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SECTOR ASSESSMENT (SUMMARY): PUBLIC SECTOR MANAGEMENT1 

Sector Road Map 

1. Sector Performance, Problems, and Opportunities 

1. The delivery of public services is constrained by large and complex public administration, 
with inadequate arrangements to delegate responsibilities and coordinate between levels of 
government, and insufficient accountability to the public. In addition, the lack of public funds 
resulting from losses by poorly managed public enterprises and low revenue performance 
provides little room for infrastructure investment and social protection.2 Fiscal transfers to public 
sector enterprises (PSEs) are estimated at several hundred billion rupees; most are untargeted 
or poorly targeted subsidies.3 Total government revenue amounted to only 13.3% of gross 
domestic product (GDP) in fiscal year (FY) 2013 and 14.3% of GDP in FY2014; tax revenues 
accounted for 9.6% of GDP in FY2013 and 10.1% in FY2014. In FY2014 total revenue collection 
could not finance current expenditures, leaving a gap of 1.5% of GDP. The fiscal space for 
development expenditure and net lending is very limited (4.9% of GDP in FY2014). 

2. Devolution reforms have been implemented, but provincial institutions require 
strengthening. The 18th constitutional amendment enhanced provincial autonomy in 2010 by 
reducing the federal administration by 43 departments in FY2012 and transferring their 
responsibilities to the provinces. Vertical distribution of federally collected revenues followed, 
under the 7th National Finance Commission Award of 2010. The provinces were also granted 
greater tax authority on services sales taxes and agricultural income taxes, as well as the 
possibility of domestic and international borrowing. Provincial revenue generation remains low 
and provinces depend heavily on federal transfers.4  The skills transfer to new provincial 
departments is also incomplete. 

3. Vision 2025. Approved in 2014, Vision 2025 is the country’s long-term development 
blueprint to create a globally competitive and prosperous country that provides a high quality of 
life for all citizens.5 It aspires to transform Pakistan into an industrialized, technology-intensive, 
globalized and knowledge-based inclusive upper-middle income country by 2025.6 The vision 
will be realized through strategies and programs defined in associated five-year and annual 
plans. The seven main pillars are i) development of human and social capital; ii) sustained 
indigenous and inclusive growth; iii) governance, institutional reforms and modernization of 
public sector; iv) energy, water and food security; v) private sector-led growth; vi) developing a 
competitive knowledge economy through value addition; and vii) modernizing transportation 

                                                 
1
 This summary is based on supplementary document 25, Public–Private Partnerships (accessible from the list of 

linked documents in Appendix 2 of the Country Partnership Strategy [CPS] main text); data from evaluations and 
spot checks of the Benazir Income Support Program (BISP); World Bank. 2012. Pakistan. Towards an Integrated 
National Safety Net System. Islamabad; Department for International Development. 2012. Political Economy 
Analysis of Social Protection and BISP. Islamabad; and various Asian Development Bank documents and 
government sources.  

2
  The related topic of public finance management, including the discussions about the results of the Public 

Expenditure and Financial Accountability Assessment 2012 can be found in supplementary document 22, Country 
Governance Risk Assessment and Management Plan (accessible from the list of linked documents in Appendix 2 of 
the CPS main text). 

3
  Subsidies are estimated at PRs512 billion or 2.5% of GDP in FY2011–FY2012, of which 91% is for the power sector. 

In addition, PSEs have accumulated a debt stock of PRs571 billion, or 2.2% of GDP in FY2014. 
4
  The share of provincial revenues in total revenues was 7.5% in FY2013 and 8.0% in FY2014. Ministry of Finance. 

2014. Pakistan: Summary of Consolidated Federal and Provincial Budgetry Operations, 2013-14. Islamabad; URL: 
http://www.finance.gov.pk/fiscal/July_June_2013_14.pdf [accessed 15 July 2015]  

5
  Government of Pakistan. Planning Commission. 2014. Pakistan 2025: One Nation, One Vision. Islamabad. 

6
  Ministry of Finance. 2014. Pakistan Economic Survey 2013−14. Islamabad.   

http://www.finance.gov.pk/fiscal/July_June_2013_14.pdf
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infrastructure, with greater regional connectivity. 

4. The fiscal space required to deliver Vision 2025 is currently unavailable. The budget is 
gravely unbalanced. Federal expenditure obligations for pensions, interest payments, defense, 
and subsidies exceed available federal tax revenues, leaving both development spending and a 
share of recurrent outlays to be financed by debt. During FY2009–FY2013, development 
spending for provinces and the federal government averaged only 3.5% of GDP. High fiscal 
deficits (more than 8% of GDP in FY2012 and FY2013, and 5.5% in FY2014) increased public 
debt above the legally allowable level of 60% of GDP.7 The government largely borrowed 
domestically from both private banks and the state bank.8 The government has prepared its first 
medium-term debt management strategy for 2014–2018, assessing financing options with costs 
and risks under alternative interest and exchange rate scenarios. However, implementation 
capacity needs further development. 

5. Indirect subsidies to PSEs in general, and to the energy sector specifically, threaten fiscal 
sustainability and are a recurring challenge for Pakistan. Fiscal discipline has eroded with the 
ongoing financing of expanding energy sector subsidies, growing losses incurred by PSEs, and 
high security costs. Settlement of power sector arrears added substantially to the fiscal deficit, 
adding 0.6% of GDP in FY2011, 1.9% of GDP in FY2012, and 1.1% of GDP in FY2013. Despite 
the government’s divestment of 167 PSEs during privatization in the 1990s and 2000s, the 
federal government retains equity participation in more than 130 PSEs in various sectors. These 
contribute around 10% of GDP in value-added terms.9 PSEs currently provide both private and 
public goods, are monopoly suppliers in some sectors, and are sources of unfair competition to 
private companies in others. 

6. Fiscal resources for infrastructure investment are insufficient, and private sector 
participation is needed to leverage public funds. Public–private partnerships (PPPs) are a 
common procurement and financing modality to address investment needs for the provision of 
certain public goods and services (footnote 1: supplementary document 25). PPPs can be an 
effective tool to boost capital resources. PPPs can also provide cost and time efficiencies in the 
construction of infrastructure, with private sector expertise used to manage and efficiently deliver 
public goods. Pakistan has developed a legal and institutional framework to manage PPPs,10 but 
PPP development frameworks are currently not in place. A number of PPP projects have been 
piloted in Sindh and Punjab, mainly in the power and transport sectors. The devolution of most 
infrastructure development to the provinces has yet to be matched with provincial PPP legal and 
technical capacity. 

7. The provision of social protection initiatives requires effective institutions that are able to 
reach the poor and elevate them from poverty. Poverty in Pakistan declined substantially, from 
35.9% in 2001 to 22.3% in 2006, and preliminary estimates suggest a further decline to 12.4% in 
2011.11 Vulnerable households (below $2 per day international poverty line) declined from 
73.9% of the population in 2001 to 50.7% in 2011. A 2012 study using 10 indicators to create a 
multidimensional district-based profile of poverty estimated poverty incidence at 33% of all 

                                                 
7
  Fiscal Responsibility and Debt Limitation Act, 2005. 

8
  About a third of government debt is denominated in foreign currency, with the majority being long-term debt from 

multilateral institutions. However, the majority of government short-term debt is priced using floating rates. 
9
  World Bank. 2012. SOE Reform: Time for Serious Corporate Governance. Washington D.C. 

10
  The legal framework is provided by the Public Procurement Rules (2004) and the PPP Policy (2010). The 
Infrastructure Project Development Facility supports the PPP Task Force, which is chaired by the minister of finance. 

11
 As a measure of poverty, the share of population living below the national poverty line was used (PRs723.4 for 
2000-2001; PRs878.6 for 2004−2005; PRs944.5 for 2005−2006; PRs1141.5 for 2007−2008; and PRs1745 for 
2010−2011). 
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households in the country.12 Two major causes of poverty are lack of employment opportunities 
and high costs related to catastrophic and maternal health risks.  

8. In summary, the public sector is seriously constrained by poor resource use, which can 
be addressed by (i) restructuring and divesting from PSEs in order increase management 
efficiency; (ii) restructuring public investments to increase efficiency; (iii) facilitating PPPs to bring 
private sector funds into large-scale infrastructure investment; and (iv) making subsidies to the 
poor better targeted and more likely to reach end users, and combining these with programs to 
control costs and increase opportunities to raise incomes and increase well-being. 

2. Government’s Sector Strategy 

9. The government entered into a 3-year arrangement under the Extended Fund Facility of 
the International Monetary Fund for $6.7 billion in September 2013. The fiscal framework under 
the IMF’s program focuses on eliminating power subsidies, strengthening the revenue base, 
ending the fiscal drain from loss-making public sector enterprises, and compressing non-salary 
expenditures.  

10. Successive governments in Pakistan have expressed concerns over the poor 
performance of PSEs and vowed to revamp these entities. A rising number of stakeholders now 
favor government divestiture of most PSEs through a comprehensive reform program. Some 
encouraging structural commitments have been made since September 2013 under the IMF 
Extended Fund Facility: 68 PSEs have been identified by the government for privatization, of 
which 31 PSEs are expected to be partially privatized within 3–4 years, including loss-making 
power sector entities.13 For profitable PSEs, divestiture is expected through capital market 
transactions, while other PSEs are likely to see a transfer of partial ownership and management 
control to strategic private investors.14 The government began to divest listed PSEs in FY2015.  

11. Listed PSEs are expected to comply with the Karachi Stock Exchange corporate 
governance requirements issued by the Security and Exchange Commission of Pakistan in 
2012.15 In March 2013, the Security and Exchange Commission issued the Public Sector 
Companies (Corporate Governance) Rules that are binding for all listed and non-listed PSEs. 
These rules follow international good practice and demand independent directors, a separation 
of the chairman and chief executive, periodic performance evaluations of board members, and 
rules for internal and external audit. The majority of the PSEs that are not listed, however, do not 
yet comply with these rules. Reforms are therefore necessary to change the governance in 
PSEs. 

12. Provincial governments are developing legal and institutional frameworks for PPPs to 
facilitate the provision of public goods and services while managing underlying risks. The 
government of Sindh introduced and developed a PPP policy; a PPP law in 2010; and a set of 
institutional, regulatory, financial, and concession-management frameworks for provincial PPPs. 
However, to date, the institutional development process remains incomplete, despite a robust 
PPP pipeline with four completed transactions. In Punjab, private sector participation in 

                                                 
12

  A. Naveed and N. Ali. 2012. Clustered Deprivation: District Profile of Poverty in Pakistan. Islamabad: Sustainable      
Development Policy Institute.   

13
 International Monetary Fund. 2014. IMF Country Report No. 14/90. IMF: Washington DC. 

14
 Actions on these 31 PSEs are listed as IMF program conditions. Eleven of them—in the oil and gas, banking, 
insurance and power sectors—have been identified for privatization by block sales. In 17 companies—mainly in the 
energy sector—increased private sector participation is expected to improve the value of government’s residual 
shareholding.  

15
 Securities and Exchange Commission of Pakistan. 2012. Code of Corporate Governance 2012. Islamabad. URL: 
http://www.secp.gov.pk/CG/CodeOfCorporateGovernance_2012.pdf [accessed 15 July 2015] 

http://www.secp.gov.pk/CG/CodeOfCorporateGovernance_2012.pdf
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infrastructure and services has long been recognized as a key project development instrument. 
The government created a Private Sector Development Committee to oversee the development 
of an action plan for implementation of the PPP roadmap, which was approved in 2009. The 
Punjab assembly passed the PPP for Infrastructure Act in 2010, after which a PPP cell and a 
PPP risk management unit were established. Further action has slowed, however, mostly 
because of a lack of PPP project proposals. 

13. Social protection is an integral part of the government’s poverty reduction strategy. 
Starting in 2007, the government increased spending on social protection, established a new 
institutional framework to effectively manage social protection through direct transfers, and 
approved the National Social Protection Strategy.16 In October 2008, the government launched 
the Benazir Income Support Program (BISP) as the national social safety net program. The main 
BISP intervention is a cash transfer program providing PRs1200 per month to female household 
heads. The BISP identified 7.2 million eligible poor families, 2.4 million of which are not yet 
receiving the cash transfer because the female family head lacks a computerized national 
identity card, which is a key eligibility criterion. A well-managed targeting system will enable the 
replacement, over time, of other inefficient social safety net programs and untargeted subsidies 
that are remain pervasive in Pakistan. The BISP is piloting several graduation initiatives for 
health insurance, skills development training, small business development loans, and primary 
education co-responsibility cash transfers.  

3. ADB Sector Experience and Assistance Program 

14. The Asian Development Bank (ADB) conducted an impact analysis of privatization in 
Pakistan between 1997 and 1998.17 ADB has supported economic transformation programs and 
is currently supporting the strengthening of social protection on the federal level and various 
public sector management programs at the provincial level. ADB, in cooperation with the World 
Bank, supports the sustainable energy sector reform program, which also includes restructuring 
of some PSEs in the energy sector. ADB also agreed to provide financial and technical support 
to the government’s PSE reform program.18  

15. ADB is programing a range of technical and financial assistance initiatives to help make 
PPPs relevant for Pakistan’s development. The programs are mainly focused on Punjab and 
Sindh, the two provinces that dominate the economy of Pakistan and are at more advanced 
stages of PPP development. The programs build on ADB’s experience from past engagements 
with these provincial governments. 

16. ADB is emphasizing inclusive growth and poverty reduction, and supporting the BISP 
through a $430 million loan aimed at providing broad financial inclusion to the very poor and hard 
to reach women and men, financing health risk coverage, and supporting skills training. This 
investment marks a transition from budgetary support to support that reaches beyond finance 
and results in a direct, long-term and innovative commitment to poverty reduction and inclusive 
growth. Further possible interventions to improve the environment for job creation, financial 
inclusion and private sector development, in order to allow participation of the poor in the 
economy, will be explored.  

                                                 
16

  Government of Pakistan, Planning Commission. 2007. A Social Protection Strategy to Reach the Poor and the 
Vulnerable. Islamabad. 

17
 ADB. 1998. Impact Analysis of the Privatization in Pakistan. Consultant Report. Unpublished (TA 2905-PAK). 

18
 ADB. 2014. Country Operations Business Plan: Pakistan, 2015–2017. Manila. 
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PROBLEM TREE FOR THE PUBLIC SECTOR MANAGEMENT           

 
  

 

 

 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
  PPP = public private partnership; PSE = public sector enterprise  

 
 

Low private and public sector investments, low employment growth, low 
progress in poverty reduction 

Current means tested safety-net has 
limited outreach (low value cash-transfer 

and low cut-off score) 

Market distortions in sectors dominated by 
PSEs impose economy-wide allocative 

inefficiencies 

Infrastructure-related constraints on 
growth are not addressed (i.e. 

infrastructure gaps remain) 
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low competitiveness 
of PSEs due to soft 
budget constraints 
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in infrastructure services is limited 
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Sector Results Framework (Public Sector Management, 2015–2019) 

ADB = Asian Development Bank; BISP = Benazir Income Support Program; DISCO = distribution company; GDP = gross domestic product; PPP = public private partnership; PSE 
= public sector enterprise; SP = subprogram. 

1
  For the purpose of the country partnership strategy, 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. 

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 
reduced from 64.3% in 
2014 to 59% in 2018 

 
Private investment as a 
share of total investments 
in the power sector 
increased from 19% in 
2012 to 23% in 2018 
 
 
 
 
 
 
 
 
Average per capita 
consumption expenditure 
of BISP beneficiaries 
increased by 5% in 2018 
(PRs1,575 in 2012) 

Successful privatization 
and restructuring of 
selected PSEs 

 
 
 
 
Enhanced institutional 
capacity for selection 
and execution of PPP 
projects 
 
 
 
All chronic poor families 
(7.2 million) protected 
against major life risks 
through meaningful cash 
transfers (currently 4.8 
million) 

Government divested 
from at least 4 fiscally 
costly PSEs

1
 by 2019 

 
Effective restructuring of 
at least 3 fiscally costly 

PSEs
1
 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 for cash 
transfers of female 
household leaders of 
chronically poor families 
increased from current 
4.8 million to 7.2 million 
households by 2018 

Planned key activity areas 

Reforms of public sector 
enterprises 

Supporting PPPs 

 

Pipeline projects with 
estimated amounts  

Public Sector Enterprise 
Reforms Program ($400 
million) 
 
Enhancing Public–Private 
Partnerships in Pakistan 
(Sindh and Punjab $100 
million each) 
 
Ongoing projects with 
approved amounts 

Support to BISP, including 
Health Insurance and Skills 
Development ($430 million) 
 
Public Sector Enterprise 
Reforms Project ($20 million) 

Planned key activity 
areas 

Reforms of public sector 
enterprises 

Supporting PPPs 

Pipeline projects  

Strengthened privatization 
program with improved 
corporate governance, 
regulatory regimes and 
management capacity in 
selected PSEs, including 
in the power sector 

Sindh and Punjab 
government capacity 
enhanced for PPP project 
selection, structuring and 
management 

Ongoing projects  

Coverage of 95% of the 
hard to reach 2.4 million 
eligible poor BISP families 

 

 


