towns in Punjab province. Projects were in two 
subsectors: urban sector development (the Southern Punjab Basic Urban Services Project, approved for 
$90 million in 2003, later rated successful by the PCR; and the Rawalpindi Environmental Improvement 
Project, approved for $60 million in 2005, rated later unsuccessful by the PCR), and water supply and 
sanitation (the Punjab Community Water Supply and Sanitation Sector Project, approved in 2002 for 
$50 million). The more recent approved loans comprised MFF tranches of the Sindh Cities Improvement 
Investment Program ($137 million approved in two tranches so far). So in total, six projects were 
approved in the sector for a total amount of $347.1 million or 3% of the total country portfolio (see 
Appendix 1, Linked Document A of the main report for details). TA support consisted of two approved 
operations for $2.9 million. 
 
142. In the first half of the decade, ADB operations in the municipal water supply and sanitation 
sector focused on traditional integrated multiple municipal services projects. The three projects in 
Punjab communities, Southern Punjab, and Rawalpindi were broadly prepared under the government’s 
poverty reduction strategy outlined in its Ten-Year Prospective Development Plan 2001–2011. They 
specifically tackled water supply; sewerage; wastewater treatment; and, in Southern Punjab, landfill 
sites, while the Rawalpindi project also added solid waste management and public toilets. The 
infrastructure components were intended to be complemented by institutional strengthening, 
including municipal management, urban environmental development planning, asset management, 
and urban planning.  
 
143. The Punjab Community Water Supply and Sanitation Sector Project was rated successful. This 
“peri-urban village” (small towns) project had a relatively innovative component, the Social Uplift and 
Poverty Eradication Program, which was aimed at using the time saved in fetching water for more 
productive livelihood activities, particularly for women, through a microcredit system, and through 
construction of additional classrooms in schools. Enrollment in schools indeed increased because 
children—especially girls—were freed from the daily chore of fetching water. The main objective was to 
construct 500 new and to rehabilitate 250 inoperative water supply and sanitation schemes and turn 
them over to village community-based organizations (CBOs). The CBOs formed in the project villages 
turned out to be quite effective. The IED evaluation team visited some of the project sites and found 
that most of the CBOs were still operative more than 5 years after the project closed. Unfortunately the 
project was not replicated on a wide scale. 
 
144. The Southern Punjab Basic Urban Services Project was similar in context but dealt with towns 
rather than villages. ADB support was intended to demonstrate how sustainable improvements could 
be made at this level. Twenty-one towns were selected, and the tehsil municipal administrations (TMAs) 
were trained in capacity development and revenue improvement, following the approval of the 2001 
local government ordinance that gave more responsibilities to this level of administration as part of 
Musharraf’s devolution drive. Mainly because of the problems with the devolution process, this project 
did not deliver at the level attained by the Punjab Community Water Supply and Sanitation Project.  
 
145. TMAs had been given additional responsibilities but had not been provided with additional 
staff members, resources, and powers to deliver on these responsibilities. Neither the TMAs nor the 
Punjab Government had the political will, the capacity, or the resources to sustain the improvements 
made in service delivery. The project also suffered from problems with safeguard implementation (see 
also para. 149). Resettlement and environmental management plans were developed for most 
subprojects. However, some contracts were awarded before the complete implementation of the social 
safeguard plans. A complaint was made to ADB in this regard, which led eventually to ADB suspending 
and later closing the loans, leaving many of ongoing subprojects incomplete.85 Given this background, 
the evaluation does not concur with the PCR’s overall project rating of successful, especially since only 
49% of the funds were disbursed. The need for the physical work was important to the communities, 
however, as construction continued successfully with provincial funding after ADB withdrew.  

                                                   
85 ADB. 2012. Completion Report: Southern Punjab Basic Urban Services Project in Pakistan. Manila. 
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146. The Rawalpindi Environmental Improvement Project was rated unsuccessful by its PCR, since 
only 23% of the loan funds were disbursed before the project was closed down as a result of its 
proposed extension request not being accepted. The major reasons for project failure were initial 
design gaps, competing projects with overlapping scope initiated after project approval, too optimistic 
assumptions on urban sector reform in Punjab,86 weak consultants, and weak implementation 
arrangements (see also para. 150 for land acquisition issues.) The PCR observed that when the project 
was experiencing delays, ADB’s focus in Pakistan’s urban sector had shifted to different areas, such as 
large cities, major urban transport investment, the corporatization of large parastatals, and the 
introduction of performance-based contracts and outsourcing—all areas far removed from the CBO- 
and NGO-oriented more traditional municipality service improvement approach.87  
 
147. After 2006, ADB’s support to the urban sector in Pakistan indeed moved from reliance on 
smaller investment projects, often of a sector modality, to a reliance on larger investments for larger 
cities, based on a more long-term engagement with larger cities using the MFF modality. This was 
broadly in line with changing government strategy. The MTDF of 2005 led to an initial focus on Karachi 
as a central anchor and driver of growth in its long-term economic development strategy. The 
government requested ADB support to address the megacity challenges facing Pakistan. The immense 
size of Karachi, the magnitude of its investment requirements, and the scale of the needs for urban 
policy and institutional reforms suggested that the traditional approach of one-off and community-
based projects would not work. Previous external support to Karachi city had been piecemeal and not 
based on an integrated approach to improve urban infrastructure and services sustainably. A TA loan 
for the Mega City Development Project was approved in 2006 to address Karachi’s development needs 
through a long-term and holistic approach. A project support unit was established in the Department 
of Finance of the Government of Sindh.  
 
148. However, as it soon turned out, the project would suffer from a lack of consensus between the 
Government of Sindh and the City District of the Government of Karachi (CDGK) regarding the 
authority to develop and execute a development plan to meet Karachi’s demand for urban 
infrastructure services. Initial political will to address the challenges quickly evaporated when political 
divisions emerged among the stakeholders.88 Changing priorities of the Government of Sindh and 
CDGK and lack of adequate capacity have been mentioned as key reasons for project failure. Approved 
in January 2006, the project had achieved less than 10% disbursement by the end of 2007, when 44% 
of the project time had elapsed.89 The PCR suggested the need for a roundtable workshop with all the 
stakeholders to resolve the issues. This has not taken place. 
 
149. For this sector, cancellations were made because some loans were suspended. A total of $47.77 
million of surplus loan amount was cancelled for the Southern Punjab Basic Urban Services Project 
(Table K.11). The cancellation was due to the suspension of both loans for the project by February 2009 
because of major noncompliance with the safeguard policy. During implementation, the contracts for 
26 subprojects had been awarded without full prior implementation of the resettlement plans. 
Moreover, some plans had gaps in documenting the scope of resettlement. The PCR cited the following 
reasons for noncompliance: (i) weak capacity of the executing agency in implementing the measures 
identified to improve resettlement compliance, (ii) lack of interest of TMAs to meet safeguard 
benchmarks, and (iii) delays in identifying noncompliance by ADB. Six subprojects were dropped. Both 
loans were closed prematurely.  
 

                                                   
86 As recorded in the PCR, urban sector reforms under the Punjab LGO 2001 had complex ownership at various levels. There were 

changes in the administrative control and jurisdiction of TMAs. The Housing Development Department (HDD) and the Public 
Health Engineering Department (PuHED) were merged into one department. Each unit was responsible for planning, design, 
and construction of water supply schemes. In addition, the City District Government, the one responsible for implementing 
LGO 2001, reported to the Local Government, Elections and Rural Development Department.    

87 Detailed in paras. 8 and 9 of ADB. 2011. Completion Report: Rawalpindi Environmental Improvement Project in Pakistan. 
Manila. 

88 ADB. 2010. Completion Report: Mega City Development Project in Pakistan. Manila. 
89 Two older ADB urban sector loan projects for Karachi in 1986 and 1991, respectively, were also relatively unsuccessful.  
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Table K.11: Loan Cancellations in ADB’s Water Supply and Other Municipal Services Program 
 
Loan 
No. Project Name 

Approved 
Amount 

($ million) 

Amount of 
Cancellation 
($ million) 

Share of Cancellations 
in Approved Amount 

(%) 
2060 Southern Punjab Basic Urban Services  45.00 24.28 54 
2061 Southern Punjab Basic Urban Services 45.00 23.49 52 
2211 Rawalpindi Environmental Improvement 20.00 8.53 43 
2212 Rawalpindi Environmental Improvement 40.00 40.95 95a 
2229 TA Loan for Megacity Development 10.00 9.85 99 
1950 Punjab Community Water Supply and Sanitation 50.00 2.28 5 
 Total 210.00 109.38 52 

ADB = Asian Development Bank, TA = technical assistance. 
a  Share of cancellation in principal amount of $43.18 million. 
Source: Operations Services and Financial Management Department. 

 
150. The Rawalpindi Environmental Improvement project had to deal with a cancellation of $49.48 
million of surplus loan amount. Data from the Operations Services and Financial Management 
Department indicated that the cancellation was due to the suspension of both loans for the project, 
because land acquisition issues had not been resolved for the sewage treatment plant subcomponent 
by the time of the closure of the loan. The PCR reported the following factors that contributed to the 
delay in land acquisition: (i) a resettlement plan was developed for the component, but was not 
updated before implementation; (ii) the affected population registered a complaint against unequal 
assessment of land values and missing data on nonland assets in the resettlement plan; and (iii) 
monitoring remained weak because of capacity issues within the implementing agencies and the 
consultants. Since no physical work could be undertaken for the subcomponent, this was ultimately 
dropped. 
 
151. An undisbursed loan balance at closing was the common reason for cancellation of loan 
amounts for the remaining two projects in water supply. For the TA Loan for Megacity Development, 
the initial cancellation was due to uncontracted components. 
 

3. Assessment  
 
152. Except for the successful Punjab Community Water Supply and Sanitation Project, available 
PCRs have rated ADB’s interventions as less than successful, which IED’s PVRs and this evaluation 
confirm. The first MFF project in the urban and water supply sector, Sindh Cities Improvement, was 
approved in December 2008, and the original closing date for tranche 1 was 31 December 2012.90 Due 
to slow implementation, a 1-year extension was approved, and it is now expected to close in December 
2013.91 According to the latest internal review report, water connection to six distribution networks is 
expected in 2014, and in that context, for example, household connection in some of the towns (e.g., 
Rohri and Khaipur) has not started. Given that the tranche has yet to close and without a completion 
report, it is too early to assess the MFF project. Therefore, the assessment bases its rating on the first 
generation of water supply and urban projects, plus the TA loan for Megacity Development. From these 
projects, IED was able to assess the outcome and impact of the sector.   
 
153. Strategic positioning. The program’s positioning is rated as less than satisfactory. The sector 
strategies in CSP/CPSs have changed over time without adequately assessing the results of previous 
work done, while not gauging the capacity of the new agencies that would be involved. As mentioned, 

                                                   
90  Two TAs were related to the later generation of megacity development projects—Capacity Building for Environmental 

Management in Sindh, and Improving Efficiency and Accountability of North Sindh Urban Services Corporation Limited, which 
supported the PMU for project implementation.   

91  According to the latest 2013 review mission report (August 2013, which IED was able to obtain in mid-September), it is 
reported that out of the $39 million loan, cumulative disbursement stands at $28 million. The first tranche of the MFF is 
focusing on providing support to North Sindh Urban Services Corporation, e-planning processes, a transparent billing system, 
and improved urban services.  
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the short-lived stable economic and political situation in Pakistan around 2005 led ADB to support the 
government’s shift towards higher sustained growth, and higher priority was accorded to the 
development of economic infrastructure. Along with power and transport, urban renewal rose on the 
agenda at the time. The latest CPS 2009–2013 narrowed this focus further, emphasizing interventions 
in larger cities, including urban transport and city corporatization. However, the CPS did not seem to be 
based on an in-depth analysis of the level of readiness in Pakistan to introduce the changes needed, 
and there was also a lack of in-depth institutional capacity assessment. While IED acknowledges that 
much larger cities are the new target suited for MFF intervention, the reason for abandoning the 
community-driven approach altogether, which had tangible impact and sustainability (which IED 
confirmed during the mission), is not explained or assessed in detail. In terms of ADB’s positioning vis-
a-vis the work of other aid agencies, ADB has been the largest in this sector in terms of both volume 
and number of projects, followed next by USAID and the World Bank. USAID’s main priorities in this 
sector are to restore livelihoods and incomes, especially of the poor; and to rehabilitate/rebuild 
infrastructure affected/damaged by natural disasters and armed conflict. ADB and the World Bank 
considered the sector intervention different from disaster and conflict support, especially from around 
2000–2006, as both banks continued conventional area-based classic water supply and sanitation 
projects, whereas bilateral donors focused more on hygiene education and financial management, with 
grants in the sector. ADB and IED need some more years to confirm whether it was the right choice to 
shift and concentrate entirely on large urban areas through the urban corporation channel.   
 
154. Relevance. The program is rated relevant. As mentioned, ADB was aligned with changing 
government focus, and the continuation of work in the urban sector also coincided with ADB’s 
increasing prioritization for urban development since the Medium-Term Strategy 2006–2008 and 
continued in Strategy 2020 of 2008. The design of the interventions, with an in-depth analysis of the 
capacity of urban departments at various levels of the government, should have been done when the 
Sindh Improvement Investment MFF was conceptualized. ADB can still conduct a thorough risk 
(political, economic, and institutional levels) and capacity (transparency, regulatory, and financial 
aspects of various tiers of the urban department and agencies) assessment and an evaluation on the 
optimal support in the Pakistan urban sector as part of accompanying TA or as part of a PCR on the 
first MFF tranche. The Megacities TA loan project, unfortunately, had to face delicate political 
complexity in Karachi, which was not factored in during the conception stage.  
 
155. Efficiency. The program is rated less than efficient. The EIRRs for the delivered subcomponents 
of the Southern Punjab project were lower than the values at appraisal, but above 12% (except a few in 
sewerage and solid waste components) due to their delayed completion, reduced scope of activities, 
and reduced benefits over time due to weak O&M capacities. The Rawalpindi project’s EIRR at 
completion was 10% (15.8% at the time of appraisal), due mostly to nonrealization of health benefits. 
It could not deliver what it had envisaged, due to it being inappropriately cut for being slow moving 
for too long. The TA loan for Megacity Development got bogged down in disagreements between local 
stakeholders in the project, and had only a small portion of the resources utilized. 92 The recent ongoing 
MFF-Sindh Cities Improvement Investment Program was approved in 2008, but the high turnover of 
project directors (three within 18 months) in 2011 has affected implementation. In addition, many ADB 
projects have experienced PMU staff vacancies and high turnovers, as there are few incentives and little 
honor for government officials to take up positions in externally funded projects, and the MFF is no 
exception. 
 
156. Effectiveness. The program is rated less than effective. The three municipal services (or 
municipal development) projects discussed earlier were less than effective. The effective Punjab 
community development water supply and sanitation sector project93 was not essentially an urban 
development project, although it included some towns, while the other two projects that addressed 
the newly devolved administrations had significant shortfalls and drawbacks. The Southern Punjab 

                                                   
92 ADB. 2010. Completion Report: TA Mega City Development Project in Pakistan. Manila (Project 38405). 
93 ADB. 2008. Completion Report: Punjab Community Water Supply and Sanitation Project in Pakistan. Manila (Project 35314). 
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Basic Urban Services Project improved reliable water supply and sewage services to targeted low-
income households, but institutional policy reforms needed for the devolution were scarcely 
implemented, with marginal improvements in revenues or in mobilizing additional financial resources. 
The Rawalpindi Environmental Improvement Project underperformed as per its PCR, as only $19.6 
million (23%) of the approved project cost of $85.7 million was utilized.94  
 
157. The first Punjab Community Water Supply and Sanitation Project was implemented in much 
smaller communities, and beneficiaries were more involved in the design and implementation stage 
than in the other two projects discussed. The Punjab Community project’s location was in more remote 
areas than in the latter two, and was constructed by the provincial Public Health and Environment 
Department (PHED), and then transferred to the TMA, which is a community-based body. The 
evaluation assessed that the ownership and commitment to run and maintain the water supply system 
in smaller communities was more hands-on for livelihood needs than in the larger urban setting. In 
addition, given that there is still deep resistance to accepting ADB safeguards policies (especially on the 
definition of affected persons, and compensation levels), implementing water supply projects in peri-
urban settings looks more manageable than in high density urban settings as far as ADB urban projects 
are concerned. The success of the first of the three came, in IED’s view, because the delivery and 
operations of the Punjab Community Water Supply and Sanitation Sector Project were mainly through 
CBOs, whereas, as the target became larger, with consultations through local bodies (TMAs or Water 
and Sanitation Authority), consultations during design and planning and their civic responsibilities in 
operations through mainly awareness raising became much more challenging. The capacity of the 
executing agencies involved was also quite different. The PCR also rated the Megacity Development 
project unsuccessful, a rating with which IED concurs. Out of eight subprograms, only three minor 
tasks were carried out. The remaining resources were transferred for the preparation of an MFF that did 
not materialize.95  
 

158. Sustainability. ADB’s program is rated less than likely sustainable. In the first phase of the 
municipal integrated urban services projects, community participation in design and planning of the 
subprojects was not high except in the first Punjab Community project, which had a proven design as it 
was a follow up to an earlier similar project in Punjab’s rural areas. The engagement with communities 
in the other two projects (Southern Punjab and Rawalpindi) was weaker, as it took place mainly with 
the help of social organizers and some council members who had responsibility for specific activities 
but not for overall implementation of the project.96 A lack of capacity and delicate issues with 
devolution have also meant that cost recovery mechanisms could not be improved, so future 
maintenance depends on continued provincial budgetary support, which is already thinly stretched. The 
Megacity Development project was not really implemented, so sustainability issues do not arise. The 
ongoing MFF has still not been completed; hence, it is too early to call it sustainable.  
 
159. Development impact. This is rated less than satisfactory. In the absence of solid outputs and 
outcomes in several of the projects, this seems an inescapable conclusion. Even for the components 
that were completed, it is difficult to ascertain how many benefits accrued from ADB’s municipal 
services investments in Punjab and Rawalpindi, as there was no benefit monitoring and evaluation 
system. Under the Punjab Community Project, more than half of the subcomponents in the water 
supply schemes are still running and providing safe water to the community. An IED impact evaluation 
study found evidence of increased school attendance, particularly by girls, and some positive effects on 
health (reduced incidence of diarrhea) in the middle income group.97 As mentioned, the Southern 
Punjab project was continued with government funds even after ADB cancelled its loan, which is a 

                                                   
94 ADB. 2011. Completion Report: Rawalpindi Environmental Improvement Project in Pakistan. Manila (Project 37003). 
95 The Government of Sindh and the CDGK could not come to a consensus on the approach and scope going forward.  
96  The PCR refers to the fact that local government department and PHED staff, who were mainly responsible for construction 

and operations of schemes, were not involved in the community consultation. Local politicians undertook the consultation 
without involving key decision makers and technical staff who would design, implement, and operate the schemes. This was 
more an issue of the design and understanding of the consultation process. 

97 IED. 2009. Impact Evaluation Study: Impact of Rural Water Supply and Sanitation. Manila: ADB.   
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positive thing. But it is difficult to rate the overall impact of the program as satisfactory.  Government 
funding of incomplete projects after loans are cancelled is bound to affect the availability of funds to 
complete other projects. The Southern Punjab project still has pending court cases, as there are 
differences in the compensation between the affected households of different batches as of 2012. In a 
satisfaction survey fielded by ADB’s Office of Special Project Facility, the complainants were not 
satisfied with the subsequent lack of progress in relocating the project and making payments.  
 

H. Natural Disasters-Related Program 
 

1. Context 
 
160. Natural disaster management in Pakistan in the past was led by the army, focusing on rescue 
and relief, at a time when major disasters other than droughts were less frequent. However, following 
the massive 2005 earthquake, the government decided to set up the Earthquake Reconstruction and 
Rehabilitation Authority (ERRA). This was aimed at providing coordinated and speedy processing and 
preparation of projects. But the experience went through many challenges. Project implementation by 
ERRA was slow, although partly for non-agency-related reasons: mountain slopes proved too unstable 
to work fast, while access and logistics were also unexpected bottlenecks.  
 
161. In 2007, the government established a Natural Disaster Risk Management Framework, and in 
2010 it mandated a new National Disaster Management Authority to act as the implementing, 
coordinating, and monitoring arm of the National Disaster Management Commission. It was also to 
provide technical guidance to provincial- and district-level authorities for project and program 
implementation. Although this was a step in the right direction, the new system needs continued 
strong political commitment, adequate funding, more skilled human resources, better coordination, 
and a clearer delineation of mandates among government agencies. The system is proving especially 
weak at the district level. The two main natural disasters that Pakistan experienced in the 2000s are 
briefly described in Box K.3: the massive earthquake in northeastern Pakistan in 2005, and the floods of 
2010 along the southern part of the Indus river (and smaller floods in 2011 and 2012). 
 

Box K.3: Natural Disasters during the CAPE Period 
 

On 8 October 2005, an earthquake was recorded measuring 7.6 on the Richter scale with an epicenter 100 
kilometers (km) northeast of Islamabad. Substantial public and private assets were badly damaged or destroyed in 
several districts including in Khyber Pakhtunkhwa province and areas northeast of it. According to the government, 
approximately 73,000 people died and more than 70,000 were severely injured or disabled. More than 2.8 million 
people were left without shelter, and it was estimated that about 2.3 million persons were initially without 
adequate food. The most seriously affected sectors were transport, health, power, and water supply and 
sanitation.    
 

In 2010 and again in 2011, there was serious flooding mainly in Sindh Province. In 2011, the precipitation was 
estimated to be 270% above normal rainfall patterns. Combined with the diverse topography of the region, 
including Sindh’s low-lying and flat terrain, the continued heavy rains overwhelmed the absorption capacity of the 
soil, as well as flood-mitigation infrastructure, resulting in the inundation of substantial areas. Approximately 9.6 
million people were affected in Sindh and Balochistan as a result of the floods, with 520 reported deaths and 
1,180 injured. According to official sources, approximately 27,370 square km was affected. 
 

Source: This report. 
 

2. Portfolio 
 
162. Four loans were implemented in response to requests from the Government of Pakistan for 
support after the 2005 and 2010/2011 natural disasters. 
 
163. IED’s 2012 special evaluation study on natural disasters reported that ADB's natural disaster-
related lending in Pakistan from 1995 to 2011 focused on disaster recovery (Table K.12).98 Loans and 

                                                   
98 IED. 2012. Special Evaluation Study: ADB’s Response to Natural Disasters and Disaster Risks. Manila: ADB. 
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grants for 10 projects amounting to $1.56 billion went into such operations, while $663 million 
supported disaster prevention activities in nine projects. After the 2005 earthquake, ADB provided 
Pakistan with an emergency assistance loan of $220 million, through the Earthquake Emergency 
Assistance Project (EEAP), in addition to $12.5 million from loan savings from the Second Science 
Education Sector Project (the PCR rated the performance successful). It also provided a grant of $137.5 
million through the Pakistan Earthquake Fund, and $37.5 million through cofinancing with the 
European Commission through EEAP. Furthermore, two TAs for capacity development related to 
natural disasters99 were provided. In June 2007, ADB approved an ordinary capital resources loan of 
$400 million for the Earthquake Displaced People Livelihood Restoration Program (the PCR rated it 
successful). It helped provide housing for disaster victims. The goal was to help the government meet 
its target of having 85% of the 3.5 million earthquake-displaced people living in seismically compliant 
houses by the end of 2010. And in 2010 and 2011, ADB assisted in the preliminary damage and needs 
assessment (PDNA) during the major floods and helped secure blankets, tents, and emergency rescue 
equipment for flood-affected people and stockpiling for future disasters. The World Bank and ADB have 
been partners in helping the government to conduct PDNAs since the 2005 earthquake (see Appendix 
1, Linked Document A of the main report for details on the emergency response portfolio). Through 
these PDNAs, ADB claims that it has transferred the knowledge of how to conduct such an exercise to 
concerned provincial governments. 
 

Table K.12: Pakistan Disaster-Related Investment (Loans and Grants) in 5-year Cohort 

Period 
Disaster Recovery Disaster Prevention Total 

No. Volume ($ million) No. Volume ($ million) No. Volume ($ million) 
1995–1999 - - 2 240 2 240  
2000–2004 1  100 2 93  3 193  
2005–2009 5 800 5 330 10 1,130  
2010–2011a 4 656 - - 4 656  

a  Covers 2-year period of 2010–2011. 
Source: Independent Evaluation Department. 
 

164. The 2005 Earthquake Emergency Assistance Project aimed to restore infrastructure damaged or 
destroyed in northeastern Pakistan, addressing urgently needed facilities in the transport, power, 
health, and education sectors. The transport component targeted rehabilitating earthquake-damaged 
major roads and bridges (except national highways) within all nine affected districts. It focused on 
repairing and rehabilitating damaged major roads and bridges under the Public Works Department and 
the Local Government and Rural Development Department plus NHA and the district governments. The 
project, which was to take a maximum of 4 years, took 6, and was closed only at end-2011. The 
executing agency, ERRA, was able to put together the detailed design of the project only after having 
secured its financing and project design approval from the government—which took almost a year. It 
furthermore took 1.5 years to establish the project management and implementation unit, as the 
consultant selected could be hired only after another long delay, while there were also other significant 
delays in obtaining approvals. 
 
165. Nine infrastructure projects in Pakistan had components that can be seen as oriented to 
disaster prevention, as they focused on flood protection, stormwater drainage rehabilitation, or 
irrigation; or took into account the possibility of landslides in their design; or built capacity in disaster 
prevention, land use planning, flood management, and erosion control. They are (i) the National 
Drainage Program (Sector), (ii) the Second Flood Protection (Sector) Project, (iii) the NWFP Barani Area 
Development Project - Phase II, (iv) the Sustainable Livelihood in Barani Areas Project, (v) the Rawalpindi 
Environmental Improvement Project, (vi) the Additional Works for Preparation of the Hill Torrents 
Management Project, (vii) the Federally Administered Tribal Areas Rural Development Project, (viii) the 
MFF-PIAIP Subproject 1 (Lower Bari Doab Canal Improvement Project), and (ix) the Punjab Irrigated 
Agriculture Project Preparation Facility. 
                                                   
99 Capacity Building for Institutions Related to Earthquake Reconstruction and Rehabilitation and Capacity Building for the Flood 

Emergency Reconstruction Project. 
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3. Assessment 
 
166. As the disaster prevention projects have also been assessed under their respective sector 
program assessments, the present assessment focuses on the performance of ADB’s response to natural 
disasters. This is rated successful on the borderline.   
 
167. Strategic positioning. ADB’s strategic positioning in disaster response was satisfactory. With 
both types of disasters that happened over the decade, ADB was able to respond immediately, in 
accordance with its mandate. ADB has been a key development partner in relief and rehabilitation 
efforts. ADB’s positioning in disaster prevention in Pakistan needs to improve further, for instance by 
taking this aspect into account systematically in the new CPS. 
 
168. Relevance. ADB’s emergency assistance and disaster prevention support was relevant. ADB 
responded appropriately and flexibly to government requests, and ADB’s Strategy 2020 promotes 
special attention to disaster management. ADB has had a mix of both disaster response and prevention 
projects, although there should be more of the latter going forward. However, past CPSs did not have 
in-depth country risk assessments; nor they did they include an approach to how ADB could support 
the government to invest in the prevention of natural disasters. Given the frequency with which natural 
disasters occur in Pakistan, ADB could have extended TA to strengthen the institutional setup or have 
strengthened risk assessments.  
 
169. Efficiency. ADB’s program is rated less than efficient. This is in part due to the delays the 
earthquake relief projects experienced during their implementation. Some of the delays were due to 
floods subsequent to the earthquake. The principal loan (with many supplementary loans financed by 
external contributions that came at different times) was closed on 30 June 2011, 6 years after the 
earthquake in 2005—although the implementation period was supposed to have taken 4 years. In 
principle, emergency assistance loans have to be implemented within 2 years of the disaster, with an 
extension up to 2 years.  The 2010 Flood Emergency Reconstruction Project faced some delays again, as 
the concerned unit within NHA still lacked familiarity with both ADB and government procedures. The 
irrigation and flood management component mostly had retroactive financing for works done by the 
government. The first contract for new civil works concerning canals and drains was awarded in July 
2012, and has just been initiated. The Sindh Irrigation Department may have not been fully familiar 
with ADB procurement practices, but NHA has sufficient experience and knowledge to prepare and 
supervise. The National Disaster Management Authority (NDMA) is a fairly new agency (currently with 
some overlaps with ERRA, which is expected to close down or merge with NDMA when the latter’s 
2005 earthquake-related works are all finished), with staff who are secondees from various line 
agencies. IED has noted that NDMA is approached by various aid agencies for technical and 
technological support, but no agency seems to be providing the best approach in integrated disaster 
management framework and budget planning that would result in much stronger preventive 
infrastructure construction and management in Pakistan. Given ADB’s vast experience in many Asian 
countries, ADB can play the role of an enabler or broker for NDMA to partner with disaster-specialized 
agencies based in Asia (see related paragraph on sustainability, para. 171).    
 
170. Effectiveness. The study rates the program effective. The IED assessment puts more weight on 
those projects that have been completed, as 2010 flood repair works were just awarded in 2012, with 
design works not yet being completed. The overall rating for the emergency assistance (multisector) 
projects is successful. Despite some problems with poor drainage and construction quality, and some 
delays due to flood damage, the main component to restore access roads, bridges, and key highways 
was realized after the 2005 earthquake. The objectives were also largely realized for the Earthquake-
Displaced People Livelihood Restoration Program100  and the small-scale fast grant: Asia Pacific Disaster 
Relief Fund 0026 Sindh and the Balochistan Flood Emergency Response project, which provided a 
small-scale $3 million grant for immediate humanitarian support including food, medicine, and tents. 
                                                   
100 The PCR rated the program as partly effective in achieving its original goal of helping the government meet its goal of having 

85% of the 3.5 million earthquake-displaced people living in seismically compliant houses by the end of 2010. 
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171. Sustainability. The program is rated less than likely sustainable. Most of the project roads in 
northeastern Pakistan have been constructed according to the government standard,101 but, given the 
unstable terrain in the mountainous region, proper maintenance is indispensable. However, there is 
very little provision for this in the relevant government budgets, and this is a worry. At an institutional 
level, there are also concerns. ERRA was created specifically for the 2005 earthquake, whereas NDMA 
was set up later in the context of the 2010 floods. Presently, there is confusion about the functions of 
ERRA and NDMA. NDMA considers that, once ERRA’s ongoing program is finished, it is to be absorbed 
into NDMA. The CAPE considers that ADB can support the infant NDMA to strengthen its engagement 
in long-term disaster-resilient infrastructure planning and design, while working with other ministries 
and agencies responsible for construction and maintenance of infrastructure (e.g., roads, bridges, and 
riverbeds). There may be avenues for TA, loans, or regional cooperation initiatives to be placed with 
NDMA. NDMA could then also draw usefully on its regional cooperation experience and various other 
experiences with natural disasters. Currently, NDMA is being approached by several governments or 
bilateral agencies on certain specified areas (e.g., dispatch of expert for needs assessment, technical 
specification), but IED did not see a well-functioning coordinated investment by aid agencies that have 
special expertise in integrated disaster management. There is a potential platform for development 
partners to come together for policy discussions, and some external agencies are providing support by 
sending consultants in the areas in which they have a technological edge or advantage. However, 
whether NDMA has its choice or a strong say in how it may want to choose areas of support, or even 
change the support areas, is questionable. ADB can play a role as a conduit to link up with regional 
experience and specialized agencies (e.g., United Nations and other regional specialized agencies in 
Bangkok, Jakarta, and Kobe).    
 
172. Development impact. The program’s development impact is rated satisfactory. The Earthquake-
Displaced People Livelihood Restoration Program established a proper monitoring system that worked 
well. The intended impact of the program was to restore and improve livelihood for the earthquake-
displaced people.  The outputs included construction of seismically compliant houses and the capacity 
for built-in seismic building techniques, financial management, monitoring and evaluation, protection 
of vulnerable groups, and environmental and social safeguards. More than 408,000 houses102 have 
been reconstructed or repaired in two areas in the northern part of Pakistan. This includes both 
completely as well as partly destroyed houses. The exercise culminated in a 2010 Housing Survey, which 
was jointly funded and prepared by ADB, the French Development Agency, the Islamic Development 
Bank, and the World Bank. The survey gauged the level of compliance with seismic-resistant 
reconstruction, based on questionnaires covering approximately 800 households selected randomly 
from the database provided by ERRA.  
 
173. The survey found that the majority of respondents had been receiving payment tranches within 
3 months, which is regarded as satisfactory, given the complex structure in place to ensure 
transparency and accountability. Overall, the vulnerable groups fared relatively well under the 
circumstances and did not feel adversely affected or marginalized by the government response. 
Improved sanitation facilities and safer excrement disposal were key elements of the reconstruction 
program. The survey confirmed significant improvements in household sanitation facilities as well as in 
the prevalent practices for the disposal of excreta. The survey results also highlighted a more than 30% 
increase in the use of septic tanks and soak pits. The survey, however, found widely prevalent instances 
of environmentally unsound practices. It registered significant cutting of trees, raising concerns 
regarding the damage to the forest cover in the affected areas as a result of house construction and 
the need for firewood. Although the earthquake in Pakistan was a major disaster in a very difficult area, 
the survey showed good impacts of the emergency response, and good capacity in Pakistan for holding 
a proper survey.  
 
 

                                                   
101 The 2010 flood damage was the largest in recorded history in Pakistan. 
102 Funded by ADB.  
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I. Nonsovereign Operations 
 

1. Context 
 
174. Infrastructure development was a key pillar in the MTDF 2005–2010, which focused on the 
energy, transport, and water sectors. Due to the enormous investment requirements in infrastructure, 
and given Pakistan’s fiscal situation, private participation was seen as an important strategic option to 
enable capital mobilization that would also help ensure efficiency and effectiveness in investments. 
ADB made several power sector investments in the latter part of the CAPE period including in 
hydropower and wind power. Enabling environment issues may have contributed to lack of 
investments in the transport and water sectors by private sector operations. In the financial sector, the 
SME Sector Development Program improved the financial infrastructure for SME lending and included a 
Partial Risk Guarantee facility to increase incentives for commercial banks to increase their SME lending. 
Poor access to equity funding by SMEs was also a gap that was identified. With the global financial and 
domestic macroeconomic crisis starting late 2007, access to trade finance facilities begun to decline as 
confirming banks cut back on their exposure to Pakistan. 
 

2. Portfolio 
 
175. There was an increase in nonsovereign investments from $270 million in 1985–2001 to $840 
million103 in 2002–2012 (see Appendix 1, Linked Document A of the main report for details). During 
1985–2001, almost 80% of the nonsovereign investments were in industry, trade, and finance, 
including several investments in leasing companies. There were only two investments in the 
infrastructure sector—one in power ($37 million) and another in transport ($20 million). During 2002–
2012, 70% of the nonsovereign investments went to the power sector and 30% went to the financial 
sector. About 85% of the financial sector investments were in trade finance. Table K.13 lists the 
nonsovereign investments during the CAPE period. 
 

Table K.13: Nonsovereign Operations, 2002–2012 

Project Name 

Approved 
Amount 

($million) 

Approved 
Guarantee  
($million) 

Board 
Approval  

Date Status 
SME Sector Development Program: 
SME Guarantee Facility Component 

 20 Dec-03 Partial Credit Guarantee Facility Agreement with 
Citibank expired 2011 

New Bong Escape Hydropower Project 37.3  Nov-05 Commercial operations commenced March 2013 
KESC Postprivatization Rehabilitation, 
Upgrade and Expansion 

150.0  May-07 Project under implementation with interim results 

JS Private Equity Fund I LLC 20.0  Jul-07 Fund is underinvested with underperforming 
portfolio 

Daharki Power Project 2.75 44 Dec-03 Commercial operations has started 
Zorlu Enerji Power Project 36.8  Nov-10 Commercial operations not started 
Uch-II Power Project 100.0 50 Dec-10 Commercial operations not started 
Patrind Hydropower Project 97.0  Oct-11 Commercial operations not started 
Foundation Wind Energy I 33.43  Dec-11 Commercial operations not started 
Foundation Wind Energy II 33.18  Dec-11 Commercial operations not started 
Trade Finance Facilitya     Peak ADB exposure was $217 million in 2013 (as 

of June 30), $139 million in 2012, and $172 
million in 2011. 

ADB = Asian Development Bank, SMEs = small and medium enterprises, TFP = Trade Finance Program. 
a  Under the TFP, ADB approved several trade finance lines with commercial banks in Pakistan. 
Source: ADB databases. 
 

                                                   
103This includes $217 million of highest Trade Finance Program (TFP) exposure during the first half of 2013. 
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3. Assessment104 
 
176. The overall rating for nonsovereign operations approved and ongoing over 2002–2012 is 
successful. 
 
177. Development impact. The impact of ADB private sector operations, in turn determined by 
private sector development (PSD) contribution; business success; economic development contribution; 
and environment, social, health, and safety, is rated satisfactory. While the power projects are under 
construction or at the early stages of operations (none has been rated yet by either the operations 
department or IED), the contribution to PSD is likely to be significant, since many of the projects go 
beyond alleviating power shortages. Three of the projects are the first of their kind and, if successful, 
would have demonstration effects. The Daharki Power Project had an innovative financial structure that 
would help increase returns to investors and could be a template for future private sector projects in 
infrastructure. The postprivatization support to KESC would help validate the ADB strategy in the 
power sector. The PSD contribution of the Trade Finance Program (TFP) facility in Pakistan is significant 
by ensuring a flow of critical imports of private enterprises, including SMEs (Box K.4). However, the PSD 
impact of the Citibank SME Facility and the JS Equity Fund I did not produce positive demonstration 
effects. The overall PSD impact of nonsovereign operations is rated satisfactory. 
  
178. Business success was too early to judge for the power projects, as many of them are still under 
construction, though initial unaudited financial returns for KESC indicate a turnaround from operating 
losses to profitability mainly due to reduction in transmission and distribution losses, as well as 
improvements in billing and collection. The TFP facility in Pakistan has not experienced any losses to 
date. However, the Daharki project experienced significant delays in construction, which may affect 
projected rates of return. In addition, financial performance of the Citibank SME Facility and the JS 
Equity Fund I have been poor, with both projects currently under special supervision. The business 
success of nonsovereign operations is rated less than satisfactory. 
 
179. It is too early to assess contributions to economic development, as many projects are still not 
operational. However, all power projects are expected to make contributions to economic development 
by improving access to power as well as strengthening the local economy through jobs, procurement, 
and small infrastructure. The economic return of the TFP facility is expected to be high. However, the 
Citibank SME Facility and the JS Equity Fund I are likely to have negative economic rates of return. 
Overall economic development is rated satisfactory. 
 
180. Performance of the power projects in complying with environmental, social, health, and safety 
safeguards has been satisfactory thus far, with appropriate at-entry work including the establishment 
of social and environmental plans that are being monitored during project implementation. The finance 
projects meet the ADB guidelines, and the overall rating for this criterion is hence satisfactory. 
 
181. ADB profitability. It is too early to assess this aspect in the power sector, because many projects 
are still not operational. As noted above, the recent KESC operational and financial results increase the 
likelihood of positive returns on ADB equity investment and repayment of loans. In addition, the TFP is 
likely to be profitable, given that less economic capital is needed to support the facility compared with 
conventional loans. However, ADB is likely to experience losses on the Citibank SME Facility and JS 
Equity Fund I investments. ADB profitability is rated satisfactory. 
 

                                                   
104 This assessment follows the criteria formulated by IED and the Evaluation Cooperation Group, specific for private sector 

operations. 
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182. ADB work quality. ADB’s work quality is rated satisfactory. ADB’s screening, appraisal, and 
structuring were satisfactory. The quality of at-entry work in the power projects was generally good. 
Projects were chosen on the basis of strategic focus, potential development impact, and quality of 
sponsors with adequate risk assessment. In the case of KESC, the coordination with the International 
Finance Corporation’s investment appraisal helped improve the quality of at-entry work. ADB was 
proactive in identifying potential wind projects and was in discussions with sponsors more than a year 
prior to the concept paper review. In the TFP, there has been systematic assessment of partner banks. 
However, the results from the Citibank SME Facility and the JS Equity Fund I projects indicate poor 
screening of sponsors. 
 
183. ADB’s monitoring and supervision was satisfactory. The power projects are well monitored and 
supervised; in the case of KESC, ADB reinvested the proceeds of the $25 million prepayment into KESC 
equity to strengthen the company’s financial structure. Adequate measures were undertaken to check 
on the progress of the Citibank SME facility (through missions and reports) and the JS Equity Fund I (by 
performing governance functions). There is constant review of new and outstanding TFP transactions.  

Box K.4: Trade Finance Program in Pakistan 
 

ADB’s Trade Finance Program (TFP) started operations in 2004. At the macro level, the TFP objective is 
to fill persistent market gaps. At the micro level, TFP objectives are to increase trade; support small 
and medium-size enterprises (SMEs); enhance intraregional and developing member country (DMC)-
DMC trade; rapidly and effectively respond in the event of natural, political, and economic crisis; and 
strengthen the banking system. 

 

The volume of TFP transactions in Pakistan grew at the onset of the global financial crisis and 
following the political and macroeconomic uncertainty starting in 2007. There was increased 
perception of Pakistan banking sector risk due to concerns about country political and 
macroeconomic risks as well as credit risk as nonperforming loans (NPLs) increased. The TFP was a 
relevant response to the demand for trade finance risk mitigation in Pakistan. 
 

Table: Trade Finance Transactions in Pakistan 2008–2012 

 
                           Source: Private Sector Operations Department. 

 

ADB value addition in trade finance is based on its ability to help enable viable trade transactions that 
would otherwise not occur at reasonable terms. In Pakistan, during 2007–2009, there was a reduction 
in the number of confirming banks, and the cost of letter of credit confirmation increased from 2%–
2.5% to 7.5 % of the transaction amount. In a regional survey, responding banks (including in 
Pakistan) indicated that their trade support to companies would decline by at least 13% without the 
TFP. ADB practices market pricing, which is based on monthly survey calls to six partner banks. While 
the average tenor at 73 days in 2012 is not longer than what is currently offered in the market, ADB 
may provide tenors of more than 1 year as businesses increase imports of capital equipment. Finally, 
ADB enhances support by providing technical assistance (TA) – two TA operations have been 
approved.  
 

About 80 % of trade transactions supported in Pakistan since inception were in oil, gas, and energy-
related commodities, and another 11% in food, agriculture, and related products. In 2012, the TFP 
supported about 7% of total oil imports, thus helping ensure the flow of a critical good. Using 
transactions less than $1 million as a proxy for SME support, more than 90% of transactions in 2012 
were deemed to support SMEs, though it should be noted that the TFP does not influence directly the 
share of the SME portfolio of banks. The TFP helped mobilize resources—about 40% of the 2012 
trade transactions supported in Pakistan were attributable to cofinancing from other commercial 
banks and insurance companies. There has not been any default or losses under the TFP.  
 

Source: Compiled by study team. 

Year Number of Transactions Amount ($ million)

2008 29 174 
2009 146 983 
2010 137 832 
2011 383 1811 
2012 571 1278 
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184. ADB’ overall role and contribution were satisfactory. It was useful in most of the power 
projects, notably in addressing the legal and regulatory issues. In thecase of the Patrind Hydropower 
Project, ADB staff were able to navigate the difficult issues relating to disputed areas where most of the 
project was located. ADB provided advice and support to the restructuring of KESC and helped design a 
financial structure that enabled the Daharki project to attract investors and lenders. However, the ADB 
role and contribution in the Citibank SME Facility were minimal. ADB value added in the JS Private 
Equity Fund has been mainly its financial contribution.  
  
185. ADB additionality. The level of additionality of ADB’s nonsovereign operations is rated 
satisfactory.  ADB participation in many power projects was useful, in terms of mobilizing resources 
and providing credibility. In the case of KESC, ADB’s knowledge of the company from previous 
engagements was an important success factor in KESC’s turnaround. ADB provided financial support to 
the New Bong Escape Project at a time when there was no private investment in the hydroelectric 
subsector, and helped mobilize financing in tenors appropriate for the project. The ADB guarantee to 
the Daharki Power Project was instrumental in attracting lenders, and the loan to the Zorlu Enerji Wind 
Project helped mobilize local commercial financing that would otherwise have been unavailable due to 
the challenging market conditions at that time. The ADB loan to the Patrind Hydropower Project was a 
necessary requirement for the Export-Import Bank of Korea's (KEXIM) participation. The TFP had an 
accompanying TA to improve the capacity of banks in implementing trade finance transactions. 
However, ADB’s additionality to the Citibank SME Facility is minimal. In the case of the JS Private Equity 
Fund I, ADB participation was not critical to the project, whose critical weakness was the inability to 
invest the capital commitments.  
 
186. With satisfactory ratings for development impact, ADB investment profitability, ADB work 
quality, and ADB additionality, the overall rating for nonsovereign operations is successful. 


