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The Policy Research Working Paper Series disseminates the findings of work in progress to 

encourage the exchange of ideas about development issues. An objective of the series is to get 

the findings out quickly, even if the presentations are less than fully polished. The papers carry 

the names of the authors and should be cited accordingly. The findings, interpretations, and 

conclusions expressed in this paper are entirely those of the authors. They do not necessarily 

represent the views of the International Bank for Reconstruction and Development / World 

Bank and its affiliated organizations, or those of the Executive Directors of the World Bank or 

the governments they represent. 
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Executive Summary 

1. Following the transition to democracy in 2008, two very important political developments 

took place. These were the announcement of the 7
th
 National Finance Commission (NFC) Award, which 

was agreed upon in December 2009 in Lahore, and the unanimous ratification by Parliament of the 18
th
 

Amendment to the Constitution in April 2010.  Both developments have the potential of fundamentally 

restructuring the way Pakistan is governed in the future. 

The Eighteenth Amendment 

2. The 18th Amendment brought important institutional changes.  It abolished the Concurrent 

Legislative List (CLL) of the Constitution and made some changes in the Federal Legislative List (FLL), 

sections I and II. The CLL has been transferred to the provinces, with the only major exception of 

electricity which has been brought under FLL-II. As a result, fifteen Ministries/seventeen Divisions of the 

federal government are being devolved to the provinces. Furthermore, the fiscal powers of the provinces 

have also simultaneously been enhanced. And some functions of ministries which remain at the federal 

level are also being transferred, making them a joint responsibility of the federal and provincial 

governments. As a result, the 18th Amendment will lead to a more balanced and decentralized structure of 

government of Pakistan and to an enhanced empowerment by the provinces. 

 

3. The devolution process under the 18th Amendment was implemented in three phases. 

Phase-I was completed in December 2010 when five Divisions—Special Initiatives, Zakat and Ushr, 

Youth Affairs, Population Welfare, Local Government and Rural Development—were devolved. In 

Phase-II, completed in April 2010, five more Divisions—Education, Social Welfare and Special 

Education, Livestock and Dairy Development, Culture and Tourism—were transferred. Phase-III, 

completed in June 2011, did devolve seven more Divisions—Food and Agriculture, Health, Labour and 

Manpower, Women and Development, Sports, Environment and Minorities Affairs. Consequently, the 

number of Divisions in the federal government declined from 50 to 33. The total employment in 

Divisions being devolved is 35,566, with over 14,000 in education alone.  

 

4. Two other key institutional changes were approved.  

 The Council of Common Interests (CCI) plays a greater coordination role on shared 

functions in FLL-2.  Subjects which will now be covered by CCI include major ports, reservoirs, 

electricity, water resources, national planning, public debt, census and all regulatory authorities. 

 Provincial fiscal powers are enhanced.  These include the sales tax on services; the capital 

gains tax on properties; and the income tax on agricultural incomes, which remains within the 

domain of provincial governments.  Provinces are now endowed with large, progressive and 

buoyant tax bases and therefore, the scope for reducing the vertical imbalance in inter-

governmental fiscal relations has been significantly enhanced. 

Expenditure Implications 

5. The fiscal impact of the 18th Amendment is small, and in principle designed to be slightly larger 

in capital than in current expenditure. 
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 Current expenditure by the federal government on Divisions being devolved is at Rs 45 

billion in 2010-11. This includes, the cost of running the Divisions, cost of attached 

departments/autonomous bodies located in Islamabad and expenditures incurred in territories 

managed by the federal government.  About half the largest share—over Rs 23 billion—is 

accounted for by the HEC. The composition of current expenditure by province is next: Punjab, 

36 percent; Sindh, 43 percent; Khyber-Pakhtunkhwa (K-PK), 17 percent and Balochistan, 4 

percent. 

 Development expenditure (Public Sector Development Program-PSDP) in the devolved 

subjects is Rs 47 billion in 2010-11. Out of the total of Rs 47 billion, almost Rs 30 billion is for 

vertical programs and Rs 17 billion for location specific projects in the provinces (HEC receives 

Rs 13 billion).  The respective shares of the provinces in the total are next: Punjab at 50 percent; 

Sindh, 26 percent; K-PK, 16 percent; Balochistan, 8 percent.  

 Therefore, the total expenditure envelope (at 2010-11 base) transferred to the provinces 

ranges from Rs 67 billion 1  to Rs 91 billion—depending on HEC current budget being 

transferred or not.1 This sum does not allow for additional costs of staffing these functions in four 

provincial governments as opposed to one federal government. Evaluating the transferred budget 

at the lower end of Rs 67 billion implies that next year budget of Punjab and Sindh would 

increase by 6 percent; K-PK by 5 percent and Balochistan by 4 percent. In theory, the impact of 

the combined PSDP of the four provinces is larger at 16 percent; while the increase in current 

expenditure is less than 3 percent. In practice, however, there have been sharp cutbacks in 

provincial development programs (discussed later). 

Financing of New Responsibilities 

6. How to finance the new responsibilities by the provincial governments was a major issue. 

On the one hand, the federal government was of the view that since the 7th NFC Award had substantially 

increased transfers to provincial governments—by over Rs 200 billion in 2010-11—during the first year 

after the Award, they could assume additional expenditure liabilities. Provinces, on the other hand, argued 

that the NFC Award preceded the 18th Amendment and that additional transfers had already been used to 

finance the large hike in salaries of 50 percent that took place in 2009/10 and the expenditure on relief 

and rehabilitation after the devastating floods.  

7. A few special ad-hoc arrangements took place.  CCI decided that vertical programs in health 

and population welfares, as well as HEC, would continue to be funded by the federal government up to 

2014-15, during the tenure of the current NFC Award. Vertical projects of the Ministry of Food and 

Agriculture, which create physical assets, and on-going location-specific projects would be financed by 

provincial governments.  

8. In practice, the financial arrangements that took place are as follows: 

(i). Provincial governments have generally decided to absorb the new functions in existing 

departments. Only modest provisions have been made in the Schedule of New Expenditure 

                                                           
1 Figures may not tally because of rounding off. 
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(SNF) for additional employees. Consequently, the bulk of the federal employees working 

previously in the devolved Divisions will be absorbed gradually in vacant positions at the federal 

level and no retrenchment is proposed. 

(ii). Many autonomous bodies/attached departments have been retained at the federal level. For 

example, Pakistan Agriculture Research Council (PARC) is being transferred to the federal 

Ministry of Science and Technology, Pakistan Agricultural Supplies and Storage Corporation 

(PASSCO) to the Ministry of Commerce, the Drug Control Agency (a new entity) to the Inter-

Provincial Coordination Ministry and so on. 

(iii). Provincial governments have evaluated and streamlined the portfolio of on-going location-

specific projects and vertical projects handed over to them. Punjab, for example, opted for 

continued execution of only half the projects. 

As a result, the bulk of the financing responsibility remains with the federal government. The 

impact of the 18th Amendment on provincial budgets in the short to medium term is, so far, small.  This 

is also the case for future finances described at the present outlook. 

Outlook for Provincial Finances 

9. The analysis of the budgetary outcome for 2010-11 is important to determine the impact of 

the 7th NFC award on the financial position of the provincial governments.  

 Revenue receipts of the four provinces combined did show rapid growth of 30 percent due 

to enhanced transfers.  Greater increases showed in the case of the two smaller provinces, K-PK 

and Balochistan. 

 Most additional resources have been consumed in current expenditure. This is due to three 

reasons: the large 50 percent hike in salaries and allowances; the expenditure on relief and 

rehabilitation operations in the devastating floods; and enhanced operational and maintenance 

(O&M) provisions. Two provinces—K-PK and Balochistan—even showed profligacy with 

increases of 74 and 58 percent respectively in current spending. 

 Resources for development outlays have fallen.  Capital receipts in 2010-11 fell substantially 

below target. The Government of Punjab, in particular, opted to substantially bring down its 

overdraft with the State Bank of Pakistan (SBP); and there are shortfalls in foreign assistance, 

especially to the Government of Sindh. As opposed to the target size of the combined 

development program for the four provinces of Rs 424 billion, actual spending was projected to 

be Rs 296 billion, only 10 percent above last year’s level.2  

 Overall, the four provinces combined appear to be in an estimated small deficit in 2010-11 

to the tune of Rs 11 billion. This opposes the expectation of the federal government that the 

provincial governments would generate large surpluses in the immediate aftermath of the 

generous NFC award.  

                                                           
2 On the basis of preliminary numbers collected last August, the four provincial budgets implemented a development program of 

399 billion, and achieved a surplus of Rs 105 billion (0.6 percent of GDP). 



The Outlook for Provincial Finances 2011 

 

10  

 

10. In the provincial budgets for 2011-12, a shift to more development spending is projected. 

There are no major taxation proposals despite the allocation of greater fiscal powers in the 18th 

Amendment. Since bulk of the financing responsibilities of the 18th Amendment remain with the federal 

government, the provinces have not been put under any pressure to mobilise more revenues or reallocate 

expenditures. Consequently, (i) revenue receipts are expected to grow by a modest 18 percent—au pair 

with inflation3; (b) current expenditure are expected to growth to only 7 percent and divert resources to 

development on the back also of enhanced foreign aid inflows, especially for flood-related reconstruction; 

and (c) the combined PSDP is targeted for Rs 477 billion, a jump of over 61 percent over the 2010-11 

level.  In sum, two provinces—Punjab and K-PK—project a balanced budget; Sindh projects a small 

surplus budget; while Balochistan expects a deficit. This is in sharp contrast to the federal government’s 

expectation that the combined surplus of the provinces will be close to Rs 125 billion in 2011-12. 

Development of Provincial Taxes 

11. In parallel to enhanced fiscal powers of the provincial governments, the inclusion of the 

sales tax on services and all taxes on real estate, should lead to share the responsibility of raising the 

low tax-to-GDP ratio of Pakistan with these governments. In general, this will require more 

aggressive resort to changes in tax policy and substantial improvement in tax administration, possibly 

through the establishment of autonomous revenue authorities like Sindh. 

12. The scope for raising additional revenues is substantial, about 0.8 percent of the GDP in the 

medium term. Potential measures are diverse. First, although the statutes exist for the agricultural 

income tax, the existing tax rates are very low and enforcement is minimal. Second, coupled with an 

overall rationalisation of property-related taxes, there is scope for collecting more from the urban 

immovable property tax by removing exemptions, expanding rating areas and updating the assessed rental 

values. Third, the sales tax on services has potential for yielding substantially more revenues by 

broadening the tax base to include a number of services like business-related services, professions, private 

security, etc. Fourth, the levels of irrigation charges (abiana) are currently very low and cover less than 

one fourth of the O&M costs. Rationalisation of these charges is also essential from the viewpoint of 

promoting more efficient utilisation of increasingly scarce water resources.  

Borrowing and Debt Levels 

13. Under the 18
th

 Amendment, the provinces now have greater access to domestic or foreign 

borrowing, but this has to be carefully monitored. Currently, provincial governments operate under a 

relatively ‘hard budget constraint’. Their combined outstanding debt is about Rs 800 billion, less than 5 

percent of the GDP, and much of it, 77 percent, is foreign debt of a concessional nature. Interest payments 

range from 3 to 8 percent of current expenditure. Therefore, prima facie, debt levels are low and there 

appears to be a case for allowing some limited borrowing, especially for commercially viable projects. 

However, the Latin American and Indian experience of large borrowings by sub-national governments 

                                                           
3
 Last August, the preliminary figure for revenue receipts projected was 21 percent, whereas current expenditure was 15 percent.  

The combined PSDP was Rs 487 billion, 91 percent above last year. Punjab and K-PK projected a surplus of Rs 2 billion and Rs 

4 billion, whereas Sindh projected a deficit of Rs 21 billion.   
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highlights, in general, the need for fiscal rules, and in particular debt ceilings related to a sustainable level 

of borrowing (discussed in a later section). 

Major Risks for Provincial Finances 

14. There are three major fiscal risks for 2011-12.  These include, a shortfall in revenue transfers 

due to lack of achievement by the Federal Bureau of Revenue (FBR) of the target of Rs 1952 billion; 

higher than budgeted current expenditure due to an announced increase of 15-25 percent in salaries and 

allowances; and over-optimistic projections of foreign assistance. 

15. During 2012-13, the outlook hinges crucially on whether the provinces will begin to use 

their new found fiscal powers or will prefer to fund their development projects through greater 

resort to borrowing. 2012-13 is an election year. Consequently, there will be a tendency to give tax 

breaks and push for populist spending. Therefore, a likely scenario for 2012-13 is a big jump in 

development spending, greater recourse to borrowing and a build up of deficits. The task of raising 

revenues through taxation measures will probably be undertaken only after the elections. 

Need for New Revenue Sharing System and Subnational Fiscal Rules 

16. What will happens at the end the tenure of the current NFC award when the full financial 

liabilities of the additional functions, arising from the 18th Amendment, fall on the provincial 

governments?  This may justify a somewhat higher share of provinces in the divisible pool. In doing so, 

the subsequent Award promotes a greater fiscal effort by the provincial governments, using similar 

mechanism to those recently put in place by the 11th Finance Commission of India. And with regard to 

placing limits to borrowing it is important to learn from the experience of countries of Latin America, in 

particular, on the specification of appropriate fiscal rules. In the Pakistani context, there is also a case for 

promulgation of provincial Fiscal Responsibility Acts of the type adopted by the federal government in 

2005. 

Other Pending Emerging Issues 

17. The report identifies a potentially large set of pending emerging issues. These are related to, 

first, devolution of particular functions like drug control, inter-provincial supplies and import/export of 

wheat, setting of procurement prices, location of agricultural research functions, seed certification, etc.; 

second, the distribution of assets/liabilities and flow of income thereof to entities like EOBI, WWF, etc.; 

third, implications of the joint and equal ownership of natural resources by federal and provincial 

governments; fourth, impact of the 18th Amendment on the planning process; fifth, the future role of local 

governments; and last but the least, the overall implications of decentralisation on growth. 

 

Monitoring the Devolution Process  

18. It is extremely important that a proper monitoring system be put in place to determine the 

quality of delivery of services pre- and post-18th Amendment.  This will enable proper identification 

of any disruptions or breakdowns in the process of implementation and the reasons thereof in terms of 
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institutional factors or financial constraints. In this regard, donors could provide adequate technical 

assistance highlighting lessons learnt earlier by other countries in their process of decentralization and 

offering options for resolving particular problems. 
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CHAPTER 1 

Overview of the 18th Amendment and Its Major Fiscal Implications on Provincial 

Governments 

1.1 New Functional Responsibilities and Institutions 

The 18th Amendment has abolished the Concurrent Legislative List of the Constitution and has made 

changes in the Federal Legislative List, Parts I and II. The Concurrent List functions have been devolved 

to the provinces, with the major exception of electricity. The Amendment has also transferred some 

subjects from the Federal Legislative List Part I (which indicates the functions allocated exclusively to the 

federal government), to Part II, making them a joint provincial and federal responsibility under the 

Council of Common Interests (CCI). Part II also includes electricity. Consequently, fifteen 

ministries/seventeen divisions stand devolved to the provinces. In addition to the ministries earmarked for 

complete devolution, some subjects of ministries which continue to function at the federal level have also 

been selected for devolution. Overall, following the 18th Amendment there is undoubtedly a more 

balanced distribution of functions between the federal and provincial governments, leading thereby to 

greater empowerment of the latter. 

The devolution process under the 18th Amendment is proposed to be implemented in three phases. Phase 

I was completed in December 2010. In this Phase ministries of Special Initiatives, Zakat and Ushr, Youth 

Affairs, Population Welfare and Local Government and Rural Development were devolved.  Phase II was 

completed in April 2011 devolving ministries of Education, Social Welfare and Special Education, 

Livestock and Dairy Development, Culture and Tourism. Phase III is underway and is due to be 

completed by June 2011. The remaining seven divisions of Food and Agriculture, Health, Labour and 

Manpower, Woman Development, Sports, Environment and Minorities Affairs are expected to be 

devolved
4
 in this phase.  

Overall, the size of the federal secretariat will be reduced by 15 ministries/17 divisions
5
, thus bringing the 

number of federal divisions down from 50 to 33. The total employment in these divisions is 35566, over 

14000 is in education alone. The provinces on the other hand, do not show absorption of this level of 

additional staff in the 2011-12 budget in their schedule of new expenditure (SNE), as indicated in a 

subsequent section. 

Devolution of the selected subjects requires a number of decisions to ensure smooth transfer and 

uninterrupted performance of functions. This is important if quality of service delivery is not to be 

affected in the post 18
th 

Amendment era. In the case of each of the devolved subjects a number of 

questions have to be answered, such as: how will the function be managed? How will it be financed? 

Does the enabling legislation exist? What changes in laws and procedures are involved? What will be the 

human resource requirements and monitoring mechanisms for providing high quality service at the 

                                                           
4
 This report was submitted on June 25

th
 2011 and therefore is based on information available at that time. 

5
 The original number was 18. It has come down to 17 since Statistics Division is not being devolved. 
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provincial level? How will assets and liabilities be shared? The process of implementing the 18
th
 

Amendment is described in Chart I.  

To facilitate the implementation of the devolution process the federal government had established an 

Implementation Commission (IC). The IC comprised eight members from different political parties and 

function till June 30, 2011. To facilitate its working, IC has formed committees to support work in 

different areas. For example, there was the Finance Committee which had three members. The 

Commission resolved issues arising on a case to case basis. In the case of ten divisions devolved so far, 

certain functions have been retained although relocated at the federal level, as presented in Annexure 1. 

However, there is need for proper specification of principles to decide on the proper location of particular 

functions. These have to be based on economic and administrative criteria, be transparent and ensure cost 

effectiveness and efficient delivery of services. 

Provincial governments have also formed their own committees to work out their absorption strategy of 

the devolved subjects. High level committees comprising the political leadership and the bureaucracy 

have been constituted to supervise the whole process. In Sindh, for example, there is a Provincial 

Implementation Committee (PIC), Cabinet Commission and a Devolution Oversight Committee. Punjab 

appears to be somewhat ahead of the other provinces. The province has made the strategic decision to 

locate 47 devolved subjects to 21 provincial departments; identified federal laws with major/ minor 

amendments or new enactments required to be adopted by provincial governments for the devolved 

subjects. Out of 72 laws that needed to be modified, 42 have been changed, and of these 27 laws have 

already been approved by the cabinet. To ensure that all departments are aware of their roles and 

responsibilities, Rules of Business, 2011 have been framed in the light of the 18
th
 Amendment and have 

also been approved by the cabinet. Details of devolved subjects transferred to different provincial 

departments of Punjab in the first two phases are presented in Box 1.1.  

Chart 1 

The 18
th

 Amendment Devolution Process 
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Box 1.1 

Subjects Transferred to Different Departments in Punjab Following the 18th Amendment in Punjab 

Sr. #  
Name of the 

Department  
Subjects transferred  

1  Population Welfare  Population Planning  

2  Information, Culture & 

Youth Affairs  

i. Newspapers, books and printing presses 

ii. Ancient and historical monuments, archaeological sites and remains.  

3  Labour & Human 

Resources  

i. Welfare of labour; condition of labour, provident fund,  employer's liability and workmen 

compensation, health insurance including invalidity pensions, old age pensions.  

ii. Trade Union, industrial and labour disputes  
iii. Setting up and carrying on of labour exchanges, employment information bureaus and training 

establishments  

iv.  Regulation of labour and safety in mines, factories and oil fields 

4  Literacy & Non- Formal 

Basic  Education  

Curriculum, syllabus, planning, policy, centers of excellence and  

standards of education except standards in institutions for higher  
education and research, scientific and technical institutions  

5  Tourism  Tourism  

6  Board of Revenue  i. Bankruptcy and insolvency  

ii. Trusts and trustees  

iii. Transfer of property  

iv. Evacuee property 
v. Duties in respect of succession to property  

vi. Estate duty in respect of property  
vii. Capital gains on immovable property 

7  Auqaf  i. Islamic education 

ii.  Auqaf  
8  Excise &Taxation  i. Opium, so far as regards cultivation and manufacture  

ii. Poisons and dangerous drugs  

9  Zakat & Ushr  Zakat  
10  Transport  i. Shipping and navigation on inland waterways as regards mechanically propelled vessels, and the 

rule of the road on  such waterways; carriage of passengers and goods on inland waterways; and  

ii. Mechanically propelled vehicles  
11  Social Welfare & 

Women Dev.  

i. Social Welfare  

ii. Infants and minors adoption  

iii. Unemployment insurance  
12 Livestock & Dairy Dev.  Prevention of the extension from one province to another of infectious or contagious diseases or pests 

affecting animals  

13 Agriculture  Prevention of the extension from one province to another of infectious or contagious diseases or pest 
affecting plants  

14 Higher Education  Curriculum, syllabus, planning, policy, centers of excellence and standards of education except 

standards in institutions for higher education and research, scientific and technical institutions.  
15 School Education  Curriculum, syllabus, planning, policy, centers of excellence and standards of education except 

standards in institutions for higher education and research, scientific and technical institutions.  

16 Special Education  Curriculum, syllabus, planning, policy, centers of excellence and standards of education except 
standards in institutions for higher education and research, scientific and technical institutions.  

17 Environment  Environmental pollution and ecology  

18 Health   i. Drugs and medicines 
ii. Prevention of the extension from one province to another of infectious or contagious diseases or 

pests affecting men  

iii.  Mental illness and mental retardation, including places for the  reception or treatment of the 
mentally ill and mentally retarded  

19 Home  i. Arms, firearms and ammunition  

ii.  Explosives   
iii.  Removal of prisoners and accused persons from one province to another province  

iv.  Preventive detention  

v. Measures to combat certain offences committed in connection with matters concerning the federal 
& provincial governments and the establishment of a police force for that purpose.  

vi.  Production, censorship and exhibition of cinematograph films  

20 Law & PA  i. Civil procedure  
ii. Law of Limitation 

iii. Arbitration; 

iv. Actionable Wrongs (torts) 
v. Administrator-general 

vi. Official trustee  

vii. Contracts  
21 LG&CD  Marriage and divorce  
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Besides the allocation of functional responsibilities, the 18th Amendment has also made changes in 

Special Provisions of the Constitution, in the Finance, Audit and Borrowing Powers clauses, which are 

likely to have implications on the functioning of the economic system. Box 1.2 presents the Special 

Provisions pre and post 18th Amendment. The most important change relates to the composition and 

functioning of the CCI following the 18th Amendment. As shown in the box, the CCI has been greatly 

strengthened. It shall now be chaired by the Prime Minister, it shall meet once a quarter and it shall have a 

permanent secretariat. It shall comprise the Prime Minister, three Federal Ministers and the four Chief 

Ministers. The list of subjects on which the CCI will have decision making power has been substantially 

increased by transfer of some of the subjects from the omitted Concurrent List, and some of the subjects 

from Part-I of the Federal Legislative List to Part-II of the Federal Legislative List as highlighted earlier. 

Some of the subjects which will now be covered by CCI include major ports, reservoirs and natural 

sources of water supply, electricity, all regulatory authorities, national planning, public debt, census, 

legal, medical and other professions, standards of higher education generally and inter-provincial matters 

and coordination. There continues to be ambiguity regarding the modalities of operations of specific 

functions which will only become clear once the devolved structure becomes operative. For example, 

though national planning is in Federal Legislative List Part-II and has, therefore, been brought under the 

domain of CCI, it is also indicated as one of the functions of the National Economic Council and the 

Annual Plan is approved by the NEC.  
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Box 1.2 

Changes in the Special Provisions of the Constitution in the 18th Amendment 

Articl

e  

Pre-18th Amendment  Post 18th Amendment 

 Council of Common Interests 

153 Composition: 

2(a) Chief Ministers of provinces 

2(b) An equal number of the federal government to be 

nominated by the Prime Minister from time to time 

Composition: 

2(a) Prime Minister 

2(b) Chief Minister of provinces 

  2(c) Three members from the federal government to be 

nominated by the Prime Minister from time to time 

 3. The Prime Minister, If he is a member of the Council shall 

be the Chairman of the Council but, if at any time he is not a 

member, the President may nominate a Federal Minister who 

is a member of the council to be its Chairman 

3. deleted 

 4. The Council should be responsible to Majlis-e-Shoora 

(Parliament) 

4. The Council shall be responsible to Majlis-e-Shoora 

(Parliament) and shall submit 

an Annual Report to both Houses of 

Majlis-e-Shoora (Parliament) 

 Functions and Rules of Procedures 

154 1. The Council shall formulate and regulate policies in 

relation to matter in Part II of the Federal Legislative List 

and, in so far as it is in relation to the affairs of the 

Federation, the matter in entry 34 (electricity) in the 

Concurrent Legislative List, and shall exercise 

supervision and control over related institution 

1. The Council shall formulate and regulate policies in relation 

to matters in Part II of the Federal Legislative List and shall 

exercise supervision and control over related institutions 

  2. The Council shall be constituted within thirty days of Prime 

Minister taking oath of office 

3. The Council shall have a permanent secretariat and shall meet 

at least once in ninety days* 

 National Economic Council 

156 1.The President shall constitute a National Economic Council 

consisting of the Prime Minister, who shall be its Chairman, 

and such other members as the President may determine 

1. The President shall constitute a National Economic Council 

which shall consist of:  

a) the Prime Minister, who shall be the Chairman of the Council 

b) the Chief Minister and one member from each province to be 

nominated by the Chief Minister and 

c) four other members as the Prime Minister may nominate from 

time to time 

2. The meetings of the Council shall be summoned by the 

Chairman or on a requisition made by one-half of the members 

of the Council 

3. The Council shall meet at least twice in a year and the 

quorum for a meeting of the Council shall be one-half of its total 

membership 

4. The Council shall be responsible to the Majlis-e-Shoora 

(Parliament) and shall submit an Annual Report to each House 

of Majlis-e-Shoora (Parliament). 

 

* There need not be an overlap with exclusive Federal responsibilities as contained in FLL1. CCI will play a coordination role only in 

functions in FLL2. 

Similarly, the composition of the National Economic Council (NEC) has been changed by the increase in 

provincial representation. It will meet at least twice a year and will submit a report annually to the 

Parliament. Approval of the Annual Plan and the size of the PSDP, both Federal and Provincial, remains 

the responsibility of the NEC.  



The Outlook for Provincial Finances 2011 

 

18  

 

1.2 Federal Expenditure on Devolved Ministries/ Divisions 

 Table 1.1 presents the current expenditure 

budgeted in 2010-11 of ministries/ divisions 

to be devolved at the federal level. The ten 

ministries already devolved in the first and 

second phases are budgeted to incur current 

expenditure of Rs. 35.7 billion in 2010-11, 

Rs. 3.7 billion of which is employee related. 

The highest recurrent expenditure is by 

Higher Education Commission (HEC) 

amounting to Rs. 23.2 billion.  

Table 1.2 gives the regional distribution of the current expenditure in 2010-11 of Divisions to be 

devolved. For each Division, the federal part consists of the cost of running the Division, Autonomous 

Bodies and Attached Departments located in Islamabad and expenditures on services in territories 

managed by the Federal Government. The provincial part includes the part of costs incurred on regional 

offices and on services within provincial boundaries.  

 

Table 1.2 

Province Wise Current Expenditure on Devolved Divisions 

by the Federal Government 2010-11 (BE) 

(Rs in Billion) 

 Federal Punjab Sindh KPK Balochistan 

    Phase I 2.5 0.8 0.5 0.5 0.0 

    Phase II  14.4 6.6 6.5 3.1 0.9 

   Phase III  6.6 0.1 2.1 0.1 0.0 

   Grand Total 23.4 7.6 9.1 3.7 0.9 

   % of Total Devolved Current Expenditures 52.3 17.1 20.3 8.2 2.1 

Expenditure on Devolved Subjects as % of Total 

Provincial Current Expenditure 
 2.0 3.4 2.9 1.8 

 

Given the current regional distribution of these expenditures, about 52 percent is in the domain of the 

federal government (Islamabad, FATA, Gilgit etc), 17 percent is in the province of Punjab, 20 percent in 

Sindh, 8 percent in Khyber-Pakhtunkhwa and 2 percent in Balochistan. Clearly, the on-going expenditure 

liability following devolution on the provincial governments will depend on a number of factors. First, on 

the way in which the  subjects are absorbed, that is, whether new departments are created or whether 

absorption is by existing departments. There is likely to be some duplication of costs as the devolved 

functions will now be performed in separate jurisdictions by four provincial governments as opposed to 

one federal entity in the past
6
. Second, cost implications for provincial governments will depend upon the 

extent and nature of transfer of Attached Departments and Autonomous Bodies currently managed by 

                                                           
6 The higher costs, if any, could be compensated for by efficiency gains in the form of a better reflection of people’s preferences among 
services. 

Table 1.1 

Current Expenditure on Devolved Ministries/Divisions, 

2010-11 (BE) 

(Rs in Billion) 

S. No Ministry Total 
Employment 

Related 
Others* 

 Phase I 4.2 0.3 4.0 

Phase II  31.5 3.5 28.0 

Phase III  9.0 3.0 6.0 

Grand Total 44.7 6.7 38.0 

*Expenditure principally relating to operation and maintenance etc. 
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Divisions to be devolved. As a first approximation, the potential current expenditure liability of the 18
th
 

Amendment on the provinces is about Rs. 45 billion. 

Turning next to the development side, according to the initial estimates obtained from the Planning 

Commission, there are 232 projects which were being implemented at the federal level by the devolved 

ministries in the provinces. Out of these, 166 are location-specific and can clearly be devolved to the 

provinces concerned. The throwforward (costs still to be incurred) liability of such projects is Rs.67 

billion. 64 vertical projects are 

also being implemented in all 

the four provinces. The 

remaining liability of these 

projects is Rs. 202 billion. 

Projects of higher education 

(including HEC) also have a 

throwforward of 48 billion 

which can be allocated to the 

provinces. Therefore, 

according to first estimates, 

the throwforward on on-going 

projects that can be devolved 

to the projects is Rs.317 

billion out of a total 

throwforward of Rs 3119 billion. In 2010-11, the actual allocation from the federal PSDP to these 

projects was Rs. 41 billion as compared to the proposed allocation of Rs 46.6 billion, as shown in Table 

1.3. this was equivalent to almost 23 percent of the actual PSDP in 2010-11. 

Table 1.4 shows that, as of 2010-11 base of expenditures, the minimum expenditure liability on the 

provincial governments of the 18
th
 Amendment is Rs. 67 billion. These costs could be significantly higher 

if the salary and allowances of employment of additional staff in the provincial governments is included 

for performing functions which were hitherto the responsibility of Federal Ministries/ Divisions being 

devolved. Also, there may be additional costs of functions of Autonomous Bodies/ Attached Departments 

which are transferred to the provinces. The total liability could exceed Rs. 91 billion. Within the 

minimum expenditure liabilities, the share of development expenditures is higher at 69 percent. In fact, it 

appears that the PSDP of the four provinces combined would have to be enhanced by as much as 16 

percent to absorb the on-going location-specific and vertical projects. Implications on the level of current 

expenditure are more limited. 

  

Table 1.3 

Allocations in Federal PSDP to Location-Specific Projects and Vertical 

Programs  of the Ministries/ Divisions to be Devolved  2010-11 

(Rs. in Billion) 

 Punjab Sindh K-PK Balochistan Total 

Location-Specific 

Projects 

6.4 4.7 3.2 2.4 16.7 

In Devolved Ministries 3.2 2.5 1.2 1.9 8.8 

HEC 3.2 2.2 2.0 0.5 7.9 

Vertical Programs 17.0 7.3 4.1 1.5 29.9 

In Devolved Ministries 13.8 6.0 3.4 1.3 24.4 

HEC 3.2 1.3 0.7 0.2 5.5 

Total 23.4 12.0 7.3 3.9 46.6 

In Devolved Ministries 17.0 8.5 4.6 3.2 33.3 

HEC 6.4 3.5 2.7 0.7 13.3 

Source: Planning Commission 
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Overall, the implied minimum enhancement in the size of the Provincial Budgets to accommodate the 

additional functions is 6 percent which could rise to 8 percent. It is somewhat higher for the Government 

of Sindh and Punjab and lower for the Governments of K-PK and Balochistan.   

1.3. Financing of New Responsibilities 

The federal government initially presented the view that since the recently promulgated 7
th
 NFC Award 

has significantly enhanced the share of provinces in the national divisible pool, the provinces should 

finance all the additional expenditure liabilities from the higher revenue transfers. In addition the fiscal 

space for the federal government has been limited in 2010-11 by the scaling down of the FBR revenue 

target and additional expenditure linked to the rehabilitation effort following the floods. 

Provincial Governments, on the other hand, have observed that the 7
th
 NFC Award preceded the 18

th
 

Amendment. The provinces’ case for higher vertical transfers from the federal government was based on 

the higher resource requirement to meet development targets in existing service areas. The case made by 

Punjab, for example, was that the province cannot meet its Medium Term Development Framework 

(MTDF) targets, which are based on adhering to international commitments like the Millennium 

Development Goals (MDGs) with the limited revenue transfers as per the previous Interim Presidential 

Order of 2006. Since additional functional allocations to provinces had not been decided, therefore, they 

could not have influenced the revenue sharing decisions in the 7
th
 NFC Award. 

Table 1.4 

Impact of Costs of Transferred Functions on the Four Provincial Governments 

(Rs. in Billion) 

 2010-11 Cost of Transferred 

Functions 

Percentage 

Four Provinces Combined     

      Current Expenditure* 891.7 21.3 2.4 

      Development Expenditure 296.0 46.6 15.7 

      Total Expenditure 1187.7 67.9 5.7 

Punjab    

Current Expenditure* 387.6 7.6 2.0 

Development Expenditure 138.8 23.4 16.9 

Total Expenditure 526.4 31.0 5.9 

Sindh    

Current Expenditure* 281.2 9.1 3.2 

Development Expenditure 65.5 12.0 18.3 

Total Expenditure 346.7 21.1 6.1 

Khyber Pakhtunkhwa    

Current Expenditure* 149.0 3.7 2.5 

Development Expenditure 65.0 7.3 11.2 

Total Expenditure 214.0 11.0 5.1 

Balochistan    

Current Expenditure* 83.4 0.9 1.1 

Development Expenditure 26.7 3.9 14.6 

Total Expenditure 110.1 4.8 4.3 

*This is the minimum expenditure as it does not include the cost of establishment of the new functions within the provincial 

governments  
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The provincial government’s view is also that they, in effect, do not have the fiscal space to fully fund the 

additional liabilities arising from the 18
th
 Amendment, for the following reasons: 

a) The NFC Award, does not lead to as big an increase in revenue transfers as originally claimed 

because of the likely shortfall in the Federal Board of Revenue (FBR) tax collection in 2010-11, 

the first year of the Award. The budgeted magnitude of transfers was based on tax collection by 

FBR of Rs. 1667 billion, representing a growth rate of 26 percent. But the FBR revenue 

projection by the Federal Government has already been revised downwards to Rs. 1588 billion 

for 2010-11. This implies a shortfall in transfers to provinces of almost Rs. 30 billion. 

b) It needs to be remembered that while the 7th NFC Award has increased transfers from the 

Divisible Pool, other federal transfers, in particular grants, have been largely discontinued.  

c) The fiscal space has been significantly eroded by the federal decision to enhance salaries and 

allowances of government employees by 50 percent in the Budget of 2010-11. The expenditure 

impact on provinces of the salary increase is almost as much as Rs. 120 billion. The 15-20 

percent increase in the 2011-12 budget will further enhance provincial recurrent liabilities.   

d) The devastating floods, experienced in the summer of 2010, have caused heavy and widespread 

damage including losses to housing, standing crops and infrastructure. Punjab, Sindh and K-PK 

have had to divert significant resources for relief and on rehabilitation work from other 

budgetary heads. 

e) In the case of Punjab, an added demand on existing resources is the need to bring down the past 

overdraft / loans acquired at a time when the financial position was tight. Also, there is a need to 

build up some surplus in case of delays in releases by the federal government.  

The above developments have, as it is, led to a reduction in the provincial ADPs in comparison to that 

budgeted at the beginning of 2010-11. In the case of Punjab, in comparison to budgeted ADP for 2010-11 

of Rs 193 billion, the revised estimates for the year are Rs 139 billion, marginally above last year’s ADP 

outlay of Rs 135 billion. In the case of Sindh also, the revised ADP is Rs. 66 billion, lower than the 

budgeted amount of Rs. 135 billion. The larger provinces, particularly Punjab, do appear to be in a fiscal 

squeeze and taking on new responsibilities arising from the 18
th
 Amendment may increase the fiscal 

pressure even further. The position with the smaller two provinces, however, is likely to be somewhat 

different. It appears that given the proportionately higher transfers (NFC mandated plus payment of 

arrears on account of hydel profits) the binding constraint in their case is likely to be more institutional 

than financial. 

1.4 Political Economy of the 18th Amendment and its Fiscal Implications 

The people of Pakistan have struggled for democracy and for attaining a democratic welfare state wherein 

the rights of citizens are secured and provinces have an equitable share in the federation following the 

return to democracy in 2008. The ruling party at the federal government and the largest opposition party 

governing the province of Punjab, in particular, felt the need for almost immediate redressal of the 

grievances of the smaller provinces, in particular, Balochistan, where the feeling of alienation was 

becoming increasingly evident. As a significant step towards strengthening the federation, the government 
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announced the 7
th
 NFC Award in December 2009 after deliberations in six meetings spread over only 

three months or so. Both the federal government as well as the provincial government of Punjab exhibited 

the willingness to accommodate the demands of the smaller federating units, clearly in the interest of 

ensuring consensus. The federal government enhanced the share of the provinces in the divisible pool. 

Punjab accepted the demand of the smaller provinces to diversify the horizontal sharing formula from 

population to include other criterion like poverty/ backwardness, inverse population density and revenues 

demanded by KPK, Balochistan and Sindh respectively. Just a few months later in 2010, the 18
th
 

Amendment to the Constitution of Pakistan was unanimously ratified by the Parliament. The passage of 

the 18
th
 Amendment has moved the country from a centralized federation to the group of countries with 

intermediate level of decentralization. The pressure for the early success on the 7
th
 NFC Award led to the 

“sequencing problem” highlighted earlier. 

On the administration front, the issue is whether all staff of the devolved subject should be transferred to 

the provinces. Again, the position of the provinces varies from what the federal government might have 

wanted. While the provinces have now agreed to take on the field staff of the devolved subjects, they do 

not want to take on employees working in the ministry/ divisions in Islamabad. On the other hand, the 

federal employees – who belong to the civil services cadres and are a strong interest group, do not want to 

move to the provinces. Therefore, there is resistance to full administrative devolution – in terms of full 

staff transfer from two very important stakeholders – provincial governments, particularly Punjab, and 

federal public service commission employees. Also, full devolution of 17 divisions tantamount to transfer 

of a significant part of the power that has historically been centralized at the federal level. As a secretary 

belonging to federal cadre said in one of the discussions “One less post for us”. 

As far as the development projects /programs are concerned, provinces are not willing to adopt all the 

development projects because, first, these will preempt an important proportion of their development 

funds which each provincial government will presumably want to spend on its own development 

initiatives, second, some of these projects may duplicate its own development work or may not be 

considered a provincial priority given limited funding and, finally, the projects may have been undertaken 

on the directives of the President /Prime Minister and given that a different political party is incharge in 

the largest province, Punjab, there is bound to be a hesitation to invest provincial funds on such 

initiatives. Historically, development projects have been an important component of the election 

campaign / strategy. Given that the country is in the fourth year of its term with elections due in February 

2013, each political party wants to complete and launch their own trade mark development initiatives. 

The announcement of the ‘yellow cab’ scheme is an illustration. As such, it may be expected that the 

provinces will not be willing to adopt all the development projects/ programs implemented by the federal 

government. Needless to say some rationalization of the development is, of course, needed and desirable.    

The major implications of the above political economy considerations on the administrative side are as 

follows: first, some subjects of devolved ministries/ divisions have been retained and relocated at the 

federal level, as presented in Annexure 1. Second, that federal public service commission employees have 

been absorbed at the federal level. Decision has been taken by the IC that these employees will neither be 

put in the surplus pool nor retrenched under any scheme like the ‘golden handshake’. Expenditure 

budgeted for Cabinet Division in the federal budget 2011-12 is 52 percent higher than last year. Clearly, 

the increased budgetary provisions may be for some of the staff that has been absorbed in this division.  
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The implications on the financial side have led to the following decisions: 

1. The current expenditures of the devolved institutions/ organizations/ departments shall be borne 

by the Provincial Governments beyond 30
th
 June, 2011. The more cost effective approach is to 

absorb the additional functions in already existing departments in the provincial government. 

Setting up of new departments has not been resorted to unless considered absolutely necessary. 

Accordingly the Schedule of New Expenditure (SNE) for the 46 offices devolved in the first and 

second phases, in Punjab is budgeted at Rs. 384 million for 2011-12. Sindh has made a 

discretionary block allocation of Rs. 1 billion for the current expenditure implications of 18
th
 

Amendment.  

2. As per CCI decision, Federal Government will provide funding for the vertical programs in 

Health. The vertical projects of Ministry of Food and Agriculture being of physical nature and 

creating assets for the provinces, would be funded by the provinces themselves. Financing for 

development Programme of Population Welfare beyond June, 2011 is also likely to be picked up 

by the federal government. 

3. Provinces would finance the development projects of the devolved ministries transferred to them and 

would be at liberty to continue or abandon these projects. Punjab, for example, has reviewed the 

various development projects/ programs to evaluate their usefulness and need in the light of their 

impact on the people of Punjab. It has decided to continue with 30 out of the on-going 62 vertical 

projects with a throwforward of Rs. 30 billion. 

4. For location specific projects/ programs the choice to continue implementation of on-going projects is 

also with the provincial governments. This has provided an opportunity for the much needed 

rationalization of the throwforward liabilities. Punjab government is considering to adopt 32 projects 

with a throwforward of Rs. 14 billion beyond June 2011, as proposed by P&D department. Two of 

these, relating to population welfare and capacity building of teachers are likely to be shifted to the 

portfolio of vertical programs to be funded by the federal government. Excluding these two projects 

will reduce the throwforward to Rs. 3 billion.     

5. Overall expenditure to date on the 38 projects decided to be abandoned is approximately estimated at 

Rs. 7 billion. These, of course, constitute sunk costs of the rationalization of the development 

portfolio. Sector-wise, 20 of these projects are in food and agriculture, 3 in health, 7 in environment, 

3 in livestock and dairy development, 2 in tourism and 1 in education.  

6. Funding for the implementation of President's I Prime Minister’s directives shall continue to be made 

by the federal government.  

7. The CCI approved that financing for current expenditure of Universities as hitherto would be picked 

up by the federal government till the period of the current NFC Award. Federal government would 

during this period also pick up the development expenditure of the Universities depending upon the 

resources available with the Federal Government. The interim decision has been taken to retain HEC 

at the federal level (See Box 1.3). 
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8. The federal budget 2011-12 under planning and development division reports budgetary allocations 

of Rs. 24.8 billion for devolved projects. It therefore appears that a large proportion of the funding 

responsibility of the devolved subjects has, in effect, been taken over by federal government. 

Therefore, in the short to medium run not much change has taken place in financial terms. 
Box 1.3 

Devolution of Higher Education Commission (HEC) 

 
There is intense debate in the country regarding the future of the HEC established by the administration of former President Pervaiz Musharraf to 

address a deepening problem: the absence of well trained and educated work force needed by a developing and modernizing country. HEC was 

established under HEC Act as an autonomous body under the controlling authority of the Prime Minister. The Chairperson has status of Federal 
Minister. It has 11 members, 4 of which are Provincial nominees. The Chairperson and member have a four year non-renewable terms. The HEC 

Act contains comprehensive list of functions which the organization performs. However, it has a project approval authority of only upto Rs. 40 

million.  
HEC operations are not free of controversy. Some of the organizations’ critics maintain that it is spending a very large amount of public resources 

to achieve its objectives and those resources could have been put to better use to achieve the public education system at primary and secondary 

level and to meet the MDGs. Total expenditure (current plus development) on HEC in 2010-11 was Rs. 38 billion. The budgetary allocations for 
2011-12 have increased to Rs. 41 billion.    

The initial decision to devolve HEC is in line with the 18th Amendment to the Constitution as education is one of the devolved subjects. 

However, it was pointed out in the numerous articles that appeared in the press following the HEC decision that some of the functions of the 
Commission are included in the Federal Legislative Lists I and II under the 18th Amendment as follows: 

Federal Legislative List Part I  

Clause 15: Libraries/ museums and similar institutions controlled and financed by the federal government. Clause 16: Federal agencies and 
institutes for the following purposes, that is to say, for research, for professional or technical training, or for the promotion of special studies. 

Clause 17: Education as respects Pakistani students in foreign countries and foreign students in 
Pakistan. 

Federal Legislative List Part II 

Clause 6: All regulatory authorities established under a federal law. 
Clause 7: National planning and national economic coordination including planning and coordination of scientific and technological research. 

Clause 12: Standards in institutions for higher education and research, scientific and technical institutions. 

Clearly there are constitutional provisions for retention of some functions of HEC at the federal level. The initial announcement of the HEC 
invoked public protest of particularly the vocal students’ lobby for concerns regarding both the quality and status of their degrees and of course 

funding with fear of fees hike. While the Council of Common Interests has decided that federal funding for HEC and Universities will continue 

till the end of the 7th NFC Award tenure, the devolution process has been frozen by the Supreme Court through a Stay Order on the 12 th of April 
2011 requiring HEC to continue functioning pending amendment in the Act. 

There are three possibilities regarding the future of HEC: 

 Option I: HEC continues in its present form and role 
 Option II: Its functions are limited to those defined in the Federal Legislative List I &II with federal funding of provincial 

governments upto 2014-15 who will exercise administrative & financial control of public universities; management of donor funding 

by HEC 
 Option III: Following amendment of the HEC Act establishment of Commission of Higher Education under Cabinet Division with 

core functions of degree recognition, equivalence and attestation. Universities at federal level to be managed by Islamabad Capital 

Territory Authority (ICT) Division and foreign scholarships by foreign affairs division as initially suggested. 

1.5   Reflection of the 18th Amendment in the Federal Budget 2011-12 

The size of the Public Sector Development Program (PSDP) of 2011-12 for the federal and provincial 

governments was finalized by the National Economic Council (NEC) in its meeting on May 2, 2011. 

The federal PSDP reflects the post-18
th
 Amendment in the following ways: 

i. There is no federal PSDP allocation for Ministries to be devolved, including 15 Divisions
7
, some of 

which like Health, Food and Agriculture, Labor and Manpower are to be devolved in the last Phase. 

Therefore, the expectation is that devolution process will be completed by 30
th
 of June although by 

24
th
 of June no decision has yet been taken on transfer of Divisions in Phase III. The new factor 

complicating this process is the recently formed coalition of the PML (Q) and PPP and the return to 

                                                           
7
 These include Health, Food and Agriculture, Education, Population Welfare, Livestock and Dairy Development, Environment, 

Special Initiatives, Women Development Social Welfare and Special Education, Labor and Manpower, Local Government and 

Rural Development, Tourism, Culture, Sports and Youth Affairs.  
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the ruling coalition of the MQM. Many of the Ministers from the coalition partners of PPP have been 

assigned portfolios in subjects to be devolved. There is, therefore, a natural resistance to the transfer 

of these functions as there not enough positions in the federal cabinet to accommodate the larger 

coalition. Political expediency is a new factor which has emerged as an impediment to the 

implementation of the 18
th
 Amendment. 

ii. The PSDP allocation for 2011-12 to the Planning and Division includes Devolved Projects. These 

are of two types. First, included are vertical programs in Health and Population Welfare which, as 

per the decision of the Council of Common Interests (CCI), are to be financed by the Federal 

Government during the tenure of the current NFC award, up to 2014-15. Second, there is allocation 

also for projects in the devolved subjects which are being executed in federally administered 

territories. 

iii. Allocations have been made for two new Divisions, viz., Capital Administration and Development 

(CAD) Division and the Inter-Provincial Coordination (IPC) Division, which have been created as a 

consequence of the 18
th
 Amendment. The latter will effectively act as the Secretariat for the CCI. 

A number of issues arise in the context of the above changes. The first question relates to the saving in 

PSDP of the Federal Government following the 18
th
 Amendment and the corresponding increase in 

development liabilities of the provincial governments. An estimate is made in Table 1.5 below. 

Given the growth in allocations to existing 

vertical programs, there is not much saving in 

the Federal PSDP arising from the 18
th
 

Amendment. It also appears, as highlighted 

earlier, that the liability on provincial 

governments of on-going location-specific 

projects is not very large. 

The basic issue here is the approach that has 

been adopted for vertical programs in 

devolved subjects like health and population welfare. These programs will continue to be financed by the 

Federal government, as per the CCI decision mentioned earlier, but execution will effectively be by the 

provincial governments. This creates a kind of ‘principal agent’ problem with financing by one entity and 

delivery by another entity. What happens if during the year the Federal government is faced with a 

revenue shortfall and has to cut back the PSDP as has been the case during the last few years? As it does 

not have the responsibility for delivery of the services in the vertical programs it may naturally be 

inclined to disproportionately cut back on the allocations to such programs. Will provincial governments 

then have to cover the residual financing gap or agitate for restoration of the original allocations? 

Therefore, the better transitional arrangement would have been either to have agreement in the CCI that 

allocations to vertical programs (and the HEC) by the federal government would be protected from any 

cutbacks or for earmarked development grants to be made by the federal government to the provincial 

governments for vertical programs and these programs then be shown as part of the respective provincial 

ADPs. The latter option is clearly superior in that it would have introduced much greater accountability 

on provincial governments to ensure proper delivery of services from the vertical programs. It would have 

Table 1.5 

Implication of 18th Amendment on PSDP 

Allocations by the Federal Government 

 PSDP Allocation  

( Rs in Billion) 

 2010-11 2011-12 

Ministries to be Devolved 21.8* 0.0 

Federal Allocations for Devolved Projects ― 24.8 

PSDP Allocation for:    

CAD Division  0.7 

IPC Division  0.1 

Total 21.8 25.6 
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also meant a greater sense of ‘ownership’ of these programs which are of an on-going nature by the 

provincial governments and their financing will anyway become the responsibility of provincial 

governments after 2014-15. 

Turning to the current expenditure side, the total charged/voted expenditure on devolved divisions in 

2010-11 is estimated at about Rs 21.3 billion. (see Table 1.6).  These costs are potential savings to the 

federal government following the implementation of the 18
th
 Amendment. As against this, higher 

expenditure will be incurred in 2011-12 in performing some retained functions through the Cabinet 

Division, the Inter-Provincial Coordination Division, the newly set up Capital Administration and 

Development Division, and others. There are a number of issues here as follows: 

i. Will the provincial governments pick up the recurring costs, as per the ICC decision, of entities 

which provide basic services like the Jinnah Postgraduate Medical Centre (JPMC), located in 

Karachi? 

ii. The significant jump in expenditure of 

over 52% by the Cabinet Division is 

partly due to the salary bill of 

employees in the Divisions which stand 

dissolved. These employees have not 

been absorbed by the Provincial 

governments and in this sense there has 

been a loss of specific human capital in 

the delivery of services. What is the 

future of such employees? Meanwhile 

costs will continue to be incurred on 

them while additional costs will be 

borne by provincial governments in 

staffing the functions transferred to 

them. Perhaps over time the surplus 

employees will be absorbed against 

vacant posts as they become available in 

the federal government. 

A related issue is the conditions of service of 

federal employees who are absorbed by the 

provincial governments. There will be need 

for promulgation of a law to provide this 

protection in view of the fact that benefits to 

employees once given cannot be withdrawn 

and the Establishment Division is apparently working on this. 

Table 1.6 

Demand for Grants for Current Expenditure 

Division Budget Estimates 

(Rs in Billion) 

 2010-11 2011-12 

Culture 0.6  

Education 4.3  

Food and Agriculture 2.0  

Health 5.4  

Inter-Provincial Coordination 0.0  

Labor and Manpower 0.4  

Livestock & Diary Development 0.2  

Local Govt. & Rural Development 0.1  

Population Welfare  0.2  

Social Welfare  & Special Education 2.8  

Special Initiatives 0.1  

Sports 0.5  

Tourism 0.1  

Women Development 0.1  

Youth Affairs 3.7  

Zakat & Ushr 0.1  

Capital Admin & Dev 0.0  

Devolved Divisions 20.9 0.0 

Cabinet, Inter-Provincial Coordination, 

Capital Administration & Development 

Divisions 

5.9 13.1 

HEC 23.2 26.9 

Total 50.0 40.0 
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CHAPTER 2 

OUTLOOK FOR PROVINCIAL FINANCES 

2.1 Trends in Provincial Fiscal Variables 

The magnitude of the key fiscal 

variables of each provincial 

government and the four 

governments combined is given in 

Table 2.1 for 2009-10 and 2010-

11. In addition, the budget 

estimates for 2011-12 are also 

presented. Recent trends are as 

follows: 

General Revenue Receipts: These 

have shown rapid growth in 2010-

11 of almost 36 percent, although 

there is a shortfall of 2 percent in 

relation to the budget estimates for 

the year. Much of the dynamism is 

due to the jump of over 51 percent, 

equivalent to Rs 279 billion, in 

Federal tax assignments following 

the 7
th
 NFC Award. In particular, 

revenue receipts of the two small 

provinces, Khyber-Pakhtunkhwa 

(K-PK) and Balochistan, have 

shown extraordinary buoyancy 

with growth of 51 and 67 percent 

respectively. This is because the 

new revenue-sharing formula 

builds in a significant component 

of fiscal equalization. These 

transfers are normally disbursed 

fortnightly to the provinces. Of 

course, the federal government has 

some discretion over the timing of 

these releases.  

Revenue Expenditure: The big 

increase in revenue receipts has been accompanied by an upsurge in revenue expenditure with growth of 

32 percent for the four provinces combined. Two factors, in particular, have contributed to this increase. 

First, there was a hefty 50 percent in salaries and allowances announced at the beginning of the year. 

Table 2.1 

Trend in Major Fiscal Variables 

of Provincial Governments 
                                                                                 (Rs in Billion) 

 2009-10 

(R.E) 

2010-11 

(B.E) 

2010-11 

(R.E)* 

2011-12 

(B.E) 

General Revenue Receipts 875.7 1212.6 1189.7 1403.5 

Punjab 423.5 558.4 544.5 654.7 

Sindh 249.6 340.2 329.0 392.0 

K- PK 133.3 198.5 200.7 232.8 

Balochistan 69.3 115.5 115.5 124.0 

Revenue Expenditure 675.7 866.5 891.7 957.4 

Punjab 318.2 386.8 387.6 434.7 

Sindh 224.8 268.3 281.2 283.1 

K- PK 80.0 128.0 139.5 149.0 

Balochistan 52.7 83.4 83.4 90.6 

Capital and Public Account 

Receipts +Development 

Financing 

64.5 

 

 

50.8 

 

 

-13.1 

 

 

24.8 

 

 

Punjab 29.6 21.9 -18.1 0.0 

Sindh 42.7 37.9 3.9 33.1 

K- PK -0.7 -1.3 8.8 1.3 

Balochistan -7.1 -7.7 -7.7 -9.6 

PSDP/ADP 268.5 424.4 296.0 477.4 

Punjab 134.7 193.5 138.8 220.0 

Sindh 83.5 135.0 65.5 141.1 

K- PK 35.1 69.2 65.0 85.1 

Balochistan 15.2 26.7 26.7 31.2 

Overall Surplus/ Deficit -4.0 -27.5 -11.1 -6.5 

Punjab 0.2 0.0 0.0 0.0 

Sindh -16.0 -25.2 -13.8 0.9 

K- PK 17.5 0.0 5.0 0.0 

Balochistan -5.7 -2.3 -2.3 -7.4 

(Four Provinces Combined) Growth Rates (%) 

 

 

2010-11 

(R.E) 

2010-11 

(R.E) 

2011-12 

(B.E) 

 Over Over Over 

 2009-10 
(R.E) 

2009-10 
(B.E) 

2010-11 
(R.E) 

General Revenue Receipts 35.6 -1.9 18.0 

Revenue Expenditure 32.0 2.9 7.4 

PSDP/ADP 10.2 -30.2 61.3 
 Data is not available yet on Revised Estimates of 2010-11  Balochistan. Instead, 

Budget Estimates for    the year have been used. 
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Second, the Provinces which were hit by the devastating floods had to incur expenditures on relief 

operations. Also, the need for enhancing expenditures on repairs and maintenance of existing 

infrastructure is undisputable. However, there is some evidence of profligacy of expenditure in K-PK and 

Balochistan with increases of as much as 74 and 58 percent in the first year after the 7
th
 NFC Award. 

Capital Receipts and Development Financing: These sources include borrowing, foreign assistance and 

federal grants. Although, these are not large sources for financing of development expenditure there 

appears to be a major short fall in 2010-11. While almost Rs 51 billion of inflow was anticipated, there 

was actually an out flow of Rs 13 billion. This is due, first, to attempts by the Government of Punjab to 

bring down it’s relatively large over draft with the SBP and, second, to failure on the part especially of 

Government of Sindh to mobilise foreign assistance. Also, federal development grants have been largely 

phased out following the big increase in transfers from the divisible pool. 

PSDP/ADP: The expectation was that in 2010-11 budget there will be on big increase in the combined 

PSDP of the Provincial Governments of 58 percent as a consequence of the large increase in transfers. 

But the actual increase has turned out to be modest at only 10 percent wrt the previous year, because of 

the jump in current expenditure and the steep fall in capital receipts and development financing. 

Overall, according to the revised estimates, 2010-11 is likely to close with Punjab balancing the budget, 

Sindha and Balochistan caring deficits of Rs. 14 billion and 2 billion respectively and K-PK generating a 

small surplus. The overall consolidated surplus may, of course, be somewhat enhanced by the federal 

government delaying the releases to the provincial governments thereby forcing the latter to defer some 

expenditures to the next fiscal year. 

Turning the Budget of 2011-12, the last Provincial budget of Balochistan was announced only three days 

ago. Revenue receipts of the four governments combined are expected to show moderate growth of 18 

percent despite the increase in share of provinces in the divisible pool from 56 to 57.5 percent. Straight 

transfers will be largely unchanged while federal grants are expected to decline further. Provincial own 

receipts are likely to show only modest growth of 14 percent as no major taxation proposals have been 

announced by any Provincial government. 

Revenue expenditure is projected to increase by 7 percent only. This is due partly to the inflated base in 

2010-11 due to flood related expenditures. The resulting economy in expenditure does not appear to fully 

factor in the cost of the 15-25 percent increase announced in salaries, allowances and pensions, especially 

in the Province of Sindh where the increase in revenue expenditure has been limited to less than one 

percent. 

Capital receipts and development financing are expected to become positive in net terms once again after 

the significant out flow last year. The Government of Sindh, in particular, is targeting for a big increase in 

foreign funding, including donor assistance for flood reconstruction works. 

The year, 2011-12, is seen as the year for a big push on the development front by the Provincial 

governments. The combined PSDP of Rs 477 billion, represents an increase of over 61 percent over the 

actual level attained last year. It is also in excess of the NEC approved level of Rs 430 billion. The biggest 

increase is expected in Sindh of 115 percent, partly because of implementation of flood reconstruction 

projects. If the Provinces come close to achieving their PSDP targets in 2011-12 then they will account 
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for almost 60 percent of the national PSDP. The provinces will have to develop a framework which not 

only maximizes on development outcomes but is also balanced in terms of fully taking into account the 

downstream recurrent expenditure liabilities of the higher development expenditure. 

Two provinces, viz, Punjab and K-PK, and have presented balanced budgets for 2011-12. Sindh has 

presented a small surplus budget. Despite extraordinary subventions, Balochistan is the only province 

with a deficit budget. Combined, the four Provincial governments show a deficit of about Rs 6 billion. 

This is in sharp contrast to the expectations of the Federal government that the combined surplus of the 

four Provincial governments will be Rs 125 billion in 2011-12. 

A conventional index of decentralization is the share of sub-national governments in public expenditure. 

In 2009-10, prior to the NFC Award, the share of provincial governments was 27.8 percent, which has 

increased to 31.9 percent, following the Award. It is expected to rise further to 34.6 percent in 2011-12. 

Based on a comparison with other Federations, Pakistan has approached an intermediate level of 

decentralization. However, the serious vertical  imbalance is indicated by the fact that own receipts 

account for only 15 percent of total revenue receipts, even after the inclusion of the sales tax on services 

in own receipts. 

It is also important to note that the transfer of functions under the 18
th
 Amendment will add only 

marginally to provincial expenditures, both current and development. As highlighted earlier, financing of 

‘big ticket’ items like HEC and vertical programs in health and population welfare remain the 

responsibility of the Federal Government during the tenure of the current NFC Award upto 2014-15. 

Consequently, these expenditures are included in the Federal Budget. We will have to wait till 2015-16 to 

see a significant impact of the 18
th
 Amendment on Provincial budgets. 

2.2. Broad Fiscal Implications of the 7th NFC Award 

The fiscal implications of the 7
th
 NFC award are significant. Inter-governmental revenue transfers are the 

lifeline of provincial governments in Pakistan. These transfers account for 80-90 percent of provincial 

revenues. This dependence is a consequence of the imbalance in the allocation of functional 

responsibilities and fiscal powers between the federal and provincial governments in Pakistan, which has 

given rise to large vertical imbalances. Intergovernmental transfers take place according to the provisions 

of the NFC awards. These have historically taken three forms; “divisible pool” transfers, straight transfers 

and grants and subventions. 

 

The 7
th 

NFC, reconstituted by the President of Pakistan on July 24, 2009 deliberated over six meetings 

before reaching a consensus in Lahore over the vertical and horizontal sharing of the divisible pool. 

Important differences between the current and new revenue-sharing arrangements are present in Box 2.1 

while the key salient features of the 7
th 

Award are presented in Box 2.2. The Award is unique in its design 

and its sensitivity to the needs of the federating units. The composition of the divisible pool is presented 

in Table 2.2. 
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Box 2.2 

Salient Features of the 7th NFC Award 
 Enlargement of the Divisible Pool: The size of the divisible pool is enhanced because of a reduction in collection 

charges from an average of 5.2 percent to 1 percent.  

 Provincialisation of the Sales Tax on Services: NFC recognized that sales tax on services is a provincial subject and 

accepted the demand of the provinces to devolve services taxed under the ambit of federal excise duties to the 

provinces. There is provision for GST on services to be collected by the provinces, if they so desire.  

 Higher provincial share in Vertical Transfers: The 7th NFC Award increases the provincial and 57.5 percent in the 

subsequent years. The award also does away with the existing system of subventions, the derivation of the distribution 

formula for which is not known and replaces it with fiscal equalization among provinces through a non-discretionary 

and transparent revenue sharing formula, discussed next. The only exception is a Rs 6 billion grant to Sindh.  

 Diversification of the Bases of Horizontal Transfers: Punjab showed accommodation to the longstanding demand of 

other provinces to have multiple indicators for horizontal distribution. Previously, divisible pool (excluding 1/6th of 

sales tax) was distributed on the basis of population. The distribution of one-sixth of sales tax, in lieu of octroi/ zila tax, 

transferred to district governments, was distributed on the basis of collection shares determined in the 1996 revenue-

sharing arrangements. Accordingly Punjab got a share of 50 percent, Sindh, 34.85 percent, Khyber-Pakhtunkhwa, 9.93 

percent and Balochistan 5.22 percent. This distribution arrangement, however, remained disputable and will be subject 

to review in subsequent NFC awards.  

 Under the 7th NFC Award, all revenue will be distributed according to the agreed upon provincial shares which are 

derived using multiple criteria of poverty, inverse population density (IPD) and revenue contribution (both collection 

and proxy generation) and, of course, population. The formula builds in horizontal fiscal equalization through explicit 

recognition of backwardness (poverty) and cost of provision differentials (IPD) while allowing provinces some benefit 

of revenues collected and generated. Population, however, continues to be the principal basis of distribution with a 

weight of 82 percent.  

 The Special Considerations: The 7th NFC is also unique as it takes into account special considerations which impact on 

the fiscal requirements of the provinces. First, the federal government and provinces recognized the role of Khyber-

Pakhtunkhwa as a frontline province against the 'war on terror'. The federal government undertakes to bear all 

expenditures incurred on the war. As a gesture of support, all provinces also joined with the federal government to 

earmark one percent of the total divisible pool for Khyber-Pakhtunkhwa. Second, the federation and all the provinces 

recognized the special development needs of Balochistan and agreed to not only raise the share of the province in the 

provincial divisible pool to 9.01 percent, but to underwrite revenue transfers of Rs 83 billion to the province. Any 

shortfall in this amount would be made up by the federal government from its own resources. Punjab contributed the 

largest share by accepting a cut of 1.27 percent in its share, followed by Sindh, 0.39 percent and Khyber-Pakhtunkhwa, 

0.26 percent.  

 Enhancement in Straight Transfers: Royalty on natural gas and gas development surcharge (GDS) are notionally 

clubbed into one and rate per MMBTU would be worked out. Royalty would be distributed on the existing basis while 

GDS would be distributed by making adjustments based on this effective rate. Consequently, the share of Balochistan 

and Punjab provinces will go up at the cost of Sindh. Also, the federal government has resolved the longstanding 

dispute with Khyber-Pakhtunkhwa on arrears of hydel electricity profits and with Balochistan on arrears of GDS. 

According to the agreement, Khyber-Pakhtunkhwa will receive arrears of Rs 110 billion over a period of five years, 

while Balochistan will get Rs 10 billion over the same period. 

 

Table 2.2 

Composition of Division Pool 

 (Rs in Billions) 

 Total  

 2010-11 RE % Share 

Divisible Pool   

Taxes on Income 337.30 40.41 

Capital Value Tax 2.49 0.30 

Sales Tax Excl. GST on Services 330.40 39.58 

Federal Excise (Net on Gas) 69.12 8.28 

Custom Duties 95.35 11.42 

Total 834.66 100.00 
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It is also an Award which has made big changes in the status quo and is therefore, likely to have 

substantial and varying implications both on the federal government and four provincial governments. 

The budgeted increase in revenue transfers to provinces in the first year after the implementation of the 

Award is presented in Table 2.3. These are budgeted to be higher by Rs. 222 billion in 2010-11 because 

of the 7
th
 NFC Award. In other words, transfers would have been lower by over 27 percent if revenue 

sharing in 2010-11 had continued to take place according to the previous revenue sharing arrangements. 

However, the revenue gains presented in the Table are those budgeted at the start of the fiscal year 2010-

11. An important emerging issue is the actual realization of the gain. Revised estimates, which also 

appear on the optimistic side, indicate a shortfall in the level of transfers of about Rs.36 billion less than 

the amount budgeted.      

 

Province-wise share in total transfers is given in Table 2.4. 

Table 2.4 

Share in Total Transfers by Province 
(Percent)  

 1990-91 1991-92 1996-97 1997-98 2005-06 2007-08 2009-10 2010-

11 

[BE] 

Total Federal 

Transfers (Rs in 

Billion) 

33.8 65.8 139.4 131.7 316.0 506.7 718.3 1068.7 

Punjab 55.3 45.1 51.3 47.0 47.1 47.3 47.2 46.7 

Sindh 24.0 23.9 24.9 23.8 30.1 29.8 29.3 26.7 

KPK 12.7 19.0 15.9 17.8 14.4 14.8 15.2 17.1 

Balochistan 7.9 12.0 7.9 11.4 8.4 8.0 8.3 9.5 

Pakistan 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

The first set of post-NFC budgets were announced for 2010-11. Some of the consequences of the Award 

have become visible. Pasha et al (2010) have developed a framework to analyze some of the behavioral 

implications of the award. Their key findings are as follows: 

Table 2.3 

Budgeted Increase in Revenue Transfer to the Provinces due to the 7
th

 NFC Award 
(Rs in million)  

 2010-11 

Transfer to Provinces   

Under Previous Revenue Sharing Arrangements (Ad-hoc Presidential Order) 811.6 

Under 7
th

 NFC Award  1033.6 

Increase  222.0 

% Increase  27.3% 
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Federal Government 

 Tax revenues of the federal government have a negative relationship with the share of revenues 

retained from the divisible pool. Therefore, historically the federal government has tended to enhance 

its fiscal effort in the aftermath of awards which mandated larger transfers to the provinces. A similar 

response can also be expected after the 7
th
 NFC Award, which has led to a big decline in the retained 

share of revenues. In fact, FBR revenues are expected to show relatively fast growth in 2010-11 of 

almost 20 percent. 

 Current expenditure of the federal government appears to be largely invariant with respect to the 

share of retained revenues in the divisible pool. There are strong downward rigidities with respect to 

expenditures on debt servicing, defence and general administration. In fact, federal current 

expenditure is expected to continue growing in 2010-11 because of the rising burden of debt 

servicing, defence and subsidies. 

 The inability of the federal government to cutback current expenditure, following an Award which 

transfers more resources to the provinces, is the basic behavioural asymmetry which could lead to an 

increase in the underlying structural fiscal deficit. The other part of this asymmetry is the likely rapid 

expansion in provincial budgets following the receipt of larger transfers. 

 Development expenditure of the federal government does appear to be responsive to the availability 

of resources. However, there is a process of lagged adjustment here. This implies that the federal 

PSDP will take some time to come down fully to the desired size given the fall in growth of net 

revenue receipts in the first year after the 7
th
 NFC Award, although a cut has already been announced 

in the PSDP for 2010-11. The process of downward adjustment will no doubt have a negative impact 

on development outlays on infrastructure projects, especially in the water and power sectors, and 

thereby adversely impact on the future growth prospects for the country. 

Provincial Governments 

 There is a negative relationship, between provincial own tax revenues and the level of transfers from 

the divisible pool. The provinces are inclined to slacken their fiscal effort in the event of a favourable 

award, like the latest dispensation. This is another factor which contributes to an increase in the 

consolidated fiscal deficit. However, the magnitude of the behavioural response is small. A one-rupee 

increase in transfers leads to a five-paisa fall in provincial tax revenues. 

 Current expenditure of provincial governments appears to respond quickly and strongly to larger 

transfers. A one-rupee increase in transfers leads to a more than 40 paisa rise in current expenditure. 

 The combined ADP of the provincial governments also appears to be linked to the size of the revenue 

surplus, which is likely to be larger when transfers increase. However, there is a process of lagged 

adjustment here indicating that, especially in the case of the smaller provincial governments, there are 

short-run limits to absorption capacity, in terms of implementation of a larger portfolio of projects 

and may therefore, be somewhat wasted in profligacy in current expenditure. 

Results of the empirical analysis of past fiscal behaviour indicate that in the aftermath of an Award which 

expands the share of provinces, the consolidated fiscal deficit tends to rise because there is, first, no 

corresponding cutback in federal current expenditure, second, the fall in the size of the PSDP is 

accomplished with some time lag, and third, provincial current expenditure rises rapidly in response to 
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larger transfers. This impact is somewhat moderated by the launching of a more intensive fiscal effort 

through tax reforms by the federal government to at least partially make up for the loss in net revenue 

receipts. Also, provincial ADPs take some time to fully adjust upwards. The net impact on the overall 

fiscal deficit of the Award has been projected to be Rs 48 billion. That is, the fiscal deficit in 2010-11 is 

likely to be 0.3 percent of the GDP higher than it would have been in the absence of the 7
th
 NFC Award. 

Conclusions and Policy Implications 

Clearly the nature of public finances of Pakistan has changed substantially due to the 7th NFC Award. It 

constitutes a level of fiscal decentralization which can be viewed as a great ‘opportunity’ for the 

provinces to improve the well-being of their residents. However, it is important to realize that this 

opportunity has been created by the federal government at some cost to its own finances. Therefore, it is 

essential that this 'opportunity’ really gets translated into welfare gains and is not wasted. For this to be 

achieved, the onus is on the four provincial governments. Behavioural consequences over time are likely 

to be the following: 

1. There will be a shift of development focus from the federal government to the provinces. The 

provinces combined are budgeted to carry out development programme equivalent to 60 percent 

of the PSDP allocation in 2011-12, of Rs 730 billion. The fast growth in development spending 

by provinces will require enhancement in capacity to design, execute and manage a larger 

portfolio of projects. The absorption capacity of the provinces, particularly the smaller provinces, 

will need to be significantly strengthened. Also, given that social services are mostly in the 

provincial domain, prospects for higher outlays on education and health have improved. This 

could confer more direct benefits to the people. On the other hand, there is a potential risk.  As 

provinces are assigned functions which are more labor intensive and do not require large 

investments, increase in provincial development programs would mean more allocations for roads 

and buildings and for irrigation etc.  some of these projects may have low returns and will be 

implemented only because more funds are available.  While main infrastructure functions are 

retained at federal level for whom there may not be adequate development funds. 

2. For the medium term consequences to be favourable, the following conditions need to be 

fulfilled: 

 It is important that given the higher transfers from the federal government, provinces do not 

slacken their own fiscal effort. The additional transfers should essentially supplement and not 

substitute for provincial own revenues.  

 Provinces must avoid profligacy in non-productive expenditures. Prudent spending strategy is an 

important pre-requisite for the realization of the ‘opportunity’ that the 7th NFC has opened up. 

Additional resources should increasingly be used for development and operations and 

maintenance of infrastructure and be largely routed towards backward regions and pro-poor 

sectors. 

 The provinces may develop MTDFs, taking into account the additional funding available. These 

will help the provinces strategize and prioritize their development priorities, facilitate proper 

planning and management of spending and, very importantly, route spending in accordance to the 

development needs of their province thereby avoiding ad-hocism and populism. Also, the 

MTDF's should feed into the 10th Five Year Plan which the Planning Commission is in the 

process of preparing. Proper dovetailing of the planning exercises at the federal and provincial 
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level will enhance the credibility of the exercise and ensure development outlays which are 

essential to enhance the growth potential of the country. 

The 7
th
 NFC Award also has significant implications for the federal government, which are as follows: 

 The structural deficit has to be brought down. The first thing that has to be done is to cutback 

federal non-productive current expenditures, especially by reducing extravagance and waste 

wherever possible.  

  Sharper prioritization of the federal PSDP has become indispensible. Considering that the focus 

for development has largely shifted to the provinces, pruning of development programme at the 

federal level is essential. Currently, the throw-forward of federal projects is over Rs 3 trillion. 

With an annual PSDP of less than Rs 200 billion, projects on an average will take fifteen years to 

complete. Approval of New projects in CDWP/ECNEC should be stopped for some time unless 

such projects have very high priority. 

 The linchpin in the strategy to keep the federal fiscal position sustainable is to enhance the level 

of resource mobilization. The country is stuck at a tax-to-GDP ratio of less than 10 percent, even 

at times when the tax bases grew in real terms in excess of 7 percent. In fact, the tax-to-GDP ratio 

has shown a tendency to decline in recent years. The strategy of resource mobilization has to 

focus on base broadening and improvements in tax administration to achieve an increase of upto 

1 to 2 percent in the tax-to-GDP ratio in the medium term. 

 Effective functioning of the NFC Secretariat is also necessary. The provinces now have to play a 

very strong role in the national development scenario. The NFC Secretariat will not only have to 

keep a database of provincial finances but be pro-active in communicating best practices, special 

policies and innovations taken by state governments both nationally and internationally. The 

purpose is, of course, not to step in on provincial autonomy but to support and strengthen the 

federating units. The NFC Secretariat has to play a supportive role to the NFC Committee, with 

the Federal Finance Minister and the four provincial Finance Ministers. 

2.3. Raising Provincial Resources  

Provincial fiscal needs will increase in the aftermath of the full implementation of 18
th
 Amendment. 

Clearly, provincial resources will have to be augmented. Since the provinces depend on fiscal 

transfers in a significant way, resource augmentation partially will have to take place through better 

fiscal effort by the federal government. Simultaneously, the provinces will also have to enhance 

revenue mobilization from own sources under their own fiscal jurisdiction. The provincial 

governments combined are generating tax revenue of Rs. 63 billion and non-tax revenue of Rs. 224 

billion. The overall level of resource mobilization by the four provincial governments from their own 

tax and non-tax revenue sources has fallen from over 1 percent of the GDP in the early 90s to below 

0.8 percent of the GDP in 2009-10. This decline can be attributed to a number of factors. The first is 

the relatively low revenue potential and/or low elasticity of some revenue sources due either to 

relatively small and /or slow growing tax bases or because of specific rates of taxes, fees and charges 

which have not been indexed to inflation. Second, the large transfers from the federal government, 

have created a ‘dependency syndrome’ whereby the Provincial governments have been reluctant to 

incur the political costs of additional taxation, as shown by the tax-free budgets in 2010-11 and 

minimal effort in 2011-12. 
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 However, the authors of the 7
th
 NFC Award appear to have been cognizant of this danger and were 

able to get the provincial representatives in the NFC to agree to the following clause: 

 

‘The NFC recommended that the federal government and the provincial governments should 

streamline their taxation in order to achieve a 15 percent tax to GDP ratio by the terminal year, 

2014-15. Provinces would initiate steps to effectively tax the agriculture and real estate 

sectors. Federal government and Provincial governments may take necessary administrative 

and legislative steps accordingly’. 

  

In addition, the 18
th
 Amendment to the Constitution has explicitly transferred the sales tax on services 

and capital value taxation of immovable properties to the provinces. This aspect of the recent 

structural changes have not received due attention. The implication is that the potentially buoyant tax 

bases – services, agricultural income and immovable property – are now in the exclusive fiscal 

domain of provincial governments. The federal government cannot share revenues from these sectors. 

Since these are sectors which are currently undertaxed, the responsibility of taxation reforms and 

improved tax administration to enhance the overall consolidated tax-to-GDP ratio is now 

incrementally more on the provincial governments then before. 

The provinces will have to embark on a strategy to mobilize higher revenues from these buoyant tax 

bases. Some suggestion to achieve this are presented below: 

Development of Taxes on Agriculture 

Currently, there are various levies on agriculture including land revenue (on land ownership), stamp duty 

and CVT (on land transactions), agricultural income tax (AIT) and a cotton fee (in Punjab). It is difficult 

to allocate stamp duties to transactions in agricultural land. But it is clear that provincial taxes on 

agriculture today account for less than one percent of the value added by the sector in Pakistan. 

The case for the effective imposition of the agricultural income tax is made on the ground that the absence 

of it is seen as a violation of the principle of horizontal equity in taxation. Some political parties have 

argued that imposition of the RGST should be preceded by development of the AIT. Therefore, one of the 

imperatives for development of AIT is that this has become necessary to improve the overall level of tax 

compliance in the country. Second, due to the jump in international commodity prices and domestic 

support/procurement prices, agricultural incomes have risen rapidly implying now greater ability to pay 

taxes. 

Though an attempt was made by the Caretaker Government of Mr. Moeen Qureshi in 1993, the legislative 

enactment of AIT was undertaken in 1996-97. Some implications of the Punjab version of the Act are as 

follows: 

 Currently the net income per irrigated acre of cultivated land is between Rs 25000 to Rs 30000. 

Therefore, if the principle is to apply the same exemption limit of Rs 300,000 (as in the Federal 

Income Tax Act) to all types of income, then the exemption limit in the first schedule looks 

reasonable whereas the exemption limit in the second schedule will have to be enhanced from Rs 

100,000 to Rs 300,000. 

 The AIT appears to be presumptive in nature for persons cultivating land equivalent to a minimum of 

12 acres to a maximum 50 acres of irrigated land. For such persons, the first schedule applies. For 

persons cultivating land in excess of 50 acres of (equivalent) irrigated land, either the first or the 

second schedule applies, whichever implies a higher tax payment. 
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 The presumptive tax rates per acre in the first schedule are very low at Rs 150 to Rs 250 per acre. 

They are equivalent to less than one percent of the average net agricultural income per acre. They 

have also remained unchanged since 2003. 

 There is a case for their enhancement to Rs 750 per acre upto 25 acres and to Rs 1250 per acres 

beyond 25 acres, with the proviso that the tax is only applied on acreage in excess of 12 acres. 

 The penalties are remarkably small. For example, the penalty for non-filing of a return is only up to a 

maximum of Rs 1000. This needs to be substantially raised to, say, Rs 10000 or so. Also, the penalty 

for default in payment should be changed at, say, 15% per annum. Further, the tax liability under AIT 

may be made chargeable as arrears of land revenue. 

Overall, the AIT yields only about Rs 1 billion in Punjab and less than Rs 2 billion in the whole of 

Pakistan. If changes of the type identified above are brought in the Acts and collection efficiency is 

improved, then the tax could yield nationally Rs 10 billion to Rs 15 billion. From the viewpoint of 

improving taxpayer compliance, 50 % of the tax collected from a person could be reverted to the Zila 

Council of the district in which he/she is located. 

Development of Taxes on Real Estate 

This is the second area of taxation which the provincial governments are committed to develop as per the 

7th NFC Award. Provincial taxes on real estate currently include the stamp duty, tax on transfer of 

property, the capital value tax (on property transactions) and the urban immovable property tax (on rental 

values). Development of taxes on real estate is likely to contribute to greater progressivity of the tax 

system. 

Within property-related taxes, the taxes which are considered as having the maximum revenue-yielding 

potential are the urban immovable property tax and the capital value tax. But two basic changes are 

required initially. First, there is a multiplicity of taxes on property transactions. This needs to be 

rationalized. Second, the capital value tax on property currently replicates the stamp duty and needs to be 

replaced by a capital gains tax on property (See Box 2.3). 

 

Box 2.3 

Development of Capital Gain Tax 

The proposal for development of the CGT is justified on the grounds that part of the capital gains in immovable properties is due 

to the provision of public infrastructure and services. Therefore, there is a case for levying a tax on these gains. Consistent with 

this principle, only real and not nominal capital gains should be taxed. The Indian Income Tax Laws have developed a formula 

for computing real capital gains based on a Cost Inflation Index. The increase in nominal value is reduced by the extent to which 

the value would have risen due to rise in cost of construction as indicated by the index. A rate of 15 percent could be applied if 

the gains are over a relatively short period of three years and 10 percent on term gains in excess of three years. 

 

Beyond the development of the tax collection machinery for the CGT on immoveable properties, there is a need for developing a 

mechanism for checking the substantial under-declaration of property values for tax purposes. For this purpose, the Valuation 

Tables (containing values specified by the District Collector) for different localities will have to be updated periodically on the 

basis of market surveys. These values will then represent the minimum values used for assessing both the liability of stamp duty 

and CGT. 

The transition from CVT to CGT on immovable properties is likely to avoid distortions in the real estate market and be 

considered an altogether more equitable form of taxation. National revenue in 2009-10 from the CVT on properties was about Rs 

3 billion. A rational and properly administered tax by the provincial governments could yield three to four times as much over the 

next two to three years. 

 

Turning to the Urban Immovable Property Tax (UIPT), it is a tax collected by the Provincial Excise and 

Taxation department and reverted to the local governments. The tax is based on presumed/assessed rental 
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values and not on declared values. This practice has been adopted in view of low rents especially in 

central cities and because rental values have to be imputed in the case of owner-occupied properties. 

Total collection nationally from the UIPT is less than Rs 8 billion. The revenue potential of this tax has 

been substantially underexploited for a number of reasons: 

 Due to absence of regular reassessments, the assessed annual rental values are currently about one 

third or one fourth of the market rental values 

 Differential treatment in favour of owner-occupied properties 

 Underassessment of commercial and industrial properties 

 Lack of expansion in rating areas in line with the spatial growth of metropolitan cities and lack of 

notification of new towns as rating areas 

 Defects in the assessment formula, especially in the case of luxury properties. 

In the short run there is a case for adhoc enhancement of 150 percent to 200 percent in the case of 

assessed rental values, with a bigger increase in the case of larger properties. This should then be 

followed by a comprehensive market survey of rents to update the assessment formula. 

 

There is a need to emphasize the fact that in most countries the property tax is the mainstay for financing 

provision of local services, therefore, development of the UIPT must be given high priority for 

development as part of the strategy for progressive taxation of real estate. 

Development of GST of Services 

In accordance with the provisions of the 7th NFC Award, progress has been made to operationalize the 

devolution of GST on services to the provincial governments. Effort is also under way to broaden the tax 

base by extending the tax net to hitherto untaxed or undertaxed services. The latter is a key conditionality 

of the Standby Facility (SBA) agreed with the IMF and the World Bank. One of the key structural 

reforms was to replace the existing GST with a comprehensive VAT on goods and services. The VAT is 

expected not only to raise substantial additional revenues but also distribute the tax burden more evenly 

across sectors and contribute towards greater progressivity of the tax system of Pakistan. The government 

has preferred to refer to the VAT as Reformed GST (RGST). 

Constitutional provisions restrict the federal government to levy a sales tax on “the sale and purchase of 

goods imported, exported, produced, manufactured or consumed”. In 2000, provincial ordinances were 

promulgated authorizing the federal government to collect sales tax on services at the standard rate on 

services like hotels, advertisements on 

radio/TV, customs agents, ship 

chandlers, stevedores, shipping agents, 

courier services. The government, 

however, is able to mobilize only a 

fraction of revenues that can potentially 

be generated from the large and 

buoyant services sector. Initial 

estimates reveal that the services sector 

combined generate less than one-fourth 

of FBR
8
 revenues while their share in the national economy is more than half. Research undertaken for 

the Federal Board of Revenue (FBR) demonstrates that net revenues (net of input invoicing of output in 

                                                           
8
 The Vat on Services, Institute of Public Policy, Beaconhouse National University, June 2010. 

Table 2.5 

Estimated Net Revenue from Services (With Tax Base of 2010-11) 

(Rs in Billion) 

Sector/Sub-Sector Revenue 

Wholesale and Retail Trade and Hotels and Restaurants 39.7 

Transport Storage and Communication 73.1 

Banking, Finance and Insurance 29.4 

Social Community and Personal Services 15.7 

Total 158.0 

*The following services are exempt: central monetary authority, health and 

education 
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intermediate use) from RGST (with 2010-11 tax base) are estimated to be Rs. 158 billion (see Table 2.5) 

yielding additional revenue of Rs. 82 billion. 

Since GST on services is a provincial tax, revenue will not be shared between the federal and provincial 

governments but will be reverted back to provinces. The federal government has constituted a committee 

to decide on the allocation formula. Deliberations of the committee are still on-going. It has divided 

services in three categories, stand-alone services, service for which the origin is clearly identifiable like 

telecom and services requiring input/ output adjustment (See Box 2.4). The purpose of this categorization 

was to allow provincial collection of GST on services without jeopardizing the levy of an integrated VAT 

which is to be collected by FBR. Sindh Assembly, however, has recently passed a GST bill which 

provides for provincial collection of GST not only on standalone services, but services in other groups 

also like telecom, banking and finance. Provincial collection of sales tax on these services raises a number 

of issues: one, special accounting provisions will have to be made to allow input invoicing of tax finally 

paid in the other provinces, enhancing substantially the complexity of tax administration; two, if input 

invoicing on such services is not allowed burden of a significant proportion of the tax collected in Sindh  

Box 2.4 

Government Committee on RGST 

The Committee has identified the following three groups of services. 

Group-I: Stand alone services. 

 Group-I services shall include such services that neither involve transactions across the province nor contribute a 

significant proportion as inputs into other supplies. These services shall be deemed to be of a ‘standalone’ nature and 

neither input/output adjustments nor refunds will be provided for such services. Services to be included in this category are 

to be decided by a technical committee comprising representatives of the federal Finance Division, all the provinces and 

the FBR. 

 Group I Services may be levied and collected by provincial governments, if they so desire. Conversely, any province may 

delegate collection of taxes under Group-I services to FBR. The proceeds of these taxes shall be credited to each province 

on the basis of collection from each province. In case where point collection is not clearly identifiable, these provinces will 

devise a distribution formula for such amounts as are not clearly identifiable. 

Group II: Telecom services (origin of service clearly identifiable). 

Group II shall include telecommunication services, given that the origin of these services is clearly identifiable. The proceeds of 

GST on telecom services shall be credited directly to the provinces on the basis of origin of service in each province. 

 Other services currently placed in group I but where the service constitute a significant proportion as inputs into other 

supplies and the origin of the services are found to be clearly identifiable for services in Group II. After mutual agreement 

between FBR and the provincial governments on the input/ output adjustment and refunds provided, FBR will intimate 

Finance Division, which will deduct the specified amount from provinces’ respective share of their future proceeds 

Group III: Services requiring input/ output adjustment. 

 Group III shall include Services that constitute a significant proportion as inputs into other supplies or involve transactions 

across provinces, shall be delegated by the province (s) to FBR for collection. Currently, these could include: 

(a) Financial services, including banking, insurance, stock market operations, etc. 

(b) Advertising services 

(c) Construction services 

(d) Franchising services 

(e) Other services that constitute a significant proportion as inputs into other supplies and involve transactions across 

provinces 

 FBR will provide input/ output adjustment and refunds for services in Group III. Net tax proceeds from services in Group 

III will be placed in a separate fund which will be distributed among provinces, as an interim measure by accepting 

provisionally for one year the stated position of each province given below and the federal government picking up the 

differential to make up for the demand of each province, as indicated below: 

                  Punjab               Sindh              Khyber-Pakhtunkhwa             Baluchistan             Total 

                 60.39%               50.00%                      15.62%                            10.00%             136.01% 

 

 For FY 2011-12, the federal government and the provinces would evolve a formula that is mutually acceptable to all 

provinces. 
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will be ‘exported’ to the other provinces, there is a real danger that this may provoke a ‘tax-war’ among 

the provinces; third, this will erode 

the tax revenue share of the other 

provinces, which will not auger well 

on equity grounds. Punjab, in 

particular, will not accept this and 

this can potentially lead to reaction 

which will destroy the common 

markets and leads to serious 

economic distortions and dislocation. 

 

 

Development of Abiana (Irrigation Charges) 

Turning to non-tax revenues, the level of cost recovery, even in the case of economic services is 

abysmally low. Overall provinces recover less than 5 percent of the recurring expenditures on service. 

The highest level of recurrent cost recovery is for community services and irrigation. In these cases also 

the extent of recovery of costs is less than one-fourths. The provincial governments may announce a 

policy of raising the rates annually, over the next five years so that, more or less, full O&M cost recovery 

is achieved by the end of the period. 

 

In summary, implementation of the above-mentioned proposals for development of provincial taxes on 

agriculture, real estate and services could yield substantial additional revenues, as estimated by IPP 

(2011) of up to 0.8 percent of the GDP, equivalent to almost Rs. 126 billion on the current tax base. Over 

and above these, the provinces will also have to enhance the level of cost recovery, particularly in 

economic and community services and strengthen tax administration. The province of Sindh has already 

established Sindh Revenue  

Authority. While Punjab’s Finance Minister has also talked about a Revenue Authority in the 2011-12 

Budget Speech. These measures will contribute not only to significant enhancement in the national tax-to-

GDP ratio but also enable the provincial governments to expand the coverage and quality of basic 

services.    

2.4. Borrowing and Debt Levels 

Provincial debt levels have not featured in 

discussions of debt sustainability in 

Pakistan because of the perception that 

these governments face a ‘hard budget 

constraint’ due to the limitation placed on 

their borrowings by the Constitution, prior 

to the 18
th
 Amendment. Whatever recourse 

Provinces have had to concessional foreign 

assistance is routed through EAD and is, 

therefore, probably included in estimates of 

Table 2.7 

Burden of Interest Payments by Provincial Governments, 

2010-11 

 Level of Interest 

Payments  

(Rs in Billion) 

Interest Payments as % of 

Revenue 

Receipts 

Current 

Expenditure 

Punjab
 

21.3 3.8 5.5 

Sindh
 

8.2 2.4 3.0 

K-PK 9.6 4.8 7.5 

Balochistan 4.4 3.8 5.3 

TOTAL 43.5 3.6 5.0 

Table 2.6 

Total Debt of Provincial Governments 

(as of June 30, 2010) 

(Rs in Billion) 

 Domestic 

Debt 

Foreign 

Debt 

Total 

Debt 

% 

Punjab
 

94.9 390.8 485.7 61 

Sindh
a 

15.0 90.0 105.0 13 

K-PK 14.4 123.5 137.9 17 

Balochistan 22.4 47.3 69.7 9 

TOTAL 146.7 651.6 798.3  

% 23 77 100  
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external debt. Prior to the 1996 NFC Award, Cash Development Loans
9
 (CDL) used to be made by the 

Federal Government to the Provincial governments. But this practice has largely been discontinued 

because of complaints by the latter that the mark-up rate was too high. Even further back in history, 

Provinces used to float long-term bonds in the capital market, but this practice has also largely ceased. 

What then is the quantum of Provincial outstanding debt? Table 2.6 gives estimates as of end June 2010. 

Total debt stands at close to Rs 800 billion, equivalent to about 5 percent of the GDP. Bulk, 77 percent, is 

foreign debt. Punjab has a share of 61 percent, followed by K-PK, 17 percent, Sindh, 13 percent and 

Balochistan, 9 percent. 

Turning to the burden of interest payments, Table 2.7 indicates that these payments by the four Provincial 

governments aggregated to Rs 43.5 billion in 2010-11 As a percentage of revenue receipts, these range 

from 2 to 5 percent, while as a percentage of current expenditure they range from 3 to 8 percent. Overall, 

for the four Provinces combined in 2010-11, interest payments accounted for 5 percent of current 

expenditure. 

Therefore, the current debt levels of Provincial governments appear to be relatively small and 

manageable. However, given the large employment of personnel by the provincial governments the 

potential growth in contingent liabilities due to the rise in the pensions bill has to be kept in mind. The 

corresponding debt burden for the Federal government is almost 60 percent of the GDP. Also, 

state/provincial governments in other Federations appear to be more indebted. Fore example, the level of 

debt combined of the States of India is 24 percent of the GDP. Prima facie, there appears to be a case for 

allowing some limited domestic market borrowing, especially for commercially viable ventures by 

Provincial governments, subject to the fulfillment of conditions embodied in Article 167 of the 

Constitution. 

2.5. Alternative Scenarios for Provincial Finances 

The major fiscal risks in 2011-12 include the following: 

i. The Federal Board of Revenue (FBR) has an ambitious tax revenue target for 2011-12 of Rs 1952 

billion, which represents a growth rate of almost 23 percent over the target level this year of Rs 

1588 billion. If this base level is not attained then the required growth rate is even higher. With 

expected nominal growth of GDP of 16.7 percent, this implies a high buoyancy coefficient of 

taxes of above 1.4. 

A more realistic projection of FBR tax revenues is Rs 1850 billion

.Accordingly, federal tax 

assignments to the provinces from the divisible pool could be lower by as much as Rs 58 billion, 

given the NFC revenue sharing formula. 

ii. As highlighted earlier, Provincial governments have been conservative in their projections of 

growth in revenue expenditure in 2011-12. The effect of the 18
th
 Amendment on current 

expenditure services like health may be understated.  

                                                           
9
 These do not add to public debt because of the internal nature of the transaction.  

 see Pasha, Hafiz A. From Stagflation to Growth, Money Matters, the News, 13
th

 June, 2011 
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Also, provinces, like Sindh, may not have built in fully the costs of the 15 percent increase in 

salaries and 25 percent in pensions. Therefore, the risk is that revenue expenditure could exceed 

budgeted levels by more than Rs 50 billion in 2011-12. 

iii. There appears to be an over-optimistic projection of foreign assistance in 2011-12 given the 

macro perceptions of decline in aid inflows. Perhaps there are expectations of a big flow of funds 

for flood reconstruction, especially in Sindh and Punjab. But the issue here is also the capacity to 

absorb the flow the larger external assistance in terms of a jump in the implementation rate of 

projects. Also, there could be some cut back in federal grants if the overall fiscal situation does 

not improve in 2011-12. Overall, capital receipts and development financing could be lower by 

Rs 15 billion or so. 

Based on the above fiscal risks, projections of the likely magnitude of the major fiscal variables are made 

in Table 2.8. If the fiscal risks highlighted above materialise then the combined PSDP would have to be 

cut back by as much as Rs 123 billion, down to the level of Rs 354 million. This would imply a more 

moderate growth in provincial PSDP in 2011-12 of about 20 percent. 

 

 

We turn now to the alternative scenarios for 2012-13 (see Table 2.9). Three scenarios are developed as 

follows: 

Scenario I: This is essentially a ‘business as usual’ scenario. Based on macro projections of an inflation 

rate of 9 percent and a GDP growth rate of 5 percent in 2012-13, federal tax revenues are expected to 

grow by about 14 percent, implying that the FBR tax-to-GDP ratio will largely remain constant. Federal 

tax assignments are expected to show the same growth rate. Straight transfers and federal grants will 

remain unchanged at 2011-12 levels, while provincial own receipts will rise at the historical trend growth 

rate of about 10 percent. 

Revenue expenditure is expected to remain constant in real terms, implying a nominal growth rate of 9 

percent. Capital receipts and development financing remain unchanged at the projected 2011-12 level. 

The end result is that enough resources are available to finance a combined PSDP of Rs 413 billion, 

showing a growth of 16 percent. See Chart 2. 

 

 

Table 2.8 

Likely Magnitude of Fiscal Variables of the Four 

Provincial Governments Combined in 2011-12 

(Rs in Billion) 

 2011-12 

(Budget Estimate) 

Likely 

Divergence 

2011-12 

(projection) 

General Revenue Receipts 1403.5 -58 1345.5 

Revenue Expenditure 957.4 +50 1007.4 

Capital Receipts & Development 

Financing 

24.8 -15 9.8 

PSDP/ADP 477.4 -123 354.4 

Overall Surplus/Deficit -6.5 0 -6.5 
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Table 2.9 

Alternative Scenarios for 2012-13 for the Four 

Provincial Governments Combined 

(Rs in Billion) 

 2010-11 

(R.E) 

2011-12 

(Projection) 

2012-13 Scenarios 

I II III 

Revenue Receipts 1189.7 1345.5 1500.8 1501.4 1578.8 

Federal Tax Assignments 827.2 967.9 1103.4 1084.0 1161.5 

Straight Transfers 143.5 137.5 137.5 137.5 137.5 

Federal Grants 43.9 41.1 41.1 61.1 41.1 

Provincial Own Receipts 175.1 198.9 218.8 218.8 238.7 

Revenue Expenditure 891.7 1007.4 1098.1 1128.3 1128.3 

Capital Receipts and 

Development Financing 

-13.1 9.8 9.8 49.8 9.8 

PSDP/ADP 296.0 354.4 412.5 442.9 420.3 

Overall Surplus/ Deficit -11.1 -6.5 0 -200 40.0 

 

 
Scenario II: This Scenario is based on the expectation that 2012-13 is the election year. Consequently, 

there will be a tendency to give tax breaks and engage in populist spending. As such, federal tax 

assignments will grow less rapidly at about 12 percent. However, Federal grants to provinces (with the 

possible exception of Punjab where the opposition is in government) could be enhanced by over Rs 20 

billion. Revenue expenditure could be higher especially in view of another salary award to get the district 

bureaucracy on board for the elections. Capital receipts could be higher by as much as Rs 40 billion with 

recourse to borrowing, especially from the Provincial Banks. There will also be some drawdown of cash 

Revenue Reciepts

Federal Tax Assignments

Straight Transfers

Federal Grants

Provincial Own Reciepts

Revenue Expenditure

Capital Reciepts and Development

Financing

PSDP/ADP

Overall Surplus/ Deficit

Chart 2 

Alternative Scenarios for 2012-13 for the Four 

Provincial Governments 

Scenario III

Scenario II

Scenario I
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balances. Through these mechanisms, the combined PSDP could be pitched up to almost 443 billion, 

indicating a growth rate of 25 percent over the projected 2011-12 level. It needs to be emphasised that the 

numbers given here are a milder version of the Election scenario. 

Scenario III: This can be considered as the ‘optimistic’ scenario, where both Federal and Provincial 

governments focus on stabilization and target for a significant reduction in the consolidated fiscal deficit. 

As such, taxation proposals are generally implemented in the budgets of 2012-13, leading to a 20 percent 

growth in federal and provincial tax revenues respectively. In particular, the latter start implementing tax 

reforms of the type identified in Section 2.4. 

The resulting expansion in fiscal space enables some increase in salaries, a build up of cash balances of 

about Rs 40 billion as part of the effort to reduce the overall fiscal deficit and a combined PSDP size of 

provincial governments of Rs 420 billion, an increase of 19 percent. 

It is our considered view that Scenario II is the more likely scenario. Already we have seen glimmers of 

populism in the Federal and Provincial Budgets of 2011-12. Given the nature of political developments in 

the country these tendencies are likely to intensify in the election year, 2012-13. As such it is unlikely that 

the fiscal deficit will be contained during the next two years. 
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CHAPTER 3 

POTENTIAL FOR A NEW REVENUE SHARING SYSTEM 

AND NEW FISCAL RULES 

3.1. New Revenue Sharing Arrangements 

As mentioned earlier, a current agreement regarding the financing of the 18
th
 Amendment responsibility is 

that the federal government will transfer funding for a significant proportion of the additional expenditure 

liabilities including HEC and Universities, Population Welfare and Vertical Programs on Health till the 

end of 7
th
 NFC Award tenure. This arrangement was necessary because there is no scope of changing the 

revenue-sharing arrangements till 2014-15, the last year of 7
th
 NFC Award for two reasons: first, 

according to constitutional provisions, an NFC award is announced once every five years and therefore it 

is valid upto 2014-15 and; second, getting a consensus on the award has historically been a major task. 

Consensus on 7
th
 NFC Award was achieved after a delay of nine years. The last NFC Award was 

announced in February 1997. Two NFCs were constituted, in 2000 and 2005, but an award could not be 

announced on both the occasions due to the lack of consensus of the members. Given the deadlock, the 

provincial Chief Ministers vested the authority to the President of Pakistan to announce an ad-hoc award. 

As a consequence, the President made amendments through Ordinance No 1 of 2006 to the “Distribution 

of Revenues and Grants-in-Aid Order of 1997”. Earlier, the 1990 NFC award also was announced after a 

delay of over a decade.  

As such in all likelihood, the current NFC award will prevail till the end of its tenure alongwith additional 

federal transfers as already decided in the case of the devolved ministries/ divisions. As to what will 

happen after the end of the tenure of 7
th
 NFC award in 2014-15, there are two possibilities regarding the 

new revenue sharing system. First, the share of provinces in vertical transfer is enhanced in line with the 

additional expenditure needs. An indicative increase in the vertical share can be derived by looking at the 

expenditures presently incurred by the federal government on subjects devolved under the 18
th
 

Amendment. That is, at the 2010-11 base, if federal revenue sharing transfers to provinces increase to 

fund the devolved functions at the existing level of operations at the federal level (federal funding of upto 

Rs. 91 billion as indicated in Section 1), the vertical share will have to increase by about 6 percentage 

points.  

The other possibility is that Article 172 (3), while providing for equal ownership of federal and provincial 

governments of minerals, also implies sharing of incomes from these natural resources on a 50:50 basis 

(see Chapter 4). Essentially, non-tax receipts of dividends, profits etc of corporations like OGDC 

operating in the field of natural resources will thus be shared by the federal and provincial governments. 

If a decision on the sharing formula is agreed upon, then the additional funding requirements of the 18th 

Amendment can be financed partially through these non-tax revenue sources. The initial estimates 

indicate that such funding can contribute about Rs 17.6 billion annually to the four provincial exchequers 

combined. Clearly, this arrangement will favour the natural resource rich provinces, Sindh and 

Balochistan. 

There is, of course, a third possibility also. One of the reason for devolving additional functions to the 

provinces is the likely “efficiency gains”.  As the functions belong to the now eliminated Concurrent List, 

these functions, by definition were performed by the federal  government, or by the provincial 

government, or by both.  In many cases, it was both.  !8th Amendment strived to remove this duplication.  

Also, some of the activities/projects pertaining to these functions may not in line with provincial priorities 

and would be dropped. What would be left will be a somewhat reduced involvement of consolidated 

government in these functions.  This efficiency gains can reduced the level of required financing.  
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Along with higher federal transfers, it is very important that the new revenue sharing arrangements should 

incentivize higher provincial own fiscal effort. Pasha et al (2010) have set up a analytical framework 

whereby they conclude that a matching grant linked to increase in self-financing of expenditure will 

reduce the negative effects of the increase in transfers following an Award described in Chapter 2. It is 

recommended that such a scheme be put in place as part of the NFC Award. The 11
th
 Finance 

Commission of India has incorporated the same type of incentive with a view to providing for better 

financial management and greater fiscal discipline. As such, 7.5 percent of the revenues to the states is to 

be shared on the basis of the measure of financial discipline corresponding to the change in the ratio of 

own revenue receipts to total revenue expenditure. 

3.2. Exploring Fiscal Rules for Provincial Governments 

Turning next to borrowing, as highlighted in the subsequent chapter, the 18
th
 Amendment allows 

provinces to borrow under conditions approved by the NEC. Given that provinces can now access capital 

markets (see Chapter 4), there is need for specifically defining fiscal rules which are internationally being 

championed as a key fiscal policy instrument in achieving fiscal discipline. Fiscal policy rules are 

permanent (or long lasting) constraint on fiscal policy, expressed in terms of a summary indicator of fiscal 

performance, such as the government budget deficit, borrowing, debt, spending or, a major component 

thereof. Over and above numerical limits on certain fiscal indicators, fiscal rules can also relate to 

procedural or transparency rules which aim to enhance accountability, transparency and fiscal 

management.  For example, in Mexico, the four main components of the regulatory framework are: 

 The president relinquished his power over discretionary transfers to states, thus limiting the ability 

of local governments to “game” the federal government into bailing them out. 

 The federal government gave up its role in securing debt with payments from the revenue sharing 

arrangement. This presumably left the states and their creditors to assume the legal risks for the 

collateralization of debt. 

 Subnational debt was subjected to normal credit exposure ceilings, thus limiting the extent of 

Box 3.1 

Some Evidence on Fiscal Rules in Latin America 
Year 2000 2000 2000 

Kind of Restriction Fiscal Responsibility Law Market discipline for  

subnational borrowing 

Fiscal Responsibility Law 

Levels of 

Governments 

All Subnational Governments Subnational Governments All levels of government 

Main Features Limits and restriction on: 

- Current Expenditure 

- Municipality creation 

Transparency 

- No discretional transfers to 

states. 

- No securing debt with 

payments from the  

revenue sharing  

agreement 

- Subnational debt  

subjected to normal  credit 

exposure ceilings. 

- Bank´s capital risk 

weighting linked to the 

international rating of the 

SNG. 

It applies to the three levels of 

government and encompasses 

all branches. This Law contains 

explicit numerical hard budget  

and intra-budget constraints 

public dissemination of  

information and institutional  

and individual sanctions. The 

law goes into full effect in 

2002. 

Enforcement Judicial Market Legislative – own state  

Legislature 

Source: Braun and Tammasi (2002) 
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financial-sector damage that one single state can cause and signaling that state debt must be 

evaluated on a basis similar to other debt 

 Bank’s capital risk weighting of loans to subnational governments was linked to the international 

rating of the borrowing government’s creditworthiness. The pricing of bank loans thus became a 

function of the underlying risk of the state government. 

Box 3.1 presents fiscal rules from Latin America framed by countries faced with a deteriorating budget 

balance and growing debt payments. Broadly speaking, the selected countries have opted for Fiscal 

Responsibility Laws. The law specifies numerical limits/ conditions to ensure fiscal prudence. 

Numerically fiscal rules generally relate to budget balance requirements, mostly covering current 

expenditure and borrowing constraints. India, for example, places limits on debt, debt servicing and 

purpose of borrowing. A number of counties like Peru, Mexico, and Turkey also exercise administrative 

control requiring prior approval (Crivelli and Shah (2009)). Box 3.2. presents international experience on 

numerical rules. 

 
Box 3.2 

Numerical Rules 

Argentina (Corbacho and Schwarz, 2007): (i) all jurisdictions are required to balanced revenue and expenditure, excluding 

investment in basic social and economic infrastructure10, (ii) debt service cannot exceed 15 percent of net revenues for states and 

the city of Buenos Aires.  

Brazil: (i) outlays on payroll (including social security benefits, pensions, and payments to subcontractors) cannot exceed 60 

percent of net revenues, (ii) the ratio of net public debt-to-net revenues cannot exceed 2 for states, and 1.2 for municipalities, (iii) 

if the ceilings are exceeded, measures must be taken within 12 months, (iv) credit operations cannot exceed capital expenses.  

Colombia: (i) the ratio of primary surplus to interest payments has to be equal or higher than 100 percent, (ii) the ratio of interest 

payments to operational savings should not exceed 40 percent, (iii) the ratio of debt stock to current revenues should not exceed 

80 percent, (iv) upper limit on the expenditure of state’s legislatures, local councils, and municipal comptroller offices, and caps 

on wages of legislators and comptroller officials. Additionally, primary current expenditure must be exclusively financed by non 

earmarked current revenues, and should not exceed a fixed percentage, depending on the state or municipality category.  

Ecuador: (i) the ratio of debt service to total revenues cannot exceed 40 percent, (ii) the ratio of total liabilities to total revenues 

should not exceed 100 percent, (iii) explicit multi-year targets for debt reduction. 

India (Liu and Waibel, 2008): (i) a state with debt service ratio exceeding 20 percent is classified as having a debt-stress status, 

triggering the central government’s close monitoring of additional borrowing by the state, (ii) revenue deficit should be 

eliminated, (iii) the fiscal deficit has to be reduced to 3 percent of gross state domestic product by fiscal year 2009, (iv) 

borrowing is allowed only for long-term public capital investments. Additionally, the laws establish annual intermediate deficit 

reduction targets. The Debt Restructuring and Relief Facility, covering 2005-2009, rewards states for revenue deficit reduction 

with debt restructuring and relief.  

Peru: (i) the three-year average primary balance must be positive, (ii) the total debt service-to-current revenues ratio must be 

below 25 percent, (iii) the total debt-to-current revenues ratio must be below 100 percent, and (iv) subnational governments need 

central government’s guarantee to contract external debt, which must be allocated to finance infrastructure. 

Source: Crivelli and Shah (2009) 

Procedural rules typically require the government to commit upfront to a monitorable fiscal policy 

strategy, usually for a multi-year period, and to report and publish fiscal outcomes and strategy changes 

on a routine basis. The successful implementation of procedural rules requires  

modern budget systems and a high degree of fiscal transparency, and a substantial constituency for fiscal 

discipline and responsibility (Ter-Minassian, 2006). New Zeeland pioneered this approach. Its Fiscal 

Responsibility Act mainly focuses on procedures. Box 3.3 presents international examples of procedural 

rules. 

 

                                                           
10

 However, capital spending and current spending financed by international financial institutions (IFIs) are not covered by the limits. 
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Subnational fiscal rules may be imposed by a higher level of government, or subnational governments 

may adopt them themselves, where constitutional arrangements grant them the autonomy to do so. In 

cases where subnational arrangements enjoy great autonomy (legal or de facto) the central government 

can find it difficult to enforce effective budget constraints on them. Explicit sanctions for non-compliance 

have also been devised in countries like Argentina, Columbia.   

In the context of Pakistan, we feel that following the Fiscal Responsibility and Debt Limitation Act 

promulgated by the federal government in 2005, the provinces should also seek provincial Assembly 

approval for such laws which essentially put limits on provincial access to capital market. As far as the 

foreign loans are concerned the federal government secures the loans and has the repayment 

responsibility. The Provincial Fiscal Responsibility Acts (PFRA) should essentially focus on domestic 

bank loans which can be accessed by the provincial governments``11`. It is important that the annual limit 

be defined in terms of say provincial own revenue generation, of 5-10 percent. This will serve the twin 

purpose of not only ensuring fiscal prudence but also of encouraging provincial own fiscal effort. Our 

analysis earlier in the report has already made the point that increasingly the responsibility of enhancing 

the overall tax-to-GDP ratio will have to be on the provincial governments who now have the buoyant tax 

bases under their fiscal powers. It is also suggested that like Colombia, there should be some limit on 

current expenditure to discourage profligacy witnessed in particular in the 2010-11 budgets of the smaller 

provincial governments. Provinces should be required to develop their medium-term fiscal frameworks 

and not deviate from them beyond a limit, say 10 percent. Imposition and ensuring compliance with 

PFRA should be the responsibility of the Provincial Assemblies with the NEC being the body which 

annually receives a report from each province on compliance.   

  

Box 3.3 

International Examples of Procedural Rules 
Argentina: The federal government must send to the council the targets and debt limits for each level of government, wage and tax 

policy and revenue projections for the budget year. The law also requires transparent fiscal reporting, which have to be published on the 

website, along with quarterly budget execution and debt reports. The budget balance requirements are set on a multi-annual basis.  

Brazil: The government has to present a brief account of budget execution every two months and report on budget management every 

four months, identifying remedial policies to achieve fiscal targets if needed. The targets for revenue, expenditures, and indebtedness are 

set on a three-year basis. 

Colombia: The government must present a medium-term fiscal framework stating fiscal and macroeconomic objectives and explanations 

and deviations from previously set targets. 

Ecuador: A four-year plan with goals and strategies must be presented by the government and periodical report on the progress of the 

plan is required.  

India: The central government has to present a Medium-Term Fiscal Policy Statement containing three-year rolling targets for key fiscal 

parameters that underpin the government’s fiscal correction trajectory. Peru: According to Fiscal Decentralization Law (2004), regional 

and local governments are required to prepare detailed multiyear budgetary frameworks that are consistent with the national 

government’s multiyear budget framework. 

Source: Crivelli and Shah (2009) 
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CHAPTER 4 

EMERGING ISSUES 

The complexity and the far-reaching nature of the 18
th
 Amendment is highlighted by the large number of 

emerging issues relating to the implementation of this Amendment. We have already seen the intensive 

public debate that took place on devolution of functions of the Higher Education Commission, 

culminating in the stay order by the Supreme Court of Pakistan preserving the status quo pending the 

amendment to the HEC Act ( See Box 1.3). 

The Implementation Commission (IC) under Senator Raza Rabbani has the mandate to complete the 

devolution process under the 18
th
 Amendment by the 30

th
 of June, 2011. This is indeed a very ambitious 

target. Apparently, the political leadership has followed the ‘big bang’ approach to quickly completing the 

process, before possibly opposing forces in the form of the federal bureaucracy and the security 

establishment could get organized and begin thwarting the move. This strategy has ensured relatively fast 

implementation, with Phase I and II largely completed, but runs the risk of lack of adequate preparation 

and mistakes in implementation leading to some disruption in the delivery of services down the road. 

We highlight some of the key emerging issues below. 

4.1. Devolution of the Health Division 

The Health Division is expected to be devolved in the last Phase by 30
th
 June, 2011. But clear decisions 

have not yet been taken about the extent and nature of transfer of these functions to the provinces. This is 

likely to be a complex process in the case of this Division which performs diverse functions including, 

first, drug control as per the Drugs Act of 1976. The law provides for a system of licensing of each 

manufacturing establishment and registration of all finished drugs. Quality control is ensured through 

inspection and laboratory services. Second, the law also provides for fixation of drug prices in order to 

ensure availability of basic drugs at reasonable prices while ensuring competition. 

The emerging issues from the devolution of the Health Division are of a very serious nature as follows: 

i. Will the provinces have the capacity to rigorously perform the regulatory functions of licensing and 

registration of drugs? What happens if one province follows a more liberal drug control policy? Not 

only is this likely to lead to negative spillover effects on other provinces but also to an overall loss of 

quality control. Will it be possible to introduce export controls from one province in the country to 

another province? 

ii. The drug price fixing role has been performed relatively effectively hitherto by the Health Division. 

Here also, one or more provinces may allow greater escalation in the prices of drugs, perhaps in an 

effort to attract more manufacturing units into their respective jurisdictions. This will not only lead to a 

jump in the price level of medicines but also to sub-optimal locations of pharmaceutical concerns in 

the country. 

4.2. Devolution of the Food and Agriculture Division 

The Ministry/Division of Food and Agriculture is mainly responsible for policy formulation, economic 

co-ordination and planning in respect of food grains and agriculture. It plays an important role in the 

context of food security in the country by procurement of food grains from domestic sources or abroad (if 

necessary) for the federal requirement or for inter-provincial supplies; exercises import and export control 
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on food grains; focuses on price stabilization by fixing procurement/support and issue prices nationally; 

undertakes research on agricultural commodities; performs seed testing and certification, standardization 

and import of fertilizer for meeting provincial requirement and plant protection by import of pesticides 

and aerial sprays. 

 

Given the multitude of important tasks performed by this Ministry there is a real threat that food security 

in the country will be jeopardized if the devolution to provincial governments is not managed in a careful 

and rational way. In particular, the emerging issues are as follows: 

i. How will inter-provincial supplies of wheat to deficit provinces be managed? Will the private sector 

be assigned a bigger role in wheat procurement and marketing or will PASSCO be retained as an 

autonomous entity under some Ministry of the federal government like Commerce? 

ii. There is need to determine early the requirements for import (if any) of wheat if supply shortages are 

to be avoided and to arrange for this import? Will provinces import directly or will TCP continue to 

play the same role? Import of fertilizers is subsidized currently. How will the import of fertilizers 

also be undertaken? 

iii. Procurement/support price, especially for wheat, is fixed nationally on the recommendation of the 

Ministry of Food and Agriculture. In future, will this price be fixed by individual provinces and will 

free inter-provincial movement be allowed or will a common price be set by the CCI? 

iv. Agricultural research is the case of a classical public good. If this subject is provincialised then there 

is clearly a danger of sub-optimal allocations and outcomes. Pest control is another area where 

negative externalities could be conferred to other jurisdictions by a province which does not allocate 

enough resources to this function. 

4.3. Devolution of Labor and Manpower Division 

This is another Division which is earmarked for devolution in the last phase to be completed by June 30 

2011. It performs functions broadly related to policy formulation in the areas of industrial relations, 

manpower planning and employment promotion, in coordination with provincial governments. The key 

concern here is the operation of a national social security scheme for industrial workers and workers’ 

welfare schemes at the federal level through Employees Old-Age Benefits Institution (EOBI) and the 

Workers’ Welfare Fund (WWF) respectively. 

EOBI was constituted as an autonomous body under the EOB Act of 1976. Under this scheme, insured 

persons are entitled to receive benefits like old-age pension (following retirement), invalidity pension (in 

case of permanent disability) and survivors’ pension (in cases where the insured pensioner has expired). 

The minimum pension is Rs 3000 per month. A contribution equal to 5% of minimum wages has to be 

paid by employers of all industrial and commercial organizations where the EOB Act is 

applicable. Employees are expected to contribute 1% of minimum wages. As of May 2011, there are 

52936 employers registered, 4.7 million insured persons and benefits are being given to over 387,000 

persons. Total assets of EOBI are estimated at over Rs 180 billion. EOBI appears to be in a sound 

financial position with annual income in 2008, consisting of contributions and yield on investments, of Rs 

27 billion while the out flow in the form of benefits is Rs 5 billion. 

The basic issue is whether the provincial governments will accept the continuation of EOBI as an 

autonomous national entity. With large assets and a relatively strong financial position it may prove to be 

an attractive institution to the provinces for takeover of its assets and liabilities. If so, what will be the 

formula for distribution among the Provinces? Will it be linked to the NFC revenue sharing formula or to 
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the percentage shares in the contributions or to the shares in the pension payments? In the event of 

provincialisation of social security for workers what will be the implications of any variation in benefits 

across provinces? 

Similar problems arise in the context of the WWF. Accruals to the fund are in the form of annual 

contributions by industrial establishments (with income exceeding one lakh rupee) equivalent to 2% of 

income. In 2009-10, total collection under this head was Rs 4 billion. The contribution can be used for 

financing projects for the benefits of workers like housing, schools, clinics, etc. 

WWF is also an attractive prospect for the provincial governments to take over. If so we run into the same 

problems of sharing of assets, liabilities and annual contributions. Sindh is inclined to argue that the 

sharing should be on the basis of the origin of the contributions as a large proportion of head offices of 

establishments are located in the province. Punjab, on the other hand, will present the case that the sharing 

should be on the basis of distribution of workers. Another hidden problem which is likely to surface is 

that WWF contributions have hitherto gone into the Federal Consolidated Fund (as part of direct tax 

revenues) and have not been transferred fully to WWF. 

4.4. Sharing of Natural Resources 

In Article 172, clause 3, the 18
th
 Amendment has inserted the following: 

‘Subject to the existing commitments and obligations, mineral oil and natural gas within 

the Province or the territorial water adjacent thereto shall vest jointly and equally in the 

Province and the Federal Government’ 

The issue is whether the insertion of this clause implies the following: 

i. Granting of concessions for exploration of oil and gas reserves rests now with both the federal 

and provincial governments combined as compared to the earlier practice when this was done by 

the Federal government only. 

ii.  Will the Provincial governments have a 50% share in the ownership of the government equity of 

corporations in the oil and gas sector like PPL, SNGPL, SSGCL and OGDC? If so, then will they 

be entitled to receive 50% of the dividend income currently being received from these entities by 

the Federal government, estimated at almost Rs 35 billion in 2011-12? The incentive for 

provincial governments to make this claim is sizeable. 

Another issue which has lain dormant up to now is Article 158, which states:  

‘The Province in which a well-head of natural gas is situated shall have precedence over 

other parts of Pakistan in meeting the requirements from that well-head, subject to 

commitments and obligations as on the commencing day’ 

Now that there is a pronounced shortage in gas supplies in the country and Sindh is the major province 

producing gas today, there is a perception that Punjab, in particular, is being starved while preference is 

being given to meeting the demand of Sindh. Is this consistent with the constitutional provision as per the 

above Article? 
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The Chief Minister of Punjab has already indicated that there will be public protests if discrimination in 

gas supplies to the Province continues. 

4.5. Borrowing Powers of Provinces 

Provinces have also been given powers following the 18
th
 Amendment to raise domestic or foreign loans 

with conditions as indicated in clauses (3) and (4) of Article 167
11

 given below: 

3) A province may not, without the consent of the Federal Government, raise any loan if there is still 

outstanding any part of a loan made to the Province by the Federal government; or in respect of 

which guarantee has been given by the Federal government; and consent under this clause may be 

granted subject to such conditions, if any, as the Federal government may think fit to impose. 

4) A province may raise domestic or international loan, or give guarantees on the security of the 

Provincial Consolidated Fund within such limits and subject to such conditions as may be 

specified by the National Economic Council. 

Hitherto, Provincial governments have faced a relatively ’hard budget constraint’. To what extent is this 

likely to be softened now by the insertion of the above clauses in the Constitution? In 2010-11 and 2011-

12, the provinces have recourse to substantially higher transfers under the 7
th
 NFC Award and, therefore, 

do not feel the need yet to target significantly higher borrowings. What happens if the fiscal space 

diminishes in coming years especially in the lead up to the next elections in 2013 as the Provincial 

Governments embark on populist spending? The temptation to borrow could rise, especially from 

commercial banks which are provincially owned like the Bank of Punjab, Sindh Bank and the Bank of 

Khyber. How will such borrowings be regulated by the SBP? Is there a need for setting up some fiscal 

rules for ensuring the sustainability of debt of provincial governments? This is discussed in Chapter 3. 

4.6. Impact of 18th Amendment on Federal Entities 

The first impact arises from the functions retained by the Federal government within the devolved 

subjects under the 18
th
 Amendment. With regard to delivery of devolved services in Islamabad Capital 

Territory and transfer of hitherto autonomous/attached departments of devolved Divisions, these have 

mostly been put under the new Division called the Capital Administration and Development (CAD) 

Division. Therefore, this Division will play both a local government (municipal) role with regard to 

management of schools, college and youth hostels in Islamabad combined with a broader role of 

managing institutions of national character like the Academy of Education Planning and Management, 

Private Educational Institutions Regulatory Authority and National Education Assessment Centre. This is 

bound to create some lack of clarity on the role of CAD Division. A better approach would have been to 

make these institutions autonomous bodies under a Board of Governors with due provincial 

representation and continued federal funding. 

                                                           
11

 Clauses 3 and 4 of Article 167 may be seen as somewhat contradictory to each other. Clause 3 requires consent 

of the federal government before a province can raise a loan if there is still outstanding any part of a loan made to 

the province by the federal government. However, Clause 4 allows a province to borrow within limits and subject 

to such conditions as specified by the NEC, possibly even when a province remains indebted to the federal 

government. Given the majority representation of the provinces in the NEC it is likely that in years to come Clause 

4 could dominate over Clause 3. 
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The Cabinet Division has also been asked to take on a number of diverse functions like management of 

the Peoples Works Program (PWP). The PWP was being executed earlier by the Local Government and 

Rural Development. It is a large program with an outlay of almost Rs 30 billion annually essentially on 

constituency level projects primarily from lump-sum allocations to MNAs/Senators. Therefore, in the 

transition a program of essentially grass roots projects has been transferred to an apex institution like the 

Cabinet Division. Given the proximity of this Division to the Prime Minister’s Office this will heighten 

perceptions about political patronage in the distribution of funds. 

Other Divisions like the Establishment Division and the Planning and Development Division which have 

hitherto not been mandated to take on project execution responsibilities will now do so. The 

Establishment Division has taken over the National Internship Program and the National Volunteer 

Movement. These functions could divert from the primary functions of the Division. The issue is whether 

these programs could have been handed over to the provincial governments, possibly with funding from 

the Federal government. 

The second major impact relates to the implications for development planning in the country. A decade 

ago the distribution of the national PSDP between the Federation and the Provinces was about 70:30. 

Following the transfer of substantial additional resources under the 7
th
 NFC Award this has altered 

radically to about 40:60. Therefore, the focus of public sector development activity in the country is 

shifting to the Provinces. This has basic implications for the planning process in the future. There is likely 

to be a shift towards ‘bottom-up’ planning with greater emphasis on spatial rather than sectoral planning. 

The Planning Commission will have to play more of a coordination role and enable the greater 

participation of provincial governments in the framing of national plans. Apparently, a decision has been 

taken to have one Member of the Commission from each Province. 

4.7. 18th Amendment and Local Governments 

Local governments have gained formal recognition in the Constitution following the 18
th
 Amendment 

through insertion of the following Clause:  

Clause 140 A 

1) Each Province shall, by law, establish a local government system and devolve political, 

administrative and financial responsibility and authority to the elected representatives of the local 

governments. 

2) Elections to the local governments shall be held by the Election Commission of Pakistan. 

Despite this recognition, actual developments at the ground level show adverse developments with regard 

to local governments following the return to democracy.  The natural expectation was that with the 

transfer of more resources and functions to provincial governments these governments in turn would be 

willing to empower local governments and transfer more funds and functions to them. 

But the opposite is happening. Elected local governments were dissolved sometime ago, interim 

Administrators have been appointed from the bureaucracy and elections to the local councils have been 

delayed. In Punjab, a new Local Government Ordinance is being finalized with radical changes in relation 

to the Devolution Plan of 2001. There appears to be a reversion essentially to the 1979 LGO. District 

governments are being abolished and it is proposed to reintroduce the old municipal structure. 

Simultaneously, in Punjab, some functions like secondary education, curative health and public safety are 
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being taken back from local governments and made the responsibility of the Provincial government. It 

appears that the process of decentralization in Pakistan is essentially stopping at the intermediate level of 

provincial governments and not getting closer to the people through the strengthening of local 

governments.  

4.8. Decentralization and Growth 

Although it is still a bit early to form any judgment, one of the emerging issues is the likely implication of 

the process of decentralization that we are observing in Pakistan and its impact on future growth. The 

primary impact initially could be through the change in the sectoral composition of the national PSDP due 

to the change in the shares in development outlays of the Federal and Provincial Governments 

respectively. Historically, a larger share of the Federal PSDP has gone to physical infrastructure while in 

the case of provincial governments generally more resources have been devoted to the social sectors. The 

big jump in the share of provincial governments in the national PSDP following the NFC Award implies 

that in overall terms the share in development outlays of physical infrastructure may fall while that of 

social sectors could rise. In the short run, the country faces bottlenecks of power, water and gas. 

Therefore, the decline in share of allocations to physical infrastructure could impact adversely on growth. 

However, in a more medium run setting larger investments in human capital could contribute to faster 

growth in total factor productivity. 

Another factor which will determine the impact on growth is the extent to which decentralization will 

influence the level of fiscal effort in terms of raising the national tax-to-GDP ratio and thereby generate 

more resources for development. One of the less understood consequences of the 18
th
 Amendment is that 

the shift in fiscal powers towards provincial governments makes them the prime agents now for 

mobilizing more resources at the margin. The provincial sales tax on services, taxes on property and the 

agricultural income tax, are taxes with the highest potential for yielding more revenues, as discussed in 

Chapter 2. But the past track record of provincial governments is not very reassuring. There has, in fact, 

been some slackening in mobilization of revenues from own sources following the receipt of larger 

transfers in the aftermath of the NFC Award. The basic question is whether in years to come the 

Provincial governments will make greater efforts to broaden their tax base, raise effective tax rates and 

improve the quality of their tax administration. If not, then the process of decentralization of fiscal powers 

could imply a lower tax-to-GDP ratio of the country and less public resources for development.   

4.9. Monitoring the Devolution Process 

In view of the complex nature of the processes that have been put into motion by the 18
th
 Amendment and 

the apparent haste with which it is being implemented, it is extremely important that a proper monitoring 

system be put in place to determine the quality of delivery of services pre-and post-18
th
 Amendment. This 

will enable identification if there are any disruptions or breakdowns in provision and the reasons thereof 

in terms of institutional factors or financial constraints. 

Donor agencies have hitherto not played a major role is supporting the process of implementation of the 

18
th
 Amendment, perhaps because this was perceived as constitutional in nature and within the domain of 

national sovereignty. But as emerging issues come to the surface, it will be extremely useful for donors to 

provide technical assistance with position papers on key emerging issues highlighting the lessons learnt 

earlier by other countries in their process of decentralization and containing options for resolving 

particular problems. 
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In conclusion, there is no doubt that the 18
th
 Amendment and the 7

th
 NFC Award are landmark 

achievements of the democratically elected government. In the short run, they have no doubt contributed 

to politically empowering the provinces and increasing their access to more financial resources, thereby 

strengthening the Federation. But over the medium run as emerging issues of the type described above 

surface they could introduce new stresses on the workings of the Federation. Therefore, a lot of 

preparatory work needs to be undertaken, both at the technical level and through building of consensus, to 

ensure that the issues are resolved in a rational and amicable way. 
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Annexure  
Details of Ministries and Institutions Devolved in First and Second Phase  

to Provincial Departments in Punjab (contd..) 
 

 

sr. 

# 

Ministry 

Devolved 

Institutions Devolved Concerned Provincial 

Departments 

1st Phase 

1. Population 

Welfare 

1. Regional Training Institute, Civic Centre, Garden Town, Lahore. 

2. Population Welfare Training Institute, Lahore. 
3. Production and Printing Unit, Lahore. 

4. Regional Training Institute, Faisalabad. 

5. Regional Training Institute, Multan. 
6. Regional Training Institute, Sahiwal. 

7. Regional Training Institute, Sialkot. 

Population Welfare 

2nd Phase 

1. Education Centers Of Excellence, Area Study Centers, Pakistan Study Centers, Sheikh Zayed 

Islamic Centre 

1. Centre of Excellence for Molecular Biology, University of the Punjab.  
2. Centre of Excellence for Solid State Physics, University of the Punjab  

3. Centre for South Asian Studies, University of the Punjab.  
4. Pakistan Study Centre, University of the Punjab.  

5. Sheikh Zayed Islamic Centre, University of the Punjab.  

6. Centre for Water Resource, UET, Lahore.  

Higher Education 

(Respective Universities)  

 

  1.  National Education Equipment Centre. 
2.  National Museum of Science & Technology. 

3.  National Education Foundation 

4.  National Commission for Human Development. 

School Education 

2.  Social Welfare 

and Special 

Education 

Offices, Centers And Institutes 

1. Social Services, Medical Centre, TB Centre, Rawalpindi. 
2. Social Services & Medical Centre, Sheikh Zayed Hospital, Lahore. 

3. Integrated Social Development Centre, Lahore. 

Projects 

1. People Rural Health Ambulance Service Project, Lahore. 

Social Welfare, Women 

Development and Bait-ul-

Maal 

  1. Special Education Centre for Mentally Retarded Children, Gujranwala 
2. Special Education Centre for Mentally Retarded Children, Multan. 

3. Special Education Centre for Mentally Retarded Children, Bahawalpur.  

4. Special Education Centre for Mentally Retarded Children, Sahiwal.  
5. Special Education Centre for Visually Handicapped Children, Gujrat.  

6. Special Education Centre for Visually Handicapped Children, Jhelum.  

7. Special Education Centre for Visually Handicapped Children, Sialkot.  
8. Special Education Centre for Visually Handicapped Children, Okara.  

9. Special Education Centre for Physically Handicapped  

Children, Rawalpindi.  
10. Special Education Centre for Physically Handicapped Children, D. G. Khan.  

11. Special Education Centre for Hearing Impaired Children, Jhang.  
12. Special Education Centre for Hearing Impaired Children, Sheikhupura.  

13. Special Education Centre for Hearing Impaired Children, Rahimyar Khan.  

14. Special Education Centre for Hearing Impaired Children, Sargodha.  
15. Vocational Training Centre for Disabled Persons, Lahore.  

16. Vocational Training Centre for Disabled Persons, Faisalabad.  

17. National Special Education Complex (MRC, VHC, PHC & HIC) Lahore.  
18. National Special Education Complex (PHC, MRC, HIC, & VHC) Faisalabad.  

19. Vocational Rehabilitation & Employment of Disabled Person Centre (Service Centre-

III), Gujrat.  

Projects 
1. Construction of Special Education Center, ]hang.  

2.  Up-gradation of Special Education Centre for Physically Handicapped Children, 
Faisalabad and Provision of Hostel Facilities of Special Education Complex for Persons 

with Disabilities, Faisalabad. 

3. Establishment of Special Education Center for Mentally Retarded Children and PHC at 
Primary Level, Okara. 

4. Vocational Training Centre for Disabled Persons, Okara 

Special Education 
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 Annexure 
Details of Ministries and Institutions Devolved in First and Second Phase  

to Provincial Departments in Punjab 

 
 

sr. 

# 

Ministry 

Devolved 

Institutions Devolved Concerned Provincial 

Departments 

3.  Livestock and 

Dairy 

Development 

1. Animal Quarantine Department/Stations/Facilities L&DD 

IPC Division’s Letter No. 

F.3(26)/2010-IC/I dated 

31.03.2011 

4. Culture 1. Central Board of Film Censors, Lahore.  

2. Northern Circle of Archaeology (Punjab Territory).  

3. Sub Regional Offices, .Multan.  
4. Sub Regional Offices, Taxila.  

5. National Heritage Fund  

6. Pakistan Institute of Archeological Training & Research, Lahore.  
7. Allama Iqbal Museum, Lahore.  

8. Archeological Museum, Harappa.  

9. Central Archeological Laboratory, Lahore.  
10. Rohtas Fort, Jhelum.  

11. Shalamar Garden, Lahore.  

12. Qutbuddin Aibak Tomb, Lahore.  
13. Allama Iqbal Birth Place & Library, Sialkot.  

14. Shahdara Complex, Lahore  

15. Hiran Minar and Tank, Sheikhupura.  
16. Hazuri Bagh,. Lahore.  

Projects 
1. Preservation and Restoration of Monuments of Jandiala Sher Khan, Sheikhupura.  
2. Renovation and Rehabilitation of Iqbal Manzil, Sialkot.  

3. Master Plan for Preservation and Restoration of Rohtas Fort, Jhelum.  

4. Development and Restoration of Archeological Sites from Taxila to Swat (Taxila 
Section).  

5. Preservation and Restoration of Hiran Minar Tank, Sheikhupura.  

6. Master Plan for Preservation and Restoration of Shahdara Complex of Monuments 
(Jehangir's Tomb), Lahore.  

7. Archeological Excavation of Tibba Sungawala, T.T. Singh.  

IC & YA 

5.  Tourism 1. Department at Tourist Services except to the extent of  Federal Area  
2. Tourist Information Centers located in Punjab:  

i. Tourist Information Centre, Flashman's Hotel, Rawalpindi.  Tourist Information 

Centre, PTDC Motel, Taxila.  
ii. Tourist Information Centre, PTDC Motel, Bahawalpur Tourist Information 

Centre, 66-D/I, Gulberg-III, Lahore. 

iii. Tourist Information Centre, International Arrival Lounge, Lahore Airport  
iv. Tourist Information Centre, .Fiesta Inn, Multan.  

 

FWF & Tourism 
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