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ECONOMIC ANALYSIS 
 
A. Introduction 

 
1. The analytical framework for determining efficient and sustainable use of resources is 
based on relevant ADB publications, including Guidelines for the Economic Analysis of Projects 
(1997). 

 
B. Economic Analysis of ADB’s Program Loan for the PSEs Reform Program 

 
2. Economic analysis reveals that the Public Sector Enterprises (PSEs) in Pakistan suffer 
from financial insolvency primarily due to the following reasons: (i) weak management and 
governance, (ii) political influence in PSEs’ management, (iii) low labor productivity, (iv) quickly 
deteriorating capital equipment, (v) soft budget constraints, (vi) tariffs below full cost recovery 
levels, and (vii) lack of commercial orientation. Investments over the last decades have been 
insufficient to ensure competitiveness and quality service delivery.  
 
3. Consequently, many PSEs have regularly required discretionary fiscal transfers and 
sovereign credit guarantees to continue operating imposing high fiscal and economic costs.  As 
of December 2015, according to the State Bank of Pakistan (SBP), the total outstanding 
domestic debt and liabilities on PSEs was PKR 665.9 billion or 2.2% of GDP, up by 4% 
compared to same period last year. Similarly, as of December 2015, the Pakistan government 
external debt contracted for PSEs stood at USD 2.7 billion, up by 23% compared to same 
period last year . 

 
4. Given this backdrop of prevalence of poor performance of many PSEs, the proposed 
program will help the Government of Pakistan to consolidate and diversify critical reforms in 
PSEs. 
 
5. Outcome of the proposed program. The outcome will be improved PSE performance 
in Pakistan. The outcome of the proposed program is expected to be achieved from three 
outputs. These include: 
 

(i) Output 1: Policies to address labor issues and communication strategy 
introduced; monitoring system designed; and costs and benefits ascertained. 
The government has an ambitious PSE reform program, supported by multiple 
development partners.1 However, very little has been done so far to build 
constituencies for PSE reforms. Similarly, some key reforms need to be 
introduced to safeguard labors’ interest. This policy output will ensure maximum 
levels of transparency, effective communication, strategic consistency, and 
compliance with labor safeguards.2 It is equally important to carry out a cost-
benefit analysis of the proposed program. This will, in turn, help the government 
to carry out an effective public awareness campaign. 

 

                                                
1
  The Cabinet Committee on Privatization approved a plan to sequence the capital market and pre-privatization 

restructuring for 39 PSEs. 11 PSEs for block sales, 25 PSEs for strategic private sector participation and 3 for 
restructuring (PR, Pakistan International Airlines, and Pakistan Steel Mills). 

2
  Several case studies show that the success of PSE reform critically depends on public awareness of the reform 

process and benefits. Strong government commitment and adequate support from all the stakeholders are the two 
important prerequisites for a successful PSE reform program. 

https://lnadbg4.adb.org/sec0066p.nsf/vwLkupParentKey/LNAD-AA9CBW?OpenDocument
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(ii) Output 2: Financial transparency, monitoring and corporate governance in 
PSEs improved. Many PSEs are in poor financial condition primarily due to 
week corporate governance. Various forms of good corporate governance 
initiatives will need to take place to bring PSEs financially viable. The extent and 
depth of the corporate restructuring work will depend on the conditions of each 
PSE, sector rules and circumstances. This output is the most challenging in the 
PSE reform agenda. It will ensure the implementation of restructuring efforts, and 
sustainable improvement in PSEs’ compliance with the new corporate 
governance rules of the Securities and Exchange Commission of Pakistan 
(SECP). 

 
(iii) Output 3: Restructuring and reform of selected PSEs initiated. Given the 

limited capacity of various regulatory agencies, it is imperative to launch a 
restructuring program for those PSEs which will provide “bigger bang for the 
buck” in terms of net fiscal transfers from the federal budget to the federal PSEs.  
This is especially true given the hard budget constraint of the government.3 The 
primary focus is to improve service delivery in a cost-effective manner by these 
PSEs. However, successful restructuring of these large PSEs will critically 
depend on government’s commitment and a careful prioritization of reforms. 

 
 
C. Development Financing Requirement 

 
6. Based on detailed discussions with the government officials, it was agreed to support 
three major costs of reforms under the program: (i) support for revival of the government 
support to PSEs for investment to augment capacity4; (ii) funding of a retirement benefit fund to 
manage huge unfunded pensions and other retirement liabilities of workers, (iii) cost of 
vocational and other trainings, and (iv) communication cost. Total requirement is summarized in 
the table. 
 

Table: Development Financing Requirement (UD $ Million) 

Estimated Shortfall in Federal Government’s Support to 
PSEs  for Development Loans and Development 

Expenditure during FY2017 and FY2018 

640 

Contribution to Retirement Benefit Fund5 240 

Training and Communication 20 

Total 900 

Assumption: Nominal GDP growth rate is assumed to be 9% for both FY2017 and FY2018. 
Source: Asian Development Bank Staff Estimates. 

 
D. Economic Benefits 

 
7. Resource mobilization. The immediate motivators for the government’s PSE reform 
program are the sales proceeds, the fiscal space created from reduced fiscal transfers to PSEs, 
improved service provision, and also inflows of foreign exchange from foreign investors. 

                                                
3
 Hard budget constraint is manifested in two ways in the context of the proposed program. First, the government is 

forced to cut financing of various developmental projects including PSEs. Second, the government is unable to 
initiate additional reforms which have cost implications. 

4
 See RRP (paras 20-23). 

5
 20% of $1.2 billion for three targeted electricity distribution companies. 
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Furthermore, efficiency gains in turn are expected to increase tax revenues and higher returns 
on investment. During the first wave of privatizations in the 1990’s, privatization proceeds 
contributed 1.6% of GDP in 1992, 5.9% in 1994 and 2.2% in 1995. The privatization 
transactions in the last decade contributed even more to the government income from dividend 
and income tax streams as well as from privatization proceeds.6  Similarly the proceeds from the 
current phase of PSE reform including privatization are expected to substantially contribute 
towards mobilizing resources.7 It is estimated that in addition to savings from the payments for 
continuing circular debt, the power market distribution business would be largest contributor to 
privatization proceeds.  
 
8. Relief from annual fiscal bleeding. Miscellaneous and other expenditure on PSEs 
from the federal budget was PKR 411 billion (1.5% of GDP) in FY2015.8 The largest source of 
fiscal bleeding is the circular debt of the power sector that is presently estimated at over PKR 
300 billion. The budgeted subsidy for FY2015 alone amounts to PKR 221 billion for Water and 
Power Development Authority (WAPDA), Pakistan Electricity Power Corporation (PEPCO) and 
Karachi Electricity Supply Corporation (KESC) together. In addition, PIA’s losses have been 
over PKR 20 billion annually in the last two years, while its accumulated losses are in excess of 
PKR 268 billion .  Pakistan Steel Mills (PSM) has an estimated loss of around PKR 18-20 billion 
annually. Pakistan Railways’ annual deficit is in excess of PKR 25 billion, largely attributed to 
annual pension payment PKR 16 billion.  The PSE reforms, if carried out effectively, can result 
in addressing these fiscal leakages, freeing up resources for other well-needed developmental 
programs.9 

 
 

 
            Source: http://privatisation.gov.pk/?page_id=90 

                                                
6
 Privatization began in 1991. Between January 1991 and September 2015, 172 transactions for PRs. 649 billion 

have been completed. PRs. 428 billion (66%) was transferred to the federal government. Between June 2013 and 
September 2015, 5 transactions were completed for PRs.172 billion.  See Figure 1 for sectoral distribution. 

7
 It is extremely difficult to estimate disinvestment income with reasonable accuracy. 

8
 It dropped sharply to PKR 210 billion in FY2016 without any additional financial stability in the PSEs. 

9
 It will be extremely difficult to estimate reduction in budgetary transfers to PSEs that can be attributed to this 

program. 
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Figure 1: Sectoral Distribution of Disinvestment Income 
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9. Improved performance of PSEs, in turn, would not only result in return on investment for 
the government but would also result in reduced fiscal transfer and greater tax revenues. 
Moreover, it would also result in better service delivery for the citizens. Pakistan Railways’ 
improved performance, for instance, in all segments of its operations from rail tracks to rolling 
stocks especially power locomotives, signaling & communications and maintenance/workshop 
facilities will require additional investment, and cannot depend on the federal government during 
the period of fiscal consolidation.  

 
10. Good corporate governance.   PSEs in Pakistan have witnessed frequent political and 
administrative interference through ex-officio nominations on the board, direct appointment on 
senior management positions without proper recruitment criteria and procedure, sub-optimal or 
non-existent regulatory structures etc., resulting in years of mal-performance and accumulated 
liabilities. The colossal losses incurred by PSEs can be corrected through better governance 
and implementing the corporate governance rules of the regulator. Absence of political 
interference would result in independent boards, competent management and effective 
regulators, resulting in better financial performance of PSEs.  

 
11. The main sources of the government’s fiscal benefits10 are summarized in the diagram 
below: 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

  
 
 
 
 
 
 
 

                                                
10

 The government has embarked on a comprehensive fiscal consolidation program to put the debt-to-GDP ratio on 
sustainable trajectory and build fiscal space for development spending. The government has planned to reduce the 
fiscal deficit to GDP ratio to 4.3%in FY2016 and further down to 3.5% in FY2017 through revenue mobilization and 
expenditure rationalization measures. 
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12. Program beneficiaries. The beneficiaries of the proposed program will be the people of 
Pakistan who will directly benefit from the improved delivery of services. The greater ability of 
the government to invest in social and economic infrastructure, resulting from enhanced fiscal 
space, in turn, will help the population in having greater economic opportunities. The other 
important economic benefit of the proposed program is to promote an economic model that 
facilitates private sector. 
 
13. Government capacity. Government capacity to implement the proposed program is on 
the low side at the moment. Finance Division, Privatization Commission (PC) and the Securities 
and Exchange Commission of Pakistan (SECP) will need support for preparation of the second 
subprogram. This has necessitated the proposal for continuation with the project preparatory 
technical assistance to support capacity building of the government officials. 
 
14. Economic risks. Some of the perceived major economic risks include: (i) availability of 
the government’s own resources for the proposed reforms; (ii) lack of private interest in the 
privatization drive; and (iii) unenthusiastic response from the relevant staff members towards 
capacity enhancement to sustain the reform measures. 

 
15. Coordination of foreign aid. There is little potential for conflict among the foreign aid 
agencies in executing and implementing the program as ADB Project Team has undertaken 
necessary review of the donors’ activities in Pakistan and briefed important donors about the 
proposed program. 
 
16. Conditions attached to the loan. All identified economic issues are adequately and 
appropriately included in the policy matrix. 
 


