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SECTOR ASSESSMENT (SUMMARY): PUBLIC SECTOR MANAGEMENT 

1. Sector Performance, Problems, and Opportunities 

1. Public sector enterprises (PSEs) constitute a large share of Pakistan’s economy, 
contributing about 10% of gross domestic product (GDP).1 The Government of Pakistan owns 
191 PSEs (comprising 176 companies, 8 financial institutions, and 7 federal authorities), whose 
assets were estimated at PRs9,400 billion in FY2014 and who employ more than 420,000 
workers (of which Pakistan Railways employs 78,000). In FY2014, 142 of the 191 entities 
provided income statements, of which 56 reported losses despite budget transfers. Pakistan’s 
PSEs are active in a range of sectors, and they can be classified into many categories based on 
their ownership structure. Most of the PSEs are fully owned by the government, such as 
electricity distribution companies, Pakistan Steel Mills, State Life Insurance Corporation. 
Pakistan started privatization program in early 1990’s, and the government followed a strategy 
that included strategic sale of entities and listing of certain PSEs on the stock exchange. In case 
of listing, the management control remained with the government and listing of shares enabled 
partial sale of the shares of these entities to the private sector institutions and general public. 
Consequently, it improved the financial transparency and supported commercial decision 
making. Some important examples are National Bank of Pakistan, Pakistan Reinsurance 
Company, Oil and Gas Development Company Limited, and Pakistan Petroleum Limited. The 
government also transferred the management control to the private sector in some cases, even 
with partial selling of the government’s shareholding. Some examples include Pakistan 
Telecommunication Company Limited, Habib Bank Limited, and United Bank Limited. 
 
2. While some PSEs are profitable, most are poor performers with low or negative returns. 
The government’s PSE shareholdings do not yield substantial financial returns. Losses are 
particularly a problem for PSEs in the highly indebted energy sector and in a few large PSEs in 
other sectors such as aviation, steel milling, railways, etc. The underlying reasons for the poor 
performance are weak management and governance, political influence in PSEs’ management, 
low labor productivity, quickly deteriorating capital equipment, soft budget constraints, and tariffs 
below full cost-recovery levels. Investments in the past have been insufficient to support 
competitiveness and quality service delivery. 
 

3. Due to poor financial performance and ongoing losses, many PSEs have regularly 
required discretionary fiscal transfers and sovereign credit guarantees to continue operating 
despite imposing high fiscal and economic costs (see table).2 As of December 2015, according 
to the State Bank of Pakistan, the total outstanding domestic debt and liabilities on PSEs was 
PRs665.9 billion, or 2.2% of GDP, up by 4% compared to the same period during the previous 
year. As of December 2015, the government’s external debt contracted for PSEs was $2,665 
million, up by 23% compared to the same period during the previous year.3 
 
4. Although the government’s PSE portfolio is quite broad, there are a few large PSEs such 
as Pakistan Railways, Utility Stores Corporation, airports and seaport authorities, large water 
storage reservoirs, and electricity-generating hydro dams that either cost the government 
billions of Pakistan rupees in subsidies every year or lose out on profit opportunities. Many of 

                                                
1
 J. Speakman. 2012. SOE Reform: Time for Serious Corporate Governance. World Bank Policy Paper Series on 

Pakistan. No. PK04/12. Washington, DC: World Bank. 
2
 The different types of fiscal transfers to PSEs are estimated to reach several hundred billion Pakistan rupees per 

year (footnote 1). 
3
 State Bank of Pakistan; Pakistan's External Debt and Liabilities–Outstanding (May 2016 Bulletin). 
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these organizations have huge pension liabilities, causing a permanent drain on their operations 
and resources. 

 
5. Pakistan Railways is one of the most important state institutions of Pakistan, with direct 
relevance to the millions of people who potentially use its services each year. However, its 
importance has declined in the recent past. The average annual number of freight wagons 
loaded declined from 1,159,632 during 1960–1965 to 176,155 during FY2015. Similarly, the 
average annual number of passengers carried reached its peak during 1975–1980 at 
145,710,000 but was only 52,951,000 during FY2015. The average ordinary working expenses 
to gross earnings ratio increased from 60% during 1955–1960 to 132% during FY2015. Some of 
the more important factors that have contributed to the declining importance of Pakistan 
Railways include political interference in decision-making, poor human resources, run-down 
infrastructure, and the inability to develop a modernization plan. The total budgeted amount for 
PR for FY2016 is PRs78 billion, including PRs41 billion through the Public Sector Development 
Program and a PRs22 billion subsidy (down from PRs37 billion in FY2015) to meet Pakistan 
Railways’ salary and pension obligations.4 
 

Expenditure on Federal PSEs and Income from Federal PSEs 
 FY2012 FY2013 FY2014 FY2015 FY2016 

Total 
expenditure ($ 
billion) 

 
5.85 

 
7.59 

 
5.91 

 
3.92 

 
2.00 

Of which, 
Subsidies and 
miscellaneous 
expenditures ($ 
billion) 

 
5.07 

 
3.73 

 
3.24 

 
2.66 

 
1.30 

Total expenditure 
as a share of 
GDP (%) 

 
3.1 

 
3.6 

 
2.5 

 
1.5 

 
0.7 

Income: 
Dividend ($ 

billion) 

 
0.56 

 
0.61 

 
0.74 

 
0.79 

 
0.84 

Dividend as a 
share of GDP (%) 

 
0.3 

 
0.3 

 
0.3 

 
0.3 

 
0.3 

GDP = gross domestic product. 
Source: Government of Pakistan, Ministry of Finance.  
 

6. Listed PSEs are expected to comply with Public Sector Companies (Corporate 
Governance) Rules 2013 that are binding for all listed and unlisted PSEs.5 These rules follow 
international good practice and demand independent directors, a separation of the chairperson 
and chief executive roles, performance evaluations of board members, and rules for internal and 
external audits. The majority of the PSEs, however, do not yet fully comply with these rules. 
 

7. Limited financial data is available on the PSEs, and the government’s capacity to 
monitor their performance is low. Over the years, due to the absence of strict performance 
criteria and credible sunset clauses for financial support, the government has inadvertently 
enabled a PSE corporate culture of soft-budget constraints and poor service delivery. The 
Ministry of Finance (MOF) is the ultimate shareholder in PSEs where the government has equity 

                                                
4
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allocation, Ministry of Finance.  
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  Government of Pakistan. 2013. Securities and Exchange Commission of Pakistan; Public Sector Companies 

(Corporate Governance) Rules. Islamabad. 

http://www.pildat.org/publications/publication/QualityofGovernance/PerformanceAnalysisofPakistanRailways.pdf


3 

participation or full ownership. Within the MOF, the Corporate Finance Wing (CFW) is 
responsible for all financial and corporate matters related to PSEs, but its role has been limited 
to representation on the boards of PSEs and administration of subsidies and guarantees for 
PSEs. Line ministries, which are also represented on the boards of most PSEs, have been very 
influential in PSE operations through sector policies, appointment of members of the board and 
of the chief executive officer (before the Public Sector Companies [Corporate Governance] 
Rules 2013 were issued). Requests for subsidies for PSEs involve the board of directors and 
the respective line ministry, but it is the CFW that processes the request for the Finance 
Minister’s approval. This gives the CFW the opportunity to exercise stringent controls. However, 
the CFW has limited technical capacity to properly analyze and scrutinize the justification of 
requests, and to implement its legal mandate.  
 

2. Government’s Sector Strategy  

8. Pakistan Vision 2025 and reform momentum. Pakistan Vision 2025, the country’s 
development road map and implementation strategy, envisages an efficient, globally competitive 
private sector supported by the government as a facilitator, enabler, and regulator of private 
initiative and enterprise, rather than an overarching direct producer of goods and services.6 In 
alignment with Vision 2025, the government is implementing an ambitious economic reform 
agenda to stabilize the balance of payments and put the country on a different, more 
sustainable growth path. Vision 2025 also affirms the government’s commitment to convert loss-
making PSEs into profit-making entities through a combination of restructuring and partial and 
outright privatization. The government requested a 36-month Extended Fund Facility from the 
International Monetary Fund for the equivalent of about $6.6 billion to support the 
implementation of its reforms agenda. An agreement was reached on a set of structural reforms 
and policy benchmarks that include structural policies related to PSE reform.7 The government 
also requested the Asian Development Bank (ADB) and the World Bank for technical and 
financial support for economic reforms including PSE reforms. 
 

9. Government’s privatization program. The Privatization Commission of Pakistan is 
implementing an ambitious privatization program. The Cabinet Committee on Privatization 
approved a privatization program for early implementation on 3 October 2013, which was 
updated on 12 June 2014. The government’s privatization program lays out various privatization 
options, including divestures through capital market transactions, transfer of management 
control along with partial ownership, and restructuring and reforms leading to subsequent 
privatization. For some profitable PSEs, divestiture is already underway through capital market 
transactions. For the more problematic PSEs, there is likely to be transfer of partial ownership 
and management control to strategic private investors. 

 

10. Reform requirements. The government is still in the midst of identifying the strategic, 
policy, technical, and financial requirements of the PSE reform agenda, and various challenges 
exist. There is a need to develop a comprehensive PSE reform policy that outlines the strategic 
options for all PSEs and identifies those PSEs that either have to be retained or privatized in the 
medium term. Such a policy could substantially help different government agencies to 
coordinate responsibilities and objectives and to agree on restructuring and reform processes 

                                                
6
  Government of Pakistan; Ministry Of Planning, Development & Reform. 2014. Pakistan 2025: One Nation–One 

Vision. Islamabad. 
7
 The Cabinet Committee on Privatization approved a short list of 39 PSEs for privatization and/or restructuring on 3 

October 2013. Eleven companies were identified to be the first PSEs to be privatized through a series of capital 
market transactions. Strategic private sector participation has been identified for 25 companies. Three major 
PSEs—PIA, Pakistan Steel Mills, and Pakistan Railways—have been identified for restructuring. 
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for PSEs. For the PSEs included in the privatization program, there is a need to articulate 
crucial guiding policy principles such as (i) transparency and consistency on issues related to 
labor (including huge pension liabilities); (ii) the availability of fiscal space necessary to bear the 
corresponding adjustment costs; (iii) a clear process for land title and ownership issues; (iv) 
retirement or management of legacy debt and accrued liabilities; and (v) development of an 
effective communications strategy to enhance the credibility of the privatization process. For the 
PSEs not included in the privatization program, there is a need to (i) strengthen corporate 
governance and devise performance improvement plans; and (ii) explore the possibility of 
private sector participation in select non-core services with strong performance requirements 
through (a) strong regulations, and (b) effective monitoring to improve service delivery. 

 
11. Technical requirements of public sector enterprise reforms. There are a number of 
technical and policy requirements to support the PSE reform agenda (especially privatization). 
These include (i) increasing the capacity of the Privatization Commission to eliminate delays in 
initiating critical reforms, and (ii) improving the transparency and credibility of the privatization 
process through an effective communication strategy to manage stakeholder resistance. 

 
12. Financial requirements of public sector enterprise reforms. The government is 
expected to incur substantial adjustment costs in implementing the PSE restructuring and 
privatization program. These costs may be incurred in connection with (i) the clearing of legacy 
debt off the balance sheet of the selected PSEs; (ii) managing unfunded pension liabilities; and 
(iii) support for voluntary separation schemes for workers.  
 

3. Asian Development Bank Sector Experience and Assistance Program 

13. ADB has provided a technical assistance grant8 to help the government (i) address the 
technical and policy requirements of its PSE reform agenda, enabling it to define a strategy that 
coordinates different government agencies; (ii) sets guiding principles (such as transparency 
and consistency on labor-related issues); (iii) communicate effectively; and (iv) initiate and 
implement the key preparation work for PSE restructuring to help minimize the necessary 
adjustment costs during and after privatization. 

 

14. The proposed policy-based loan is part of the 2016 pipeline in ADB’s country operations 
business plan, 2016–2018 for Pakistan,9 and is in line with ADB’s country partnership strategy, 
2015–2019 for Pakistan.10 The program will provide critical help to the government to address 
the significant policy challenges and adjustment costs of the PSE reform agenda. The program 
also complements ADB’s public–private partnership initiatives in Pakistan and the Railways 
Investment Program, which is under preparation. 

                                                
8
 The Asian Development Bank (ADB) provided project preparatory technical assistance to design the program. The 

technical assistance will remain active until December 2016 to support design, monitoring, and capacity 
development. ADB. 2014. Technical Assistance to Pakistan for Preparation of the Public Sector Enterprises 
Reform Program. Manila (TA 8796-PAK, $500,000). 

9
 ADB. 2015. Country Operations Business Plan: Pakistan, 2016–2018. Manila. 

10
 ADB. 2015. Country Partnership Strategy: Pakistan, 2015–2019. Manila. 
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Problem Tree for Public Sector Management 
 
 
 
 
 
 
 
 

PSEs impose 
significant fiscal 

costs for the 
government 

Market distortions in sectors 
dominated by PSEs impose 

economy-wide allocative 
inefficiencies 

 

Majority of PSEs provide limited and unreliable services 
are financially insolvent, and economically unviable 

Weak 
commercial 
incentives in 

PSE 
management 

 

Weak corporate 
governance in 

PSEs 

Low labor 
productivity and 
lack of capital 

investment 

Government 
support to 

PSEs creates 
moral hazard 
problem and 

political 

influence 

Effects 

Development 
problem 

Causes 



6 

 

Sector Results Framework (Public Sector Management, 2015–2019) 

ADB = Asian Development Bank, BISP = Benazir Income Support Program, GDP = gross domestic product, PPP = public–private partnership, PSE = public 
sector enterprise. 
a
 Fiscally costly PSEs are those that impose direct and indirect fiscal costs to the federal budget of at least 0.1% of GDP. 

Source: Asian Development Bank. 
 

 

                                                
1
 ADB. 2013. Social Protection Development Program. Manila (Loan 3049-PAK). 

Country Sector Outcomes Country Sector Outputs ADB Sector Operations 

Outcomes with 
ADB Contribution 

Indicators with 
Targets and 
Baselines 

Outputs with ADB 
Contribution 

Indicators with 
Incremental Targets 

Planned and Ongoing 
ADB Interventions 

Main Outputs 
Expected from ADB 

Interventions 

Increased fiscal and 
debt sustainability 
 
 
 
Enabling environment 
for private sector 
development  
 
Increased private 
sector investment in 
industry and other key 
sectors of the economy 
to support higher GDP 
and employment 
 
 
Increased resilience of 
female BISP 
beneficiaries and their 
families 
 

Public debt-to-GDP 
ratio reduced to 59.0% 
in 2018 (2014 
baseline: 64.3%) 
 
Private investment as 
a share of total 
investments in the 
power sector 
increased to 23% in 
2018 (2012 baseline: 
19%). 
 
 
 
 
 
Average per capita 
consumption 
expenditure of BISP 
beneficiaries increased 
by 5% in 2018 (2012 
baseline: PRs1,575) 

Selected PSEs 
successfully 
privatized and 
restructured.  
 
Institutional capacity 
for selection and 
execution of PPP 
projects enhanced 
 
 
 
 
 
 
 
 
All of Pakistan’s 7.2 
million chronically 
poor families 
protected against 
major life risks 
through meaningful 
cash transfers 
(currently 4.8 million 
families are 
protected) 

Government divested 
from at least 4 fiscally 
costly PSEs

 
by 2019

a
 

 
 
Effective restructuring 
of at least 3 fiscally 
costly PSEs by 2019 
 
Sindh and Punjab 
have at least 8 PPP 
projects each by 
2018, up from 4 
projects executed in 
Sindh only in 2013 
 
 
Enrollment of female 
household leaders of 
chronically poor 
families in a cash 
transfer program 
increased from 
current 4.8 million to 
7.2 million 
households by 2018 

Pipeline projects with  
estimated amounts  

 
Public Sector Enterprises 
Reform Program ($600 
million) 
 
Enhancing Public–Private 
Partnerships in Pakistan 
($100 million each for  
Sindh and Punjab) 
 
Ongoing projects with 
approved amounts 
 

 
 
Support to BISP, including 
health insurance and skills 
development ($430 
million)

1
 

 
Public Sector Enterprises 
Reform Project ($20 
million) 
 
 

PSEs with improved (i) 
corporate governance, 
and (ii) regulatory 
regimes. 
 
Restructuring 
(improved internal 
controls, improved 
transparency in 
procurements, better 
accounting standards, 
private participation) of 
some selected large 
PSEs including 
Pakistan Railways 
 
 
Coverage of 95% of the 
hard-to-reach 2.4 
million eligible poor 
BISP families. 
 
Sindh and Punjab 
government capacity 
enhanced for PPP 
project selection, 
structuring, and 
management. 
 
 
 


