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Preface

This is an integrative task and as such it draws on a number of other Bank reports as well as
on the extensive studies on poverty issues conducted by Pakistani researchers. The report was
prepared by Hugo Diaz (Country Operations, South Asia I Department), with inputs from other Bank
staff including Ann Duncan, Regina Bendokat, Ghulam Qadir, Leah Gutierrez, Emmanuel Ablo,
Mathew Verghis, and Valerie Kozel. Additional inputs in the form of background papers on various
subjects were contributed by Donald Cox, Zekeriya Eser, Haris Gazdar, Stephen Howes, Salman
Zaidi, Emma Hopper, Tariq Husain, Asad Azfar, Maliha Hussein, Shahnaz Kazi, Anjum Nasim,
Nadeem Ilahi, Zareen Naqvi, Barbara Parker, Nasim Shirazi and Valerie Vesque. These background
papers were made possible by a grant from the Government of the Netherlands. The Overseas
Development Administration of the United Kingdom also contributed a background paper. A
Workshop to discuss the results of our household survey analyses was held in Islamabad in April
1994, where valuable comments were received from local academics and government officials.
Further helpful comments on an earlier version of the report were received in the course of
discussions with government officials in July 1995. We gratefully acknowledge the assistance
provided by the Federal Bureau of Statistics in making available to us the data from four household
surveys and assisting us in their use. Peer reviewers for the task were Helena Ribe, Emmanuel
Jimenez and Jeffrey Hammer.
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Pakistan Poverty Assessment
Abstrac

Poverty is multidimensional. One key dimension is consumption poverty -the extent to
which actual levels of private consumption of households or individuals faU below a "poverty line"
that society believes represents a minimum acceptable standard of private consumption. In the
1980s, Pakistan seems to have made good progress at reducing consumption poverty. For example,
this report finds that the incidence of consumption poverty declined from 46 percent in 1984/85 to
34 percent in 1990/91. But poverty also encompasses other key dimensions; broadly speaking, they
capture the extent to which the population suffers from early mortality, a high rate of disease, and
illiteracy. These measures of human development relate to the extent to which the population has
access to adequate health and education services. Slow progress in these areas has been the
Achilles' heel of Pakistan's development effort, in sharp contrast to its generally good record on
growth and economic policy. There have, though, been some recent improvements.

Human development is in itself a key objective of a country's development. In addition, in
the coming decades, sustained economic growth, and thus higher consumption standards, will
depend more heavily on successful human development. Without sustained gains in health status
and accumulation of skills, sustained improvements in labor productivity and incomes will not be
possible. Moreover, experience from around the world indicates that improvements in the
education of women and reductions in infant and child mortality rates will help reduce fertility and
hence decelerate the rate of population growth -a major concern in Pakistan. Pakistan would be
able to invest more on a smaller number of children, thus having a healthier, better educated and
better off population.

A new consensus has emerged in recent years that Pakistan must step up its human
development. Our analysis indicates that four main factors have worked against better progress in
Pakistan. First, access to public education, health, and family planning services is still limited,
especially among poor rural women and girls. Second, the services are often not actually provided,
or are of low quality. Third, there is little accountability to service clients. Fourth, government
resource allocations have been too low to provide adequate services. All these factors are
interlinked.

The centerpiece of Pakistan's human development strategy is the Social Action Program,
which seeks to address all four factors. It is also seeking specifically to reach out to rural women
and girls. Considerable progress has been achieved under the program, but the achievements are
fragile and are not yet fidly institutionalized. Vigorously pursuing the activities and policy reforms
embodied in the Social Action Program is a key component of a comprehensive poverty reduction
strategy.

In addition to efforts to step up human development, this report suggests that the poverty
reduction strategy should consist of three other components. The first would be to deepen the
process of economic stabilization and adjustment started in the late 1970s. The second would be to
complement the general economic reforms in the stabilization and adjustment program with a set of
sectoral reforns, especially in agriculture. The final component would consist of efforts to
strengthen the social safety net.



The ongoing economic reform program seeks to address major weaknesses in Pakistan's
economy, which will constrain economic growth if not tackled effectively. They include an
unsustainably high fiscal deficit, a low national savings rate, insufficient investment in basic
infrastructure, the increasing rigidity of current public expenditure (due to the large weight of
defense and interest payments), inadequate integration with the world economy (due to inward-
looking trade policies), financial sector weaknesses, and problems with governance and the quality
of public administration. The economic reform program has not been implemented consistently.
However, a renewed commitment to the program has been present since 1993, although there has
been some weakening with the 1995/96 budget.

A more "sectoral agenda of reforms is also crucial to reducing poverty and as a
complement to the broad economic reforns. For rural areas, major policy and institutional
changes to support growth and poverty reduction indude improving the structure of incentives
facing farmers; reorganizing and decentralizing the surface irrigation system; and reorienting
public expenditures by agriculture public sector agencies. Land policy is an additional topic for
reassessment. In urban areas, high priority should be given to providing basic social services in
slums, and accelerating the program for legalizing informal occupancy. The report also
recommends that the Government give an explicit emphasis to helping poor women.

the Jinal component of the poverty reduction strategy recommended in this report is to
strengthen the social safety net. Several steps could be taken to enhance the anti-poverty impact of
the Zakat and Ushr and Pakistan Bait-ul-Maal as targeted income-transfer programs. Government-
run directed credit schemes have been an ineffective tool for helping the poor and need to be
restructured. At the same time, NGO involvement in the provision offinancial services to the poor
and micro enterprises, while relatively recent in Pakistan, is expanding. This development holds
the promise of a more efficient alternative to providing financial services to the poor than
governmental schemes. Other government subsidies that are not targeted at the poor should be re-
examined. Phasing out untargeted subsidies would free up scarce fiscal resources that could be
allocated to basic social services, to worthwhile targeted programns that benefit the poor, and to
reducing the fiscal deficit.



EXECUTIVE SUMMARY

A. Pakistan's Record Summarized

1. Poverty is multidimensional. One key dimension is consumption poverty --the extent
to which actual levels of private consumption of households or individuals fall below a certain
"poverty line" that society believes represents the minimum acceptable standard of private
consumption. Since the early 1970s, Pakistan has made good progress at reducing consumption
poverty. But poverty also encompasses other key dimensions; broadly speaking, they capture the
extent to which the population suffers from early mortality, a high rate of disease, and illiteracy.
These measures of human development relate to the extent to which the population has access to
adequate health and education services. Slow progress in these areas has been the Achilles' heel of
Pakistan's development effort, in sharp contrast to its generally good record on growth and economic
policy. There have, though, been some recent improvements.

Progress at Reducing Consumption Poverty

2. Consumption poverty has declined since the early 1970s. National accounts data
indicate that real GDP per capita increased by about 70 percent during 1972/73 to 1994/95 and that
real private consumption per capita increased by about 50 percent. The household income distribution
also remained fairly stable between 1971/72 and 1987/88. While there appears to have been some
deterioration in income distribution between 1987/88 and 1990/9 1, it is clear that households towards
the bottom of the income distribution have shared significantly in the economic gains made in the
1970s and 1980s. Evidence of the decline in consumption poverty is also supported by the increase in
real wages among unskilled urban construction workers and agricultural workers. Several studies by
Pakistani researchers have also concluded that poverty has declined in the past two decades. The
analysis in this report corroborates these findings; it shows that the incidence of consumption poverty
declined from 46 percent in 1984/85 to 34 percent in 1990/91. Still other evidence indicates that the
pace of the decline in consumption poverty in Pakistan in the 1980s compares favorably with progress
in most other developing countries, with the exception of the rapidly growing East Asian economies.
Poverty in the East Asian economies declined faster than in Pakistan because their combined real
GNP per capita grew almost three times faster than in Pakistan during the 1980s.

3. Data after 1990/91 do not permit a definitive conclusion, but poverty probably
continued to decline after that year. From 1990/91 to 1994/95, real per capita private consumption
increased by about 3 percent annually. Real wages of unskilled workers appear to have increased
somewhat after 1990/91. This suggests that the poor have shared to a certain extent in the average
consumption gains made after 1990/91.

4. But despite Pakistan's gains in poverty reduction, our analysis shows that substantial
poverty persists throughout the country. Thus, broad and sustained economic progress will be
required in order to continue to reduce poverty over time.

Progress in Human Development

5. Pakistan has made some progress in human development since the early 1970s; in
particular, it has begun to close the human development gap between men and women. Yet Pakistan
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still lags far behind the averages for comparable low-income economies --with a 65 percent higher
fertility rate, a 30 percent higher infant mortality rate, and gross primary and secondary school ratios
that are almost 50 percent lower. In fact, a recent World Bank study of progress in reducing infant
mortality rates in 71 developing countries during the 1960-90 period ranked Pakistan 50th; in terms of
progress in increasing the primary enrollment rate, Pakistan ranked 35th out of 43 developing
countries studied. Moreover, the educational disparities between men and women in Pakistan
continue to be quite pronounced.

6. Another major concern in Pakistan is its high fertility rate, which has pushed its
population growth to about 3 percent per year. At this rate, the population will double every 23
years, placing enormous demands on basic public services, even just to preserve current levels of
coverage and quality. It would also place severe pressure on natural resources and the labor market.

Regional Differences

7. Both the incidence of consumption poverty and human development indicators differ
significantly by urban-rural areas and by region. Rural areas contain 74 percent of the country's
poor, though they have about 70 percent of the total population. Among regions, Punjab appears to
be considerably poorer than Sindh, largely because rural South Punjab has an extremely high
incidence of poverty of nearly 50 percent. Evidence on the comparative poverty of the two smaller
provinces, Balochistan and the Northwest Frontier Province (NWFP) is mixed. Human development
indicators also differ by area and region. As with consumption poverty, rural areas have worse
human development indicators than urban areas. Rural North Punjab has better indicators than rural
South Punjab, but comparisons between rural South Punjab and rural Sindh are inconclusive. NWFP
is doing relatively well in terms of male primary school enrollment, but at the same time it appears to
be worse-off in terms of female literacy and infant mortality. Human development indicators in
Balochistan appear to be consistently poor relative to the other provinces.

B. The Characteristics of the Poor

8. We examined whether human capital and physical assets are determinants of a
household's standard of living, as well as whether consumption poverty is associated with poor human
development indicators. In urban areas, households headed by casual/manual laborers have a high
incidence of consumption poverty, as do self-employed workers with less than Rs. 1,000 in assets. In
rural areas, households headed by tenants and agricultural laborers have a very high incidence of
poverty, as do non-agricultural casual workers and self-employed workers with less than Rs. 1,000 in
assets. All these categories of workers are at the bottom end of the range of human capital and
physical asset categories.

9. Our analysis of human development indicators among the poor and the non-poor
yields some contrasting results. Educational achievement is clearly worse among the poor. Adult
literacy and school enrollment are much lower among households in the lowest quintile of per capita
household expenditures. Disparities in primary school enrollment are larger between poor and non-
poor girls than between poor and non-poor boys; thus, poor girls are the most educationally
disadvantaged of all children. Differences in health indicators are less clear-cut. Although the infant
mortality rate in the lowest quintile of household expenditures is much higher than the average for all
quintiles, the incidence of disease does not appear to be strongly correlated with household
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expenditures. As expected, infant mortality is much higher among mothers without education than
among those with some, and it is also higher among households that face poorer water and sanitation
conditions. Fertility rate and family planning use differentials between poor and non-poor households
are not striking. Women in the lowest household expenditure quintile have higher fertility rates, use
contraceptives less frequently, and are less knowledgeable about contraceptive methods; but fertility is
high, and use and knowledge of contraceptives low, even for the women in the highest quintile.

C. Recent Economic and Social Policies

10. Economic growth is the foundation on which sustained poverty reduction can be
achieved. Growth in Pakistan has been generally good in recent decades. For example, in the 1980s,
GDP grew by an average of 6 percent annually. This relatively good performance in the post-1980
period was due in part to improved economic policies relative to the previous decade. Certain
favorable external factors, notably the opportunities for emigration of labor to the Middle East, also
contributed to the good performance. However, the Government incurred high fiscal deficits from the
1970s to the early 1990s, which it financed by heavy borrowing from abroad and from the domestic
private sector. This policy became increasingly unsustainable during the 1980s as debt to GDP ratios
rose. Given the resulting debt overhang from that period, if Pakistan were to continue to run fiscal
deficits of the magnitude incurred in the past, a financial crisis would quickly emerge. This, in turn,
would have disastrous consequences for growth and poverty reduction.

I1. The Government is aware of this danger. Two early attempts at reducing the fiscal
deficit, the first from 1979/80 to 1981/82 and the second from 1988/89 to 1989/90, failed to yield
lasting results. Since 1993/94, the Government has been implementing a new economic stabilization
and adjustment program. This program has achieved some success. The consolidated fiscal deficit
fell from 8 percent of GDP in 1992/93 to 5.6 percent in 1994/95; the current account deficit fell from
more than 7 percent of GDP in 1992/93 to 4 percent in 1994/95. But there has been some weakening
of the program with the 1995/96 budget, and it is critical that efforts to bring the fiscal deficit down
further be stepped up.

12. Pakistan's economy has also suffered from excessive government interference with the
operation of its markets and a lack of openness to the world economy. Since about 1980, the
Government has been addressing these problems but progress has been slow. The main broad areas
of reform have been: the deregulation of investment and prices; the privatization of state-owned
enterprises; financial sector reform; the rationalization of the trade regime; the liberalization of
foreign exchange transactions; taxation reforms; and a more flexible management of the exchange
rate. Economic reforms will need to be expanded and deepened in order to enable high sustained
growth in the coming decades.

Stabilization and Adjustment and Poverty

13. Pakistan's relatively rapid growth in the period from 1980 to the early 1990s, has
resulted in a substantial decline in consumption poverty. There was also some progress in human
development indicators in the period. This was aided by rising government expenditure on the social
services. Real per capita expenditure of the provinces on primary education and on health (all levels
combined) doubled between 1980/81 and 1990/91. Moreover, since 1992/93, government
expenditure on basic social services has been expanding rapidly under the Social Action Program
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(SAP). Expansion of social service expenditure is being complemented by policy and institutional
reforms to improve the efficiency and equity of this expenditure.

14. Some aspects of the post-1980 economic reform program are likely to have had a
negative impact on certain groups, at least in the short-term. Thus, for example, privatization of state
enterprises leads to displacement of workers. Likewise, adjustments towards a more efficient
economic structure, such as those embodied in the rationalization of the trade regime, lead to changes
in relative prices and in the composition of production and labor demand. And increases in indirect
taxes reduce the real disposable income of households. Of course, it is not only the poor who are
affected by these various adjustments; but the poor are also affected, and some households not
previously poor may be rendered poor by the adjustments.

15. By privatizing state enterprises in the context of its economic reform program, the
Government hoped to improve the organizational efficiency of these enterprises; in doing so,
however, it has prompted the displacement of many workers (mainly because these enterprises were
previously overstaffed). The Government has responded by offering displaced employees a generous
relief package, thus cushioning their loss of employment. Nevertheless, some workers may still
suffer a net loss. Most of these workers would not be poor according to the definition in this report,
although some could become poor as a result.

16. The previous policy, now reversed, of capping lending rates at unrealistic levels
encouraged credit rationing. Such rationing favors those with connections and collateral, who are not
usually the poor or even small businesses. Data from Pakistan support this view. The recent
elimination of lending rate caps should facilitate access to institutional credit among the poor and
small businesses. Although the lending rates for loans from financial institutions will be high given
the high transaction costs associated with small loans, they will probably be lower than those charged
by informal lenders, thus making the poor better off. Financial sector reforms have also enhanced
competition among banks. This can be expected to result in better services and better terms for
depositors, including the poor.

17. Rationalization of the trade regime and the liberalization of external payments should
increase production efficiency and the rate of economic growth. There is already evidence that the
efficiency of manufacturing is improving. But reducing protective tariffs for inefficient import-
substituting manufacturers would displace workers from affected firms; some of these workers could
fall below the poverty line by losing their jobs. The severity of this effect will depend in part on how
quickly displaced workers are able to switch to sectors where incentives have improved as a result of
the trade reforms --that is, export industries. The flexibility of the labor market will in turn
determine the pace of this adjustment. While labor markets are sometimes rendered too inflexible by
labor legislation, this problem does not seem to be severe in Pakistan. Thus, Pakistan should be
better positioned than many other adjusting countries to accommodate inter-industry shifts in labor
use.

18. The tax reforms implemented by the Government would be pro-poor to the extent that
they substitute direct for indirect taxation, which has occurred thus far, though only to a small degree.
But increasing indirect taxation will tend to reduce the real disposable income of the poor (and
others). These revenue increases are necessary for sustaining economic growth in the country and for
providing critical government services; over the long term, increased tax collection should have a



beneficial impact on poverty reduction. Thus, the short-term effects of taxation reforms on poverty
must be viewed against their longer-term effects.

19. Ideally, a safety net would exist that came to the rescue of all those who are pushed
towards poverty as the economy is restructured. Elements of a safety net do exist in Pakistan,
especially private arrangements (see paras. 29-30 below). The existing safety net is not, however,
comprehensive --and it would be unrealistic to expect that it would be so. Some room for
improvement does exist, nevertheless, even in the context of the presently constrained fiscal situation.
Some suggestions in this regard are given under section (D) below.

Strengthening Human Development Indicators: The Social Action Program (SAP)

20. Pakistan's development strategy should aim at human development first of all as an
end in itself. Upgrading the health and education status of the population at large would in itself
constitute a major improvement in society's welfare. Special efforts need to be made to reach the
most disadvantaged groups -especially poor women and girls in the rural areas.

21. Moreover, evidence from the rapidly growing economies of East Asia suggests that
human development has been crucial to their economic success. This evidence is not lost on the
Government. Without improving the health status of its population and enhancing the accumulation of
human capital in the form of education and skills, Pakistan will not be able to achieve sustained
improvements in labor productivity and standards of living.

22. The country's high fertility rate is another reason for enhancing human development.
In particular, experience throughout the world suggests that increasing the educational levels of
women and reducing infant and child mortality reduces fertility, in turn facilitating the improvement
of living standards; rising living standards lead to further declines in fertility, in a virtuous cycle.

23. The poor human development indicators in Pakistan essentially reflect a public-sector
failure to address four interrelated deficiencies with services: limited access to education, health, and
family planning, especially among poor rural women and girls; poor-quality services when they are
provided; little accountability to clients; and insufficient government resource allocations. In
response, the Government launched the Social Action Program in 1992/93 --a broad-based
intervention that is the centerpiece of Pakistan's human development strategy. The SAP is seeking to
provide basic education, health and family planning facilities throughout the country that are within
easy reach of the population, and --equally important-- that offer high-quality services to all. The
SAP has made substantial progress in several areas.

24. Access to Services. Under SAP, the Government is seeking to reduce travel distances
to services, increase outreach to populations with limited accessibility, and make the use of facilities
easier among women and girls. It is rapidly increasing the number of primary schools. In Punjab,
for example, some 15,000 primary schools are expected to be constructed within three years, bringing
the total to 90,000; about 70 percent of the new schools will be for girls. To improve access to basic
health and family planning services, the Government is deploying community health workers, who
will provide preventive health and family planning information, education and communications in the
field, especially among poorly educated rural women. The Government is also making the use of
facilities more accessible to women and girls by constructing sanitation facilities and boundary walls
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for girls in schools, and by changing the operating hours of health facilities to make them more
suitable to women.

25. Ouality of Service. Under the SAP, the provincial governments are seeking to attract
local female staff to rural areas in order to make education and health services better suited to the
needs of women. Local female staff will be more accountable to the community and less prone to
absenteeism --a pervasive problem. The SAP is also pursuing several improvements in the funding of
non-salary current expenditures; until recently, those expenditures were minimal, with adverse
impacts on the quality of services. The Government is also placing emphasis on using merit-based
criteria to recruit teachers and other social service staff, and it has taken steps to improve the release
of funds to the line agencies responsible for implementing basic social services. These various
reforms are expected to improve the quality of basic social services significantly over time.

26. Client Orientation/Accountability. Several pilot projects are under way to increase
community involvement in social service provision, which is expected to improve program
accountability to clients. These experiments should be carefully evaluated and replicated if successful.
But more could be done in this area. For example, community involvement could be complemented
with a new management style at facilities, to make service provision more participatory, team-based,
and results oriented.

The Role of the Private Sector in Health and Education

27. Although the SAP targets primarily the public sector, it also contains certain elements
of private sector involvement: it seeks to increase community involvement in basic social services; it
supports innovative NGO schemes to provide basic social services; and, in primary education, it
supports private sector schools through Education Foundations. These initiatives are important,
although care must be exercised to ensure that government subsidies channeled through the Education
Foundations benefit students from poor households, rather than middle-class students.

28. The for-profit private sector is already an important provider of curative health
services and educational services in Pakistan. The importance of the private for-profit sector in health
and education is likely to increase in the future. Several public policy issues are involved. Although
a detailed analysis exceeds the scope of this report, three categories of issues should be considered:
public versus private financing of health and education services; public versus private provision; and
regulation of the private sector. It is important that the Government (and interested donors) begin to
focus more heavily on these issues.

The Social Safety Net: Protecting the Poor

29. Social protection arrangements in Pakistan are both private and public. At this point
in the country's development, private arrangements are by far the more important of the two.
Household survey data show that voluntary transfers among households are widespread, and are
especially important for the poor; 48 percent of households in the lowest quartile of the distribution of
household consumption expenditures were net recipients of transfers in 1991. Moreover, these
transfers financed an average of 49 percent of the total consumption expenditures of these poor
households. But not all poor households receive these private transfers. To protect households and
individuals who fall outside the private safety net, the Government has introduced targeted income-
transfer programs. The two major ones targeted to the poor are the Zakat and Ushr and the Pakistan
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Bait-ul-Maal programs. These two programs pool resources obtained from the population at large and
redistribute them to the neediest throughout the country. The Government also operates a range of
activities aimed at vulnerable groups through its Social Welfare departments at the federal and
provincial levels, often in association with NGOs. In recent years, it has also launched several
directed credit schemes to promote employment and self-employment, and it offers a large range of
untargeted subsidies (in addition to those implicit in directed credit).

30. These social protection arrangements suffer from several weaknesses. The coverage
of the Zakat and Ushr and Pakistan Bait-ul-Maal programs falls short of their intended targets, and
benefits sometimes go to unintended beneficiaries. Directed credit schemes have not been a
significant source of assistance to the poor and are unsustainable without periodic transfers of
government funds. The benefits of untargeted subsidies do not accrue to the poor for the most part.

D. Recommendations for Enhancing Current Efforts to Reduce Poverty and Improve Human
Development

31. This report contains several recommendations to make current government efforts to
address poverty and to improve human development more effective.

The Government Should Deepen its Economic and Institutional Reforms

32. Pakistan should seek to achieve sustained GDP growth on the order achieved in the
1980s -6 percent annually. But because it can no longer count on some of the main factors that
supported rapid growth in the 1980s --for example, private transfers from abroad and expansion of
irrigation-- it must enhance the efficiency of resource use in both its manufacturing and agricultural
sectors.

33. To this end, reforms in the trade regime and financial sector must be deepened. In
the financial sector, direct control mechanisms and credit subsidies should be phased out. The
ongoing bank privatization program should be continued and expanded to non-bank financial
intermediaries. These reforms would improve the efficiency of investment and help mobilize private
savings. The process of rationalizing the trade regime must be completed. Tariffs should be
compressed to a range of 10-20 percent, and tariff exemptions should be eliminated as much as
possible. Quantitative restrictions on both imports and exports should also be phased out. These
reforms would help integrate Pakistan's economy into international markets and greatly reduce the
anti-export bias that has existed thus far in the country. In doing so, they would foster efficiency and
growth.

34. The Government should also improve governance and the quality of public
administration at all levels. Critical elements include strengthening the civil service, carrying out an
effective judicial reform, and ensuring that the new regulatory arrangements being established to
oversee private utilities are operating effectively. The deteriorating law-and-order situation in parts of
the country also needs to be addressed more effectively.
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The Goverunent Should Strengthen Its Social Safety Net

35. As previously mentioned, some of the economic reforms can be expected to have
negative short-term effects on certain groups, and could push some into poverty. In this context, it is
important to consider measures the Government could take to improve the existing safety net.

36. For example, the Government could take some steps to enhance the anti-poverty
impact of the two main income transfer programs --the Zakat and Ushr, and the Pakistan Bait-ul-
Maal. It is quite fortunate that the religiously based Zakat and Ushr program already has the most
vulnerable and needy groups as its targets. It would be well if more of those --poor widows, orphans
and disabled-- could be helped, while avoiding benefiting others not so needy, so that (along with
other government welfare programs) a larger share of the poorest can be helped.

37. The Food Subsidy Scheme (FSS) absorbs the bulk of funds under the Bait-ul-Maal
program. In order to improve targeting in the FSS, the Government should consider introducing a
requirement that FSS beneficiaries contribute labor to a program of public works. Since poor people
--including those rendered poor by economic reforms- would presumably be willing to work for low
wages, public employment programs can offer wages that screen out the non-poor so that resources
can be used more effectively for poverty reduction. In view of resource constraints, and the need to
carefully evaluate the program before replication could be considered, it is recommended that this
alternative design of the FSS be first tried on a pilot basis. In the meantime, the Government should
consider introducing a screening system based on observable assets, to supplement the income-based
screening.

38. Another possible avenue to strengthening the safety net would consist of shifting
expenditures away from government subsidies that are not targeted to the poor, and using part of
these savings to expand programs targeted to the poor (such as a modified FSS program as suggested
above). "Untargeted" subsidies in Pakistan are significant, with a total annual fiscal cost of about Rs.
30 billion in 1994/95, equivalent to 1.6 percent of GDP (excluding subsidies for social services). The
bulk of benefits from these subsidies accrue to the non-poor, and the subsidies also result in economic
losses because of the resource misallocation they induce. Phasing out untargeted subsidies would free
up fiscal resources that could be allocated to basic social services, to worthwhile targeted programs
that benefit the poor, and to reducing the fiscal deficit.

39. A major category of "untargeted" subsidy is that embodied in government directed
credit schemes. The Government should make a serious effort to tighten the operation of its directed
credit schemes in order to make them financially sustainable and thus end government subsidization of
the schemes. Doing so would require increasing loan recovery rates sharply. In addition, lending
rates would need to be higher, to cover the costs of funds and administration. The availability to the
poor of loans bearing market-based rates would still improve their welfare, as long as the cost is
below that of loans from their alternative source of credit -informal lenders. This is likely to be the
case.

The Government Should Develop a Long-Term Strategy for the Financing of Basic Social Services

40. While the Government is committed to providing larger allocations to basic social
services, allocations must be feasible within the Government's macroeconomic targets, and may
require that expenditures be redistributed not only within the social sectors but also among all sectors.
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Public finance decisions will involve both the federal and provincial governments. The Government
should develop a long-term strategy for the financing of basic social services. In addition to enhanced
tax collection, the strategy may include enhanced cost recovery, and changes in the balance of the
public and private sectors in service provision. Provincial governments should assess the potential of
their own tax base as a source for increasing revenues. The Government should encourage (but not
subsidize) provision of private health and education services for those who can afford them, because it
would release public resources for the public provision of services to poorer segments of the
population. Public resources could also be augmented by enhanced cost recovery; however, the
extent and modalities of cost recovery would need to be carefully considered.

Rural Poverty: The Government Should Foster Sustained Agricultural Growth and Reassess Land
Policy

41. While sources of employment have become more diverse in rural areas, nearly two-
thirds of household heads in rural areas were still employed in agriculture in 1991, and their
households accounted for about two-thirds of the rural poor. Although non-agricultural activities in
rural areas have become quite important, their growth is likely to be driven in turn by agricultural
growth. Future agricultural growth will come primarily from increased productivity; to this end,
resources have to be allocated to crops for which the country has a comparative advantage; the
technical efficiency of inputs for each major crop has to be improved; and crop intensity has to be
increased. Each of these avenues to growth would require major policy and institutional changes.
More specifically, the Government should improve the structure of incentives facing farmers by
rationalizing the trade regime further, and withdrawing its intervention in output and input markets.
It should also reorganize and decentralize the surface irrigation system, and reorient public
expenditures by agriculture public sector agencies. It should also give a high priority to investments
in rural infrastructure (including roads, electricity, and potable water).

42. These reforms would benefit the poor by inducing a more rapid outward shift of the
demand for labor in rural areas, thus raising real wages more rapidly over time. Some of the reforms
would also benefit the poor as consumers. For example, irrigation reforms would tend to raise
productivity and reduce production costs in farming; in turn, retail prices for products that are not
traded internationally, as is the case with many fruits and vegetables, would decline.

43. Non-Governmental Organizations (NGOs) and community organizations have a
potentially important role in rural economic development. The best know example in Pakistan is the
Aga Khan Rural Support Program (AKRSP), operating in the high mountain valleys of northern
Pakistan since 1982. The AKRSP has encouraged and supported the formation of village
organizations in each village that sought help from the program. Village organizations receive
program grants for income-generating infrastructure projects (such as small irrigation works) that are
selected, implemented and maintained by the organizations themselves. In the process of completing
their project, villagers develop the capacity to manage issues collectively. A similar approach is later
applied to developing a broad array of activities to improve the community's welfare. The AKRSP
participatory approach to rural economic development has been highly successful, and interest in
replicating the approach has been widespread in Pakistan. The Government should ensure the
cooperation of its agencies to these efforts, with a view to creating a conducive environment for NGO
and community efforts.



44. NGO involvement in the provision of financial services to the poor and micro-
enterprises, while relatively recent in Pakistan, is also expanding. This development should be
encouraged by the Government. It holds the promise of a more efficient alternative to providing
financial services to the poor (in both rural and urban areas) than governmental schemes. The
example of the Grameen Bank in Bangladesh demonstrates the feasibility of large-scale provision of
financial services to the poor by NGOs, in the South Asian context.

45. The Government should also reassess its land policy. The distribution of operated
farm area in Pakistan is quite skewed and it has deteriorated since the early 1970s. Tenancy has
declined substantially, due in part to well-meaning attempts at forced land redistribution and tenancy
reforms. Government credit and irrigation subsidies, and preferential income tax treatment to
agriculture, have artificially raised the profitability of large farms. Reversing these policies has the
potential for improving the distribution of farm land, and the reforms would also make sense on
efficiency grounds.

Urban Poverty: The Government Should Improve Access to Basic Services in Slums

46. In urban areas, the broad economic reforms being pursued by the Government will
enhance the prospects for growth in manufacturing and services, the two sectors of urban economic
activity. Rapid economic growth, with its attendant labor-market effects on household incomes, is the
only hope for broad and sustained poverty reduction in urban areas. One important type of focused
pro-poor action would be to give a high priority to providing basic social services in urban slums,
which could be done in partnership with NGOs. In addition, urban slums in Pakistan have been
developing informally and their residents lack secure title to the land they occupy. The current
government program for legalizing informal occupancy should be accelerated. Slum households
would then have access to such basic municipal services as water supply and sanitation, garbage
collection and electricity.

The Government Should Strengthen Program Targeting at Women

47. Women in Pakistan have been discriminated against in seeking access to labor and
credit markets and to such government services as education and agricultural extension. Beyond
equity considerations, the abilities and skills of this major segment of the population are being vastly
underutilized, and represent a major source of productive capacity. And beyond its economic
efficiency, improving the access of women to markets and services would work toward reducing
fertility and improving children's health and education.

48. The Government has previously attempted to reach women with agricultural
extension, but the efforts failed, due largely to the difficulty in retaining female extension staff. One
good model for the Government would be the Aga Khan Rural Support Program, which is training
female extension workers at the local level. Women have also been largely shut off from credit from
official financial institutions. However, the Agricultural Development Bank of Pakistan is now
experimenting with several schemes to deliver credit to women.

49. The Government should take two parallel courses of action to improve the
representation of women, especially poor women, in any rural development program. First, it should
ensure that special provision is made for women's participation in all agriculture-related programs
(this would require the cooperation of provincial governments to succeed). Second, it should
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experiment with different mechanisms for reaching poor rural women with key services; a series of
pilot projects may be useful for identifying the most cost-effective and replicable designs.

50. In urban areas, working women are concentrated in the lowest tiers of the informal
sector, employed largely as home-based piece-rate workers or as domestic servants. Women from
poor households are concentrated more heavily in these low-paying informal jobs. The female labor
market in urban areas is clearly segmented, with many women restricted to working within the home
because of cultural traditions. This segmentation will probably decline over time as the educational
levels of both women and men improve. But the Government's top priority should be to enhance
access to education among poor urban women to broaden their range of work choices in the long
term.

The Government Should Address Child Labor Issues

51. In Pakistan, millions of children age 14 and younger work. The overwhelming
majority of working children have fathers who are employed. While poverty is the primary reason
that parents allow their children to work, many parents also believe that the quality of the education
currently being offered is not worth its costs. Thus, it is clear that the practice of child labor will
decline only gradually as the labor productivity and income of adults increase, and as the quality and
relevance of basic education improve. In the meantime, the Government should concentrate on
reducing the incidence of the most perverse forms of child labor, such as bonded labor or labor in
unsafe working environments.

The Government Should Enhance Its Poveny Monitoring Activities

52. Pakistan does not have an official poverty line. The Government may wish to
consider defining such a line, which would provide a benchmark for monitoring of poverty trends, as
well as an eligibility threshold criterion for various programs targeted at the poor. The Government
should also establish a nucleus within the administration for the analysis of poverty. At the federal
level, this could be a collaborative effort between the Federal Bureau of Statistics and the Planning
Commission; at the provincial level, governments may also wish to establish their own institutional
capabilities for poverty analysis, perhaps in cooperation with local universities.
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CHAPTER I: POVERTY TRENDS AND PROFILE

A. Poverty Trends

1.01 Poverty is multidimensional. One key dimension is conswnption poverty --the extent
to which actual levels of private consumption of households or individuals fall below a "poverty line"
that society believes represents a minimum acceptable standard of private consumption. Since the
early 1970s, Pakistan seems to have made good progress at reducing consumption poverty. But
poverty also encompasses other key dimensions; broadly speaking, they capture the extent to which
the population suffers from early mortality, a high rate of disease, and illiteracy. These measures of
human development relate to the extent to which the population has access to adequate health and
education services. Slow progress in these areas has been the Achilles' heel of Pakistan's
development effort, in sharp contrast to its generally good record on growth and economic policy.
There have, though, been some recent improvements.

1.02 The academic community in Pakistan has been studying poverty issues for at least two
decades. Since the pioneering work of S.M. Naseem in the early 1970s, numerous researchers have
attempted to measure various aspects of poverty. More recently, A.A. Ercelawn and Sohail J. Malik
have made valuable contributions to the field, and Mushtaq Ahmad has explored the feasibility of
using a basic needs approach to defining a poverty line. The household survey work conducted by
the Federal Bureau of Statistics since the early 1960s --at a time when few countries where carrying
out such surveys-- has provided the data necessary to support poverty research. Other local
researchers have analyzed the policy and programmatic aspects of poverty, including among others
Irfan Aleem, M. Irfan, R. Amjad, Shaukat Ali, A.R. Kemal, Moazam Mahmood, Shahrukh R. Khan
and Tariq Banuri. The UNDP's 1992 report on balanced development in Pakistan also covered
numerous topics that are pertinent to addressing poverty issues (UNDP, 1992). This report seeks to
enhance existing knowledge on poverty issues in Pakistan.

Trends in Consumption Poverty

1.03 Two bodies of evidence indicate that consumption poverty in Pakistan has declined
since the early 1970s.1 One body consists of published data on the national accounts, the distribution
of household income, and the real wages of unskilled workers. The other consists of numerous
studies that have sought specifically to measure the evolution of consumption poverty based on
survey data.2

i/ The historical analysis in this section is limited to the period after partition of East and West
Pakistan.

2/Pakistan's Federal Bureau of Statistics has conducted a number of Household Income and
Expenditure Surveys (HIESs), the earliest one in 1963/64. The most recent HIES for which data was
available for this report was the 1990/91 HIES. There was also a Pakistan Integrated Household
Survey conducted in 1991, which has more detailed information than the HIESs on characteristics of
household members, such as employment and level of education, and on ownership of assets.



1.04 The published data provide some broad indicators of the decline in consumption
poverty (Table 1.1). GDP per capita increased in real terms by about 70 percent between 1972/73
and 1993/94; GNP per capita showed a slightly larger increase. Second, private consumption per
capita also increased in real terms by about 50 percent. Hence, despite the fact that the population
nearly doubled during the period, there were substantial gains in income and consumption in per
capita terms. These trends suggest that the income and consumption of households in the lower
deciles of the household income distribution must have increased substantially, unless household
income distribution deteriorated to such an extent that these average gains were not shared to any
significant extent by the lower deciles. Such an extreme deterioration in household income
distribution did not occur, although distribution appears to have been somewhat more skewed at the
end of the period than at the beginning (Table 1.2).3

1.05 The decline in consumption poverty since the mid-1970s is also supported by available
data on the real wages of unskilled urban construction workers (Table 1.3). These data, available
since 1974/75, show that the average real wages of these workers have increased annually by 1.1 to
2.0 percent, depending on location. The Federal Bureau of Statistics has also collected data on the
wages of unskilled agricultural workers since 1983/84. The data for Punjab (which contains more
than 60 percent of Pakistan's rural population), show an annual average increase in real wages of 3
percent for regular ("permanent") agricultural workers and 2.1 percent for casual agricultural
workers, from 1983/84 to 1993/94. An older wage series collected by the Punjab Economic Research
Institute, discontinued in 1991/92, shows that the wages of regular workers increased in real terms
3.7 percent annually between 1974/75 and 1991/92; it also shows an even higher rate of increase
among casual rural workers.

1.06 The second body of evidence on the decline in consumption poverty consists of
several studies that have used household survey data to measure the extent of poverty. The studies
have typically measured the incidence of poverty only for one, two, or at most three survey years,
and they have used different definitions and methodologies, which yield estimates that are not strictly
comparable across studies. Nevertheless, the general pattern that emerges from these studies is that
consumption poverty has declined since about 1970. Malik (1994) provides a good review of the
literature.

1.07 The detailed analysis of trends in the incidence and depth of poverty in this report is
based on survey data from 1984/85, 1987/88 and 1990/91 (see Gazdar, Howes and Zaidi, 1994a).
According to the reference poverty line used in this report, the national head-count ratio (or
incidence) of poverty --that is, the percentage of all individuals whose consumption expenditures are
below the poverty line-- fell from 46 percent in 1984/85 to 37 percent in 1987/88, and then to 34
percent in 1990/91 (Table 1.4). The poverty gap also fell, indicating a substantial decline in the
depth of poverty. The incidence of poverty fell by slightly more in urban areas than in rural areas.
In absolute terms, the number of poor people declined sharply between 1984/85 and 1987/88, from
about 43.6 million to 38.8 million, but then fell only slightly more between 1987/88 and 1990/91, to
about 38.7 million.

3/ Estimates of income distribution from household surveys are notoriously unreliable because of
reporting problems with income. That is one reason why studies of poverty usually rely on household
expenditure rather than income.



1.08 The reference poverny line used in this report is Rs. 296 of per capita consumption
expenditures monthly in 1991/92 rural prices (and Rs. 334 in urban prices). This poverty line was
derived from the costs of a basic-needs basket of goods and services. The original work in defining
the basket was carried out by Ahmad (1993), but we adopted several modifications to arrive at our
reference poverty line (for details, see Gazdar, Howes and Zaidi, 1994a). Lanjouw (1994) derived an
almost identical poverty line using a different approach. Our reference poverty line is also very close
to the rural poverty line defined by Naseem (1977) for 1959/60. Recent works by Malik (1994) and
Ercelawn (1991) were based on nationwide reference poverty lines that are about 10 to 20 percent
lower than the one used in this report, thus yielding lower estimates of the incidence of poverty.

----.. . -: . :. -: .:.... : . . . . , -. . :. .. . ... : . -.. : - .-. -- --. . .. -.. .. .. : --. .-

Household SurveyData in Pkist The Federal.Bureau' of Statistics (PBS).has been:.:
conducting ationahousehold-income, and expenditure surveys (IESs) since 1963/64..
--These surveys were.onducted at!irregular intervals .until 1990191, when the PBS sarte :
conducing them regularly on:an aannual basis. In 1991, the FBS, with technical
assistance from the: World Bank-and UNDP,' onducted. a different kind of household: .... .
survey: the Pakistani ntegrated Household Survey (PI1S). . The 1991 PIHS was based on
a sm: ller $sample than the HlESs,' 'athoug it wa design to be nationally
representative'.: he range of topics covered, in the:1991 PIS .was broader. In. addition
to incomeand onsumption data, the'1991 IHS: colle edata on the iprtant
sociecono,.mic topics ic ludighealth, ducation, fertilitysand family pla.nnng, gmigtion, 
employment, housing and comm t l-in'astructue., Thus, unlike:The HIESs,. 1,":991
PIHS ata ca, n be use'd toi:'nve'stigate the' ccorrelatiouns betwe The: onsumption sts t o
households: and a variety of human development indicators. , Anotheer important..
charac tr tic of the 1991 PIHS was.that it used bothaieh an fealenumerators,
while the HIESs used only male:enumerators. This enabled greater accuracy in
gathering of information on certain topics such as female labr force participation. Four:
more nnual rons of the PTS will be conducted: starting' in; 1995, based on a l :rger
Sa l b t wi. t ,,'a"s,horter 'consumtion module.'. Te da from these rounds will. e. 'n
important elerment in et monmioring ,andev luation of the Social Action Program an
the questionnaire for. te new rounds ha been designd. wit that goa inmind.: For: the:.
mediumtr, Te th ''Government. may wish to consider te itegation of the two series: of ...
househild surveys ESs and PUSs) ito a single series of annul .sr veys. ese ::
surveys shld b sufficiently omrehe ive-iteir coverage of income, consumptio n- --
and hua n development indcators to enbl,e the cointinuig mnitog of c upto 
proverty reds.and ofte correlations,of consumptin poverty with huma 'developmen t
and he. availability of basic socal 'services. Mao''reo', th processing time of the
:surveys would nee.dto be, improvd; .HERS data has beenjmad available: far wh
lag of 2-3 ys : :- -: ...
which makes c itori ofpo t trend possible.

~~~~~~~~~. . . -. . . . . . .-.---.-.....-

Box 1

1.09 Because conclusions about poverty trends can vary according to the specific poverty
line used, we conducted a sensitivity analysis with a range of alternative poverty lines (Figure 1). We
plotted the head-count ratios for the three survey years for a wide range of adult-equivalent values of



monthly consumption expenditures (from about 40 percent to about 175 percent of the reference
poverty line), spanning the range of all conceivable poverty lines. Clearly, the decline in poverty
from 1984/85 to 1987/88 is evident for each poverty line within the range, since the distance between
the curves for these years is always large. But the decline between 1987/88 and 1990/91 is not as
robust; the lower the poverty line, the less the difference between the head-count ratios in these two
years. Below about Rs. 300 (or from Rs. 260 in per capita terms), the two curves are statistically
indistinguishable. These findings indicate that poverty between 1987/88 and 1990/91 either fell or
remained approximately constant, depending on whether the poverty line is drawn above or below the
Rs. 300 of adult-equivalent monthly consumption (Rs. 260 in per capita terms).

1.10 Trends in Consumption Poverty After 1990/91. Assessing trends in consumption
poverty after 1990/91 is difficult because data on the distribution of household consumption (or
income) are unavailable at this time. In the three years between 1990/91 and 1993/94, the annual
increase in private per capita consumption was about 3 percent in real terms according to the national
accounts (Table 1.1). If the household distribution of consumption had stayed the same after
1990/91, the 3 percent growth in private per capita consumption would have reduced the incidence of
poverty from 34 percent in 1990/91 to about 22 percent in 1995/96 based on our reference poverty
line (Gazdar, Howes and Zaidi, 1994a). The decline would have been fairly rapid because many
households in 1990/91 were below the poverty line but not by much. The limited data available on
the wages of unskilled workers (Table 1.3) suggest that the wages may have increased somewhat in
real terms after 1990/91 (with the exception of the wages of unskilled construction workers in
Karachi, which appear to have declined). This would tend to support the conclusion that consumption
poverty has declined since that year.

1.11 International Comparisons of the Decline in Consumption Poverty. Our estimates of
the decline in consumption poverty in Pakistan between 1984/85 and 1990/91 can be compared with
other developing countries (or groups of developing countries). These comparisons are not strictly
accurate, since the other studies on which our comparisons are based do not use the same reference
poverty line. Nevertheless, available comparison data suggest that Pakistan's progress at reducing
consumption poverty was quite good during that six-year period. Between 1984/85 and 1990/91, the
average annual compound rate of decline in Pakistan's poverty head-count ratio was 4.9 percent. A
study of consumption poverty in six East Asian countries during 1970-90 estimates that their
combined poverty head-count ratio declined from 35 percent to 10 percent, or an average annual
decline of 6.1 percent; during 1980-90, the rate of decline was a very high 8 percent (Johansen,
1993).4 Other regions of the world, however, do not come close to matching East Asia's record.
For example, the combined poverty head-count ratio in the Latin America and Caribbean region as a
whole actually increased between 1980 and 1989 (Psacharapoulos et al., 1992). Another set of
estimates suggest that the combined poverty head-count ratios for Sub-Saharan Africa and Eastern
Europe remained approximately constant during 1985-90, while the combined poverty head-count
ratio for the Middle East and North Africa region increased somewhat during the period (Ravallion,
Datt and Chen, 1992). Thus, from the limited international estimates of consumption poverty that are
available, it would seem that, with the exception of East Asia, Pakistan made greater progress at

4/ The six countries included in the study are China, Indonesia, Korea, Malaysia, the Philippines, and
Thailand.
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reducing consumption poverty in the 1980s than did other areas of the developing world. The faster
pace of poverty reduction in East Asia was mostly due to faster economic growth.5

Trends in Human Development Indicators

1.12 Pakistan made some progress in human development from the early 1970s to the early
1990s and also showed some improvements in female indicators as compared with male indicators
(Table 1.5). The total fertility rate fell by 20 percent, life expectancy at birth increased by 23 percent
(26 percent among women), and the infant mortality rate declined by one-third. The adult literacy
rate has increased by 46 percent since 1977, enrollment in primary education has increased by 19
percent since 1974 (34 percent among girls), and enrollment in secondary education has increased by
62 percent (160 percent among girls).

1.13 But despite this progress, Pakistan still lags far behind the averages for all low-income
economies.6 Pakistan's total fertility rate is 65 percent higher than the average for all low-income
economies, its infant mortality rate is 30 percent higher, its adult literacy rate is 25 percentage points
lower, and its gross primary and secondary school enrollment ratios are not much more than half the
average for all low-income economies. Moreover, the disparities in life expectancy at birth, the
under-5 mortality rate, the adult literacy rate, and especially school enrollment ratios are wider for
females than for males.

1.14 Malnutrition among infants, young children, and women of childbearing age is also a
major health concern. The 1991 Demographic and Health Survey estimated that more than half of
children age 5 and younger showed evidence of malnutrition (they were stunted, underweight, or
wasted), and that some 35 percent of pregnant and lactating women were underweight. Between 25
and 30 percent of infants had low weight at birth. These nutrition indicators are worse in Pakistan
than in many countries with comparable income levels. Pakistan also has a high malnutrition rate
among infants age 6 months and younger, indicating poor breastfeeding and weaning practices,
complicated by illness, particularly diarrheal diseases. Micronutrient deficiencies are also prevalent.

1.15 Pakistan's performance in important human development indicators has long been
poor by international standards. A recent World Bank study of progress of 71 developing countries at
reducing infant mortality rates during the 1960-90 period ranked Pakistan 50th (Aturupane, Glewwe,
and Isenman, 1994). The same study placed Pakistan 35th out of 43 countries in terms of progress in
increasing enrollment in primary education.

5/ The growth of the combined real GNP per capita for the six countries in the East Asia study
(Johansen, 1993) in the 1980-90 period was a very high 6 percent annually; that of Pakistan was 2.2
percent annually.

6/ This is in spite of the fact that Pakistan's GNP per capita of US$420 in 1992 was higher than the
average for all low-income economies of US$390 (US$370 excluding China and India).
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B. Regional Differences

Consumption Poverty

1.16 The relatively small sample size and the design of existing household surveys
constrain our region-specific consumption poverty estimates to three disaggregations: the province
level, urban and rural areas within each province, and South and North rural Punjab. Estimates of
regional differences in the incidence of consumption poverty are derived from the two most recent
surveys available --namely, the 1990/91 HIES and the 1991 PIHS (Table 1.6).

1.17 Estimates from the two sources show some similarities as well as some
inconsistencies. Nationwide, the estimates of poverty incidence from the HIES and the PIHS are
close (34 percent and 31.6 percent respectively), and both surveys show statistically significantly7
higher poverty in rural areas than in urban areas. Both sources also show Punjab as a whole having
statistically significantly higher poverty than Sindh as a whole. Disaggregation of rural Punjab into
north and south further indicates that rural South Punjab has an extremely high incidence of poverty
of close to 50 percent. According to both surveys, the incidence of poverty in rural South Punjab is
statistically significantly higher than in both rural North Punjab (26-32 percent) and rural Sindh (31-
36 percent). These results (of higher consumption poverty incidence in rural areas as compared to
urban areas, in Punjab as a whole as compared with Sindh, and in rural South Punjab as compared
with both rural North Punjab and rural Sindh) are very robust, since they hold for a wide range of
possible poverty lines.'

1.18 Estimates of poverty incidence for the two smaller provinces --NWFP and
Balochistan- show large inconsistencies between the two surveys. The HIES shows NWFP as being
poorer than the national average with 40 percent poverty incidence, while the PIHS yields an estimate
of just 20 percent. The reverse is true for Balochistan, with the HIES showing a very low poverty
incidence of 22 percent while the PIHS yields an estimate of 41 percent. Thus the consumption
poverty rankings of the two smaller provinces between themselves and relative to the two larger
provinces cannot be established with present data. Further research (and further data gathering)
would be required to establish these rankings.

Human Development

1.19 Based on the 1991 PlHS data, three important indicators of human development --
adult literacy, net primary school enrollment, and infant mortality-- are generally better in urban than
in rural areas (Table 1.7), as were indicators of consumption poverty. The exceptions are infant
mortality rates in NWFP and Balochistan, which appear to be higher in urban areas, but the

2/ All references to statistical significance in this section refer to the 5% confidence level.

I/ See Gazdar, Howes and Zaidi (1994b), who established the robustness of these results using 1991
PIHS data. We reached the same conclusion when we used data from the 1990/91 HIES.



differences are not statistically significant.9 Estimates of differences in human development
indicators in rural North Punjab and rural South Punjab are also consistent with indicators of
consumption poverty, with rural North Punjab shown as having higher adult literacy and primary
school enrollment rates and a lower infant mortality rate; however, the differences for female literacy
and primary school male enrollment are not statistically significant. Comparisons between rural South
Punjab and rural Sindh are inconclusive, because for these two regions none of the differences
between the human development indicators analyzed in this report (Table 1.7) are statistically
significant. Comparisons between NWFP and other regions are also hampered by the fact that a
majority of all possible comparisons do not show statistically significant differences. Analysis of
those differences that are statistically significant indicates that NWFP is better-off in terms of male
primary school enrollment than both Sindh and Balochistan; that urban areas of NWFP are worse-off
than urban areas of Punjab and Sindh in terms of female literacy, and also relative to urban Punjab
for male literacy; and that urban NWFP is worse-off than both urban Punjab and urban Sindh in
terms of infant mortality.'" Human development indicators in Balochistan appear consistently poor
(Table 1.7), although once again many of the differences in human development indicators relative to
other regions are not statistically significant.

C. Characteristics of the Poor

Assets and Economic Opportunity

1.20 Based on data from the 1991 PIHS, we classified all households nationwide into four
economic categories: agriculture workers, wage earners outside agriculture, self-employed outside
agriculture, and a residual "other" (Table 1.8). These categories are defined largely on the basis of
occupation of the household head. The first three categories correspond roughly with one of three
types of assets: land, human capital, and financial or physical capital. Agricultural households are
further categorized by their access to land: owner cultivators, tenants, and agricultural laborers.
Wage earners are categorized as "white collar", skilled/semi-skilled, and casual/manual. White-collar
workers are employed primarily in regular and secure jobs in the formal sector. The skilled/semi-
skilled category includes production workers, as well as such tradesmen as plumbers and electricians.
The casual/manual category largely includes workers in unskilled and casual labor jobs, with low
rates of pay and insecure employment. The self-employed were classified by the asset value of their
enterprises."

2/ It may be noted that the national infant mortality rate from the 1991 PIHS is 119 per thousand live
births, much higher than the official estimate of 91 per thousand reported in Table 1.5.

jQ/ It may be added that both the PIHS and HIES samples for NWFP did not include several districts
in the extreme north-west of the province (the Malakand division), which are generally believed to be
very backward. FATA, for which NWFP is administratively responsible, was also excluded from the
two surveys. Inclusion of these areas in the NWFP sample would probably worsen NWFP's
indicators.

11/ A more precise method would be to look at income shares from various sources, and to classify
households on this basis. This is a topic that deserves further research.



1.21 In the urban sample, 44 percent are wage earners, 36 percent are self-employed, and
20 percent are either inactive or undetermined. Poverty headcounts correspond well with the level of
asset holdings (including human capital) in both the wage earner and self-employed categories.
Among wage earners, white-collar workers have the lowest poverty headcount (at 22 percent, which
is similar to the poverty headcount for the self-employed with assets worth Rs. 10,000 or more),
followed by skilled/semi-skilled workers (with a poverty headcount of 28 percent), and casual/manual
laborers (at 38.3 percent). The self-employed category shows an even greater range of poverty
incidence that points to the importance of ownership of assets. Those whose assets are valued at less
than Rs. 1,000 have the highest poverty headcount of all groups (51 percent). This group,
constituting about 9 percent of the urban sample, is even worse off than casual laborers. The results
for the wage-earner and self-employed categories confirm that both human and physical capital are
important determinants of a household's standard of living.

1.22 In the rural sample, 64 percent of the households are classified as agricultural, with
owner cultivators as the largest group (37 percent). This category is diverse, varying widely by
amount of land owned, ownership of other assets, quality of the land, and other factors. Their
poverty headcount is somewhat lower than the average for the entire rural sample. Tenants constitute
a sizable group (14 percent) of the rural sample and have a high poverty headcount (at 44 percent).
Agricultural laborers, at 7 percent of the rural sample, are even worse off (with a poverty headcount
of 56 percent). Among non-agricultural rural households, the groups with the highest poverty
headcounts are casual workers (at 45 percent) and the self-employed with less than Rs. 1,000 in assets
(with headcount of 46 percent). The poverty headcounts among wage-earner and self-employed
households are remarkably similar in urban and rural areas. The negative correlation between asset
ownership and the headcounts observed in urban areas also holds for most categories in rural areas.

Education, Health and Fertility

1.23 As noted earlier, Pakistan's human development indicators are very low by
international standards. Here, we discuss disparities in these indicators between Pakistan's poor and
nonpoor (as defined by per capita private consumption).

1.24 Education. The literacy rate among the population age 5 and older for the lowest
quintile of household expenditures was only about 19 percent in 1991, compared with an overall
average of 29 percent among all quintiles, and a 44 percent rate for the highest quintile (Table 1.9).
School enrollment ratios for children of primary school age also show a similar pattern (Table 1.10);
but the disparities between the figures for the highest and lowest quintiles (at 70 and 39 percent
respectively) is smaller than the disparity between the literacy rate figures for the two quintiles,
suggesting that the poor are narrowing the primary education gap over time. But the gap is still
wide. The differentials in primary school enrollment among quintiles are also larger for girls than for
boys; poor girls are the most educationally disadvantaged of all groups.

1.25 Health. Differences between the poor and the nonpoor are less clear cut for health
indicators. Estimates from the 1991 PIHS indicate that the infant mortality rate for children born in
the 1986-91 period in the lowest quintile of total household expenditures was 152 per thousand live
births; this figure is much higher than the average of 127 per thousand among all quintiles, and the
(still quite high) figure of 113 per thousand for the highest quintile. One unexpected result is that the
infant mortality rate for the second lowest quintile is the same as for the highest quintile. Infant
mortality for all expenditure groups is inversely correlated with the mother's education (134 infant
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deaths per thousand births among mothers without any education, compared with 81 per thousand for
mothers with some education). It is also inversely correlated with the quality of water and sanitation
facilities available to households (Table 1.11). An examination of the correlation between types of
facilities and per capita household expenditures indicates that richer households have better house
floors and drains for liquid waste disposal, but not better toilet and drinking-water facilities. Thus,
the relationship between infant mortality and household expenditures is not altogether clear.

1.26 Moreover, the PIHS data do not indicate a strong correlation between the incidence of
disease and per capita household expenditures. The incidence of diarrhea in children aged 5 and
younger was roughly 25 percent in the 30 days preceding the survey among boys, girls, and all
quintiles, and was only slightly lower in urban areas (Table 1.12). In the lowest expenditure quintile,
80 percent of the households reported having at least one member sick in the 30 days preceding the
survey, which was not much higher than the figure of 74 percent reported by the highest quintile
(Table 1.13). These results appear to be counter-intuitive, as it would be expected that the poor
would bear a heavier burden of disease than the nonpoor. It is possible that richer households are
more aware of the presence of disease than poorer households, thus creating a reporting bias.

1.27 Households in Pakistan appear to allocate a considerable share of their expenditures to
health care. Estimates based on data from the health section of the 1991 PIHS show that the lowest
expenditure quintile spends about 7 percent of total monthly household expenditures on health care.
The corresponding figure for the highest quintile is 13.7 percent, and the overall average is 9.5
percent (Table 1.14). These figures are based on the reported cost of treating an illness in the 30
days preceding the survey. The consumption section of the 1991 PIHS yields an estimate of 3 percent
of total household expenditures in the 12 months preceding the survey, or about one-third the figure
obtained from the health section of the survey. Which estimate is better? The estimate from the
health section may be an overestimate because people tend to report illnesses in the current period that
actually occurred in an earlier period. But it is also possible that the consumption section
underestimates health expenditures. Further research is required to clarify this point.

1.28 Fertility. The poor and nonpoor show clear differentials in fertility patterns and their
knowledge and use of family planning (Tables 1.15 and 1.16). Among married women age 35 and
older (who have largely completed their reproductive cycle), those in the lowest expenditure quintile
have had an average of two more children than women in the highest quintile. But the number is
quite high even in the highest quintile, at 6.1 children. The mother's education is inversely correlated
with the number of children; mothers without any education have an average of 1.4 more children
than those with some education (among all quintiles together). The use of contraception among
women in the highest quintile is almost three times the rate among women in the lowest quintile (but
still quite low at 9.2 percent). Knowledge of contraception among women in the highest quintile is
greater than among women in the lowest quintile (41 versus 31 percent).
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CHAPTER II: ECONOMIC POLICIES, GROWTH AND POVERTY REDUCTION

2.01 This chapter stresses the importance of good economic policies for economic growth
and poverty reduction. The first section provides a brief overview of the economic policies pursued
by Pakistan from the early 1970s to the 1990s. While growth was generally good, high fiscal deficits
financed through heavy government borrowing were an unsustainable development strategy.
Moreover, there was excessive government intervention in the operation of various markets, and the
public sector's performance in the area of human development was very weak. These problems are
being addressed through a program of stabilization and adjustment, complemented by a Social Action
Program. The second section of the chapter discusses the relationships between the program of
stabilization and adjustment and poverty. Aggregate effects in terms of growth and poverty reduction
appear to have been positive; individual reforms are likely to have produced both winners and losers.
The final section of the chapter discusses certain sectoral policy and institutional reforms that are
critical for poverty reduction.

A. Economic Policies and Growth from the 1970s to the 1990s'

2.02 Pakistan's economy grew more slowly in the 1970s than in the previous decade.
Average GDP growth in the 1970s was 4.8 percent annually, compared with 6.8 percent in the 1960s;
GDP per capita grew by 1.7 percent annually in the 1970s compared with 3.9 percent in the 1960s.
Slower growth was attributable to domestic policies and external shocks, especially the two oil price
increases of 1974 and 1979. The partition of East and West Pakistan in 1971 and adverse weather
conditions in several years also hurt growth.

2.03 From 1972 to 1977, Government policy was generally hostile to the private sector, in
contrast to its policy stance in the 1960s. Between 1972 and 1976, the Government implemented a
large-scale nationalization program that shook the confidence of the private sector and impaired the
efficiency of resource use. Private investment declined sharply, and by 1976/77 it was only 56
percent of its level in 1969/70. Public investment increased, but the bulk of it was in long-gestation
projects, such as the Pakistan Steel Mill. Moreover, it is likely that public investment in nationalized
industries was not as efficient as the private investment it replaced. During this period the
Government also pursued expansionary monetary and fiscal policies, widening its fiscal deficit and
fueling inflation.

2.04 The new Government installed in July 1977 began to reverse these policies gradually,
shifting emphasis back to the private sector. The new Government privatized some of the
nationalized industries (flour mills, cotton ginning plants, rice mills, and others), and it de-emphasized
public investment in nationalized industries. Thus, a gradual shift in economic policy was well under
way by the second oil price increase (1979). The effects of the second oil price increase on the
current account balance and national income were largely mitigated by a rapid increase in private
transfers from abroad (primarily remittances from workers). These transfers accelerated sharply in
1977/78 and reached a peak of more than U.S.$3 billion in 1982/83, equivalent to 10.7 percent of

1/ This section is based largely on Byrd and Qadir (1994) and World Bank (1995).
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GDP (Table 2.1). More prudent fiscal and monetary policies after 1978/79 and a declining fiscal
deficit also enabled Pakistan to weather the second oil price shock.

2.05 After this first attempt at economic stabilization, between 1979/80 and 1981/82, fiscal
policy became more lax. By 1987/88, the consolidated fiscal deficite had increased again, reaching
8.5 percent of GDP. The Government implemented its second stabilization program from 1988/89 to
1989/90, with support from the IMF's Structural Adjustment Facility. But the program also failed to
yield lasting results. The latest stabilization initiative began in 1993/94, with support from the IMF
and the World Bank. It has achieved some success. The consolidated fiscal deficit fell from 8
percent of GDP in 1992/93 to 5.9 percent in 1993/94, and an estimated 5.6 percent in 1994/95. The
current account deficit fell from more than 7 percent of GDP in 1992/93 to 3.9 percent in 1993/94,
and then rose slightly to about 4 percent in 1994/95. Gross international reserves have increased
sharply. But there has been some weakening of the program with the 1995/96 budget, and it is
critical that efforts to bring the fiscal deficit down further be stepped up.

2.06 Between 1980/81 and 1990/91, despite the lax fiscal policy, total GDP in Pakistan
grew by an average of 6 percent annually. GNP per capita grew by an average of 3.2 percent
annually, which was lower than the average of 3.9 percent among all low-income countries (World
Bank, 1993). But the 3.9 percent figure reflects the extraordinary performance of China, whose per
capita GNP grew by 7.8 percent annually during the period. And when this group of low-income
countries excludes China and India (whose per capita GNP grew at the same rate as Pakistan's), their
per capita GNP grew by 1 percent annually in the 1980s. Pakistan's economic growth slowed in the
early 1990s, to an annual GDP growth rate of 4.4 percent between 1990/91 and 1993/94. Total GDP
is estimated to have grown by 4.7 percent in 1994/95.

2.07 Starting in the late 1970s and continuing in the 1980s and 1990s there have also been
significant structural reforms of the economy, which have accelerated in recent years. Such reforms
aim at altering the organization of the economy in order to achieve greater efficiency and economic
growth. The general objective has been to move from an economy in which the Government
intervenes extensively to a much more open, market-oriented economy. The main areas of reform so
far have been:

(i) deregulation of investment and prices;

(ii) privatization of State-owned enterprises (SOEs);

(iii) financial sector reforms, especially the recent removal of caps on lending rates
(except for some special schemes) and enhanced competition in the banking sector
through relaxation of entry and privatization;

(iv) reforms of the trade regime, including the reduction of quantitative import
restrictions, lowering of tariff levels and dispersion, and abolition of export taxes;

(v) liberalization of foreign exchange transactions;

2/ Including the finances of the federal and provincial governments, railways, post office, telephone
and telegraph, and four autonomous bodies (WAPDA, OGDC, NFCP and PTV).
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(vi) a more flexible management of the exchange rate; and

(vii) taxation reforms, including measures to reduce evasion, to increase the relative
weight of direct taxes (wealth and income taxes), and to expand the coverage of the
sales tax.

Deepening Stabilization and Adjustment

2.08 Pakistan should seek to achieve sustained GDP growth at a pace at least as rapid as
the growth achieved in the 1980s -6 percent annually. But it can no longer count on some of the
factors that enabled rapid growth in the 1980s. Private transfers from abroad are not as plentiful,
having declined gradually to 4.6 percent of GDP in 1993/94 (Table 2.1). Previous sources of
agricultural growth, still the major sector of the economy, have weakened. The great expansion of
tubewell and surface irrigation is nearing its end. At best, irrigation water could be increased by
another 10 percent, but at great cost. Major technological breakthroughs, such as the improvements
in seed varieties of the Green Revolution, are not currently on the horizon. Rapid agricultural growth
will require much greater efficiency in the sector's resource use, in turn requiring significant changes
in sectoral policies and institutions.3

2.09 At the same time, certain negative factors persist from previous decades, constraining
economic and social progress. These include a low level of human development, a high rate of
fertility, and a low national savings rates. Investment in basic infrastructure has also been
insufficient, as reflected by the persistent power shortages of recent years, and the increase in
waterlogging and salinization of agricultural land (due to insufficient drainage). The long-standing
conflict with India and the legacy of weak fiscal policies have rendered the structure of public
expenditures very rigid. Defense expenditures and interest payments on the government debt
currently consume almost 60 percent of current government expenditures.

2.10 The high fiscal deficits incurred from the 1970s to the early 1990s were financed by
heavy government borrowing from abroad and from the domestic private sector. This policy became
increasingly unsustainable during the 1980s as debt to GDP ratios rose. Given the resulting debt
overhang from that period, if Pakistan were to continue to run fiscal deficits of the magnitude
incurred in the past, a financial crisis would quickly emerge. This, in turn, would have disastrous
consequences for growth and poverty reduction. As already indicated, the present stabilization plan
has already brought the fiscal deficit down from 8 percent of GDP in 1992/93 to 5.6 percent in
1994/95. These gains should be consolidated by bringing the fiscal deficit down further and
maintaining it at low levels.4

2.11 In order to forge ahead at a sustained pace, Pakistan must maintain a strong focus on
several critical elements of its economic reform program:

(i) Fiscal policy. The process of reducing the fiscal deficit must be continued. Tax system
reform is critical to this process. The provinces also have ample scope for mobilizing their

3/ Agriculture sector issues are further discussed in Section II.C.

4/ For a detailed discussion of these issues, see Ahmed (1994).
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own resources more effectively. At the same time, sufficient public expenditures must be
allocated to expanding and improving basic social services and basic infrastructure (in
partnership with the private sector).

(ii) Privatization. The process of redefining the respective roles of the public and private
sectors must continue. This implies deepening the process of state enterprise privatization. It
also implies putting in place the legislative and administrative arrangements for facilitating
private sector participation in certain areas of economic activity previously the domain of the
Government. Examples are power generation and transmission, and certain aspects of
agricultural output and input marketing (e.g., wheat, fertilizers, and irrigation management).

(iii) Financial sector. Pakistan must move further toward indirect monetary controls,
gradually phasing out the direct control mechanisms that remain. At the micro level,
concessional credit schemes and mandatory credit targets should be phased out gradually,
while prudential bank regulations and supervision must be strengthened. The ongoing bank
privatization program should be continued and extended to non-bank financial intermediaries.
These reforms would improve the efficiency of investment and facilitate the mobilization of
private savings.

(iv) Trade regime. The process of rationalizing the trade regime must be completed. The
objective should be to establish a tariff structure with a low mean and a low dispersion (e.g.,
compressing all tariffs to a range of 10 to 20 percent), while limiting exemptions as much as
possible. Quantitative restrictions on both imports and exports should be phased out. These
reforms would help to integrate Pakistan's economy with international markets, thus fostering
efficiency, international competitiveness and growth.

(v) Social sectors. A national consensus has recently emerged that public spending on basic
social services should be increased and their management and delivery improved. The
Government's Social Action Program (SAP), started in 1992/93, is a major initiative in this
regard. (Chapter III contains a more detailed discussion of social sector issues).

(vi) Governance and public administration. Sustained growth and accelerated human
development will also require improving governance and the quality of public administration
at all levels. Critical elements in this regard include strengthening the civil service, carrying
out an effective judicial reform, and ensuring an effective operation of the new regulatory
arrangements being established to oversee private utilities. Improving governance and public
administration would greatly facilitate reforms in all other areas discussed here.

2.12 Rapid, sustained growth would lead to rapid consumption poverty reduction, provided
such growth is broad-based. Taking the situation in 1990/91 as the base, we have carried out
simulations of what would happen to the poverty head-count ratio in the period 1990/91 to 2010/11,
under alternative growth assumptions, and assuming no change in the distribution of per capita
household consumption expenditure, other than the increase in its mean (Table 2.2). For example, if
per capita consumption would grow at a low rate of 1 percent per year, by 2010/11 there would still
be about 18 percent of the population below our reference poverty line. By contrast, a 3 percent
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growth rate in per capita consumption would reduce the incidence of poverty to just 2.5 percent by
2010/11.5

B. Stabilization, Adjustment and Poverty

Aggregate Effects

2.13 In the period of stabilization and adjustment after 1980, growth performance has been
better than in the 1970s, and it has resulted in a substantial decline in consumption poverty. From its
4.8 percent annual growth in the 1970s, GDP grew by an average of 5.5 percent annually between
1980/81 and 1994/95; GDP per capita grew by 1.7 and 2.4 percent, respectively. Our calculations
have shown that consumption poverty declined substantially between 1984/85 and 1990/91 (Chapter
I). Ercelawn (1992) reached a similar conclusion when he examined the period from 1979 to
1984/85. There is also some evidence that consumption poverty continued to decline after 1990/91
(see para. 1.10). This relatively good performance in the post-1980 period is likely to have been due
at least in part to improved economic policies, such as the more flexible exchange rate management
after 1982 and the partial liberalization of the economy. Certain favorable external factors --most
notably, opportunities for the emigration of labor to the Middle East-- also contributed to the good
performance.

2.14 From the early 1980s to the early 1990s, human development indicators also showed
some progress (Table 1.5). In this regard, an important policy question is whether the various
unsuccessful attempts at reducing the fiscal deficit had a negative impact on public expenditures for
basic social services. In primary education, they have not. Per capita expenditures by the provinces
on primary education more than doubled in real terms between 1980/81 and 1990/91 (Table 2.3).
Per capita expenditure by the provinces on health (all levels of service combined) in real terms were
about twice as large in 1990/91 as they were in 1980/81 (Table 2.4). Moreover, government
expenditures on basic social services are now expanding rapidly under the SAP. Total national
spending on SAP priority sectors increased from 1.7 percent of GDP in 1992/93 to about 2 percent of
GDP in 1994/95. The Government is firmly committed to protecting these expenditures as it
proceeds with further fiscal adjustment efforts.

Effects of Specific Reforms

2.15 On an aggregate basis, the post-1980 economic reform program has been associated
with more rapid economic growth, a significant reduction in consumption poverty, and an increase in
per capita government spending on social services. At the same time, however, some aspects of the
post-1980 economic reform program are likely to have had a negative impact on certain groups, at
least in the short term. Thus, for example, privatization of state enterprises leads to displacement of
workers. Likewise, adjustments towards a more efficient economic structure, such as those embodied
in the rationalization of the trade regime, lead to changes in relative prices and in the composition of
production and labor demand. And increases in indirect taxes reduce the real disposable income of

f/ This assumes that the poverty line is held constant in real terms. As time goes by, society's
perception of what it means to be poor "ratchets up", and a new poverty line would have to be
defined eventually. In this sense, poverty is a moving target.
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households. Of course, it is not only the poor who are affected by these various adjustments; but the
poor are also affected, and some households not previously poor may be rendered poor by the
adjustments.

2.16 Privatization of SOEs. There are two main reasons for privatizing state enterprises.
The first relates to the desirability of redefining the role of the Government by discarding from the
public sector certain commercial and industrial activities that, it can be expected, would be more
efficiently carried out by the private sector. This would enable the public sector to concentrate on
those activities where it has a true comparative advantage. The second reason is that privatization
could help to reduce the fiscal deficit. This is especially so if the proceeds from privatization are
used to reduce the government debt (as they should be). Since public enterprises tend to be
overstaffed, however, privatization would lead to loss of employment for many employees. Those
who did not manage to get a comparable job elsewhere would suffer a decline in income. In
Pakistan, a generous relief package was agreed between the Government and state enterprise workers
early on in the process in order to alleviate this problem.6 Nevertheless, some workers may still
suffer a net loss as a result of losing their jobs through privatization. Most of these workers would
not be poor according to the definition in this report, although some could become poor as a result of
losing their jobs.

2.17 Financial Sector Reform. The previous policy of capping lending rates at unrealistic
levels encouraged credit rationing. Such rationing favors those with connections and collateral, who
are not usually the poor or even small businesses. Support for this view comes from data from the
1988 Census of Small and Household Manufacturing Units (CSHMI), which show that small
manufacturing units (with fewer than 10 employees) financed only about 1.2 percent of their total
investment in that year with loans from financial institutions. The corresponding figure for household
manufacturing units was negligible. A 1994 survey of industrial and commercial private enterprises
carried out under the Private Sector Assessment (under preparation by the World Bank) confirms that
private enterprises with fewer than 10 permanent employees have not relied much on institutional
sources to finance their investment (only about 4 percent of the most recent investment by these
enterprises). In contrast, enterprises with 100 to 499 permanent employees have financed 25 percent
of their most recent investment, and enterprises with 500+ permanent employees have financed 42
percent of their most recent investment, from institutional loans. The recent elimination of lending
rate caps should facilitate access to institutional credit among the poor and small businesses.
Although the lending rates for loans from financial institutions will be high given the high transaction
costs associated with small loans, they will probably be lower than those charged by informal lenders,
thus making the poor better off. Financial sector reforms have also enhanced competition among
banks. This can be expected to result in better services and better terms for depositors, including the
poor.

2.18 Reforms of the Trade Regime and External Payments. Overall, rationalizing the trade
regime and liberalizing external payments should increase efficiency and speed up economic growth,
thus accelerating poverty reduction. At the same time, the pattern of labor demand should change,
creating new opportunities for many workers but also causing problems for others. Rationalizing the

E/ According to current practice, unionized workers receive a lump-sum payment of five months of
wages for each year of service. Workers over 58 and non-unionized workers are entitled to three
months of wages for each year of service.
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trade regime should create greater incentives for exportation, thus increasing labor demand in export
industries. But labor demand would decline in import-competing industries that are not able to
compete under reduced protection.

2.19 Evidence suggests that efficiency in manufacturing production in Pakistan is already
improving. A comparison of studies by Naqvi and Kemal (1990) of 93 manufacturing industries
using 1980/81 data, and Kemal (1993) for a subset of those industries using 1990/91 data, indicates
that domestic resource cost coefficients declined across a number of industries. These declines are
indicative of a manufacturing resource allocation that is more in line with the country's comparative
advantage.7

2.20 Exports have also been responding to improved incentives. The export/GNP ratio
rose from about 8 to 9 percent in the early 1980s to 15 to 16 percent in the early 1990s. During this
period, exports of cotton yard and thread, cotton fabrics, textile clothing and accessories, synthetic
textiles, hosiery, sporting goods, surgical instruments, and leather products have grown rapidly.
Manufacturing census data from the late 1980s indicate that these industries had a higher-than-average
labor intensity within manufacturing (Nasim, Naqvi and Ilahi, 1995). Hence, the rapid growth of
these industries would tend to increase the average labor intensity of manufacturing.

2.21 The same data indicate that some of the import-substituting manufacturing industries
with a high degree of effective protection, such as industrial chemicals, iron and steel, and petroleum
products, were highly capital-intensive. This pattern would tend to limit the extent of the job losses
associated with reducing protection to these industries.

2.22 Nevertheless, a certain proportion of workers in highly protected import-substituting
industries are likely to be displaced. Such workers are not likely to be among the poor (as defined in
this report), but could fall below the poverty line as a result of losing their jobs. The severity of this
effect would depend in part on how quickly the displaced workers can switch to sectors in which
trade reforms have improved incentives --namely, export industries. This is partly a function of the
flexibility of the labor market. Although labor legislation sometimes makes labor markets too
inflexible, this problem does not appear to be severe in Pakistan. Labor legislation applies to less
than one-fifth of the employed labor force in the manufacturing sector. Many of the affected firms
have circumvented the legislation by fragmenting large units into smaller units, contracting out part of
their operations ("putting out"), and increasing their reliance on contract workers. Representatives
from private firms interviewed for the Private Sector Assessment survey also did not perceive that the
labor regulations posed major problems. Thus, Pakistan appears to be relatively well positioned to
accommodate inter-industry shifts in labor use.

2.23 Tax Reform. Some of the ongoing initiatives to reform the tax system can be
considered pro-poor. Especially beneficial for the poor would be any substitution of direct for
indirect taxation. Increasing the relative importance of direct taxation has been one of the goals of
the reforms in Pakistan, and the collection of direct taxes has increased, although only slightly thus
far. Direct taxes collected as a percentage of GDP increased from an average of about 1.8 percent
between 1987/88 and 1989/90 to 2.8 percent in 1993/94. Increasing indirect taxation by expanding

7/ One of the background papers to this report (Nasim, Naqvi and Ilahi, 1995) provides a more
detailed discussion.
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the coverage of sales taxes would tend to reduce the real incomes of the poor, as well as of other
groups; in Pakistan, the incidence of indirect taxation has been approximately the same for all
income deciles (Ali and de Kruijk, 1994). Thus, increased indirect taxation would hurt the poor in
the short term. But, as noted, lowering the fiscal deficit is necessary for ensuring sustained economic
growth, which in turn is key to sustaining the reduction in poverty. There is thus a trade-off between
the short and the longer term, in terms of poverty effects.

C. Sectoral Policies

2.24 Our discussion has highlighted the broad economic reforms being pursued by the
Government, and its remaining agenda thereof (para. 2. 11). Deepening of these reforms is critical
for sustained poverty reduction in both rural and urban areas. In addition, there is a more micro-
oriented agenda of reforms which is also important for poverty reduction. Ongoing reforms in basic
social services and suggested further actions in this regard are discussed in Chapter III. This section
briefly discusses some other policy areas the Government may wish to focus upon in its efforts to
increase the productivity and incomes of poor households. The discussion is organized along
rural/urban lines. It must be kept in mind, however, that population location is changing over time,
with net migration to the cities taking place. This implies that, over time, efforts to tackle poverty in
the urban context will become progressively more important, relative to efforts aimed at rural areas.

Reducing Poverty in Rural Areas

2.25 Sources of employment in rural areas have become more diverse in recent decades.
Nevertheless, nearly two-thirds of household heads in rural areas were employed in agriculture in
1991, and their households accounted for 65 percent of the rural poor (Table 1.8). Non-agricultural
wage earners accounted for 18 percent of household heads in rural areas; the self-employed outside of
agriculture comprised 15 percent. While non-agricultural activities have become quite important,
their growth is likely to be driven by agricultural growth. Hence the main policy focus should be on
the conditions that promote high and sustained agricultural growth.

2.26 Growth in Pakistan's agriculture has been impressive --about 3.6 percent annually in
the past 25 years. But some concern has been expressed that rapid growth may not be sustainable
unless major reforms are undertaken. World Bank (1994) and Faruqee (1995) provide a detailed
analysis of the policy and institutional reforms that are required. These reports argue that the
momentum for growth may be waning. Total cultivable land and irrigation resources cannot be
increased significantly. The cotton crop has also been infected by a virus in recent years. Future
growth must come primarily from increases in productivity --achieved by allocating resources to crops
for which the country has a comparative advantage; improving the technical efficiency of inputs for
each major crop; and increasing cropping intensity. All of this would require major policy and
institutional changes.

2.27 To achieve rapid agricultural growth, the Government should focus on the following
priorities:

(i) Incentives. While direct government intervention in agricultural output markets has
diminished, it still causes distortions in resource allocation. Restrictions on cotton exports
and the protection of sugarcane are two persistent problems. Manufacturing is still highly
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protected, indirectly penalizing agriculture. Government intervention also affects two vital
inputs -fertilizers and seeds. The Government should consider withdrawing from all
marketing activities for agricultural outputs and inputs. It should also complete the reform of
the trade regime, which would induce farmers to produce output that reflects the country's
comparative advantage.

(ii) Efficiency of water use. The efficiency of irrigation water use can be enhanced
significantly, facilitating increases in cropping intensity over time (World Bank, 1993c,
discusses the associated issues). Briefly, the proposed strategy would involve decentralizing
the Indus Basin irrigation system through reliance on water user associations, public utilities
and the development of water markets.8 The new strategy should be complemented with
investments in drainage to reduce waterlogging and salinization in the system.

(iii) Agriculture public expenditures. Public expenditure by agriculture public sector agencies
needs to be reoriented towards supporting the changing needs of the sector (see Faruqee,
1995).

(iv) Investment in infrastructure and human resources. Within the currently tight fiscal
situation, high priority should be given to investments in infrastructure (including roads,
electricity, and potable water) and human resources in rural areas. Human resource issues are
discussed in Chapter Ill.

2.28 These reforms would benefit the poor by enhancing growth of the agricultural sector.
More rapid growth would foster a greater demand for labor in rural areas, increasing real wages more
rapidly over time. Some of the reforms would also benefit the poor more directly. For example,
irrigation reforms would increase productivity and reduce production costs; retail prices for products
that are not traded internationally (such as many fruits and vegetables) would also decline, benefitting
the poor as consumers. Allowing the free exportation of cotton would seem to be another case in
point. A recent study (Ali and de Kruijk, 1994) found that the volume of implicit income transfers
caused by government intervention in agricultural prices has been considerable. Moreover, the study
found that the net contributors to these transfers have tended to be farmers in especially poor rural
areas, such as Southern Punjab (which has faced the highest implicit tax rates). Conversely, the net
recipients have tended primarily to be those living in urban areas and other relatively richer zones.
The implicit taxes on the producer prices of cotton and wheat have been by far the primary
determinants of implicit income transfers among zones. Thus it appears that agricultural pricing
policy has tended to exacerbate poverty, in addition to creating resource allocation inefficiencies.

2.29 Does the Government have other policy options in its quest to help the rural poor?
Can it target other reforms that would induce a more pro-poor distribution of the benefits of rural

8/ Some government officials have expressed concern about possible infringement of the rights of
small farmers under a decentralized system, as is often the case under the present arrangements. The
best safeguard against such abuses would be the existence of strong and democratic Farmers'
Organizations empowered to seek enforcement of individual water rights through the courts, together
with suitable legislation on water rights and a well-functioning justice system to enforce the laws.
Progress in these areas will be key to the success of the proposed decentralized system. The present
system, however, is not sustainable and hence it is not a viable alternative.
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growth? There is at least one policy area which seems to hold considerable promise, but more
research is necessary before the best course of action can be determined. This is land policy. The
distribution of operated farm area in Pakistan is quite skewed, and its degree of concentration has
increased since the early 1970s, as indicated by an increase in the Gini coefficient of the distribution
from 0.52 in 1972 to 0.58 in 1991. It is likely that certain government policies and initiatives have
contributed to the skewed distribution of operated farm area. A case in point are the attempts at
forced land redistribution and tenancy reform. While well intentioned, these attempts have
contributed to a secular decline in tenancy (thus leading to an increase in the concentration of
operated farm area). Moreover, certain government policies have artificially raised the profitability of
large farms. These policies include credit and irrigation subsidies, and preferential income tax
treatment to agriculture. Credit subsidies also tend to bias production technology towards greater
capital intensity when used to purchase agricultural machinery. Reversing these policies would reduce
the expected net profits of large farms, which in turn may prompt some larger landowners to sell
their farms, thus putting downward pressure on the market price of farm land. Poor households
would then find it easier to purchase farm land. These policy reforms could improve the distribution
of farm land, and the reforms also make sense on efficiency grounds (see Binswanger, Deininger and
Feder, 1993).

2.30 Improving Opportunities for Poor Rural Women. According to the 1991 PIHS, labor
force participation among rural women is a fairly high 43 percent. Women from small landowning
households and tenant households bear a double burden of "productive" and household work. The
same is true of landless women if they work outside the home, usually in agricultural work. While
Pakistan's Social Action Program signals a concerted effort to include women in social sector
programs, a similar effort is not yet evident in other government programs whose objective is to
support production directly (see the detailed discussion in Kazi, 1994). For rural women, the two
most important areas are agricultural extension and credit (or, more generally, financial services,
including savings facilities). Earlier attempts to reach women with agricultural extension have failed,
due to difficulties in retaining female staff. A possible solution could be to train local female
extension workers, an approach used successfully in the Aga Khan Rural Support Program (AKRSP).

2.31 The provision of credit from official financial institutions has appeared to discriminate
against women. For example, the approximately 950 women's cooperatives in the country are
excluded from credit and training programs provided through the Federal Bank for Cooperatives and
the Cooperatives Department. In July 1992, the ADBP launched an Agricultural Credit Program
targeted at the landless rural poor and small farmers. The program has experimented with various
pilot schemes to deliver credit to women, using female field staff and different forms of collateral.
Although the program is still at an early stage, the ADBP reported a promising recovery rate of 92
percent for its loans to women as of April 1995.

2.32 The Government may wish to consider two parallel courses of action to improve
representation among rural women, especially poor rural women, in its development programs. First,
it should ensure that special provision for women's participation is made in the design of all
agriculture-related programs, including training, extension, credit, and livestock improvement. It
should not be assumed that women will benefit automatically. Secondly, at present, there is very
limited knowledge of what works in different settings in reaching poor rural women with these
services. Thus it may be useful to experiment through pilot projects that test strategies for reaching
women with these services, and then implement the most cost-effective design on a national scale.
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2.33 The Role of Non-Governmental Organizations (NGOs). NGOs and community
organizations have an important role in rural economic development. The best known example in
Pakistan is the Aga Khan Rural Support Program, operating in the high mountain valleys of northern
Pakistan since 1982. The AKRSP has encouraged and supported the formation of village
organizations in each village that sought help from the program. Village organizations receive
program grants for income-generating infrastructure projects (such as small irrigation works) that are
selected, implemented and maintained by the organizations themselves. Beyond its productive value,
the one-time grant for creating or improving an income-generating community asset is an investment
in social organization. In the process of completing their project, villagers developed the capacity to
manage issues collectively. A similar approach was later applied to developing a broad array of
activities, including savings, credit, training and extension, technological development and
dissemination, input supply arrangements, and a women's program. In a project area of more than
70,000 square kilometers of harsh terrain and a population of about one million, more than 1,700
village organizations have adopted these initiatives.

2.34 Interest in replicating the AKRSP participatory approach to rural development has
been widespread in Pakistan. NGOs have initiated several other programs in different parts of the
country; they are known generically as the Rural Support Programs. The Government has also
provided financial assistance to a National Rural Support Program, which seeks to support the nation-
wide replication of the AKRSP concept. Donor support to these programs has been encouraging.
Increasingly, the programs are seen as partners for implementing the social organization components
of donor-assisted projects in such fields as irrigation, forestry, and area development. The
Government's support has also increased, with several instances in which it became a party to
agreements between foreign donors and NGOs involved in implementing Rural Support Programs.
The programs are also increasingly being extended to the social sectors in such fields as health,
education, and potable water supply.9

Reducing Poverty in Urban Areas

2.35 The two broad sectors of economic activity in urban areas are manufacturing and
services. Since Pakistan is a relatively small economy, manufacturing growth will mainly depend on
success in expanding manufactured exports. Growth in the urban services sector, in turn, will depend
primarily on the pace of growth in agriculture and manufacturing, the two traded-goods sectors.

2.36 Manufacturing growth will depend largely on success in implementing key economic
reforms, speeding up human capital development, and improving public administration. In Karachi,
the current civil unrest will also influence the pace of manufacturing growth. Pakistan has a dynamic
private sector and should be able to expand manufactured exports rapidly if the economic environment
is right.10

2/ One of the background papers to this report (Husain and Azfar, 1994) provides a more detailed
discussion of participatory approaches to poverty reduction.

I0/ The Private Sector Assessment under preparation by the World Bank discusses the constraints
facing the manufacturing sector (World Bank, forthcoming).
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2.37 As indicated in Chapter I, households headed by wage earners accounted for 44
percent of the urban sample and about 40 percent of the urban poor in the 1991 PIHS. Households
headed by the self-employed accounted for 36 percent of the urban sample, and 39 percent of the
urban poor. The incidence of poverty was highest among households headed by casual laborers (at 38
percent) and the self-employed with very small asset holdings (at 51 percent). Vigorous growth in
manufacturing and services will increase the incomes of poor urban households by expanding the
demand for unskilled and semi-skilled labor, and driving up real wages. Labor market competition
would ensure that incomes of the self-employed also increase.

2.38 Rapid economic growth --with its labor-market effects on household incomes-- is the
only hope for a broad and sustained reduction in poverty in urban areas. As in rural areas, certain
targeted strategies may be appropriate in urban areas as complements to general economic reforms.
In fact, targeted programs may be more feasible in urban than in rural areas, given the concentration
of the poor in informal settlements (katchi abadis). One important action would be to provide basic
social services to these urban slums. This could be done in partnership with NGOs. The NGO-
operated Orangi Pilot Project (OPP) has already helped develop low-cost sanitation in urban slum
areas in Pakistan. The tenets of its approach --supporting community organization and cooperative
action with technical assistance-- show the potential of private voluntary action for alleviating poverty.

2.39 Because urban slums in Pakistan have developed informally, their residents lack
secure title to the land they occupy. The Government has legalized informal occupancy in the slums
since 1986, but progress has been slow. Without legal rights to their dwellings, slum residents are
not subject to taxation by municipal authorities, but neither do they have access to basic municipal
services (water supply and sanitation, garbage collection, electricity). Private informal sources have
provided substitutes for these services, but the alternatives tend to be more expensive --for example,
electricity from generators as a substitute from electricity from the public grid. Thus, speeding up the
legalization of urban slum dwellings and their incorporation into the regular system of municipal
services would appear to be a high-priority item."1

2.40 Improving Opportunities for Poor Urban Women. According to estimates from the
1991 PIHS, labor force participation among urban women is substantial at 17 percent."2 Working
women are concentrated in the lowest tiers of the informal sector, employed largely as home-based
piece-rate workers or as domestic servants (Kazi, 1994). Less than one-fifth of employed women in
urban areas work in the formal sector as teachers, doctors, production workers in large factories, and
so forth. Women from poor households are even more concentrated in low-paying informal sector
jobs.

2.41 Data from various studies suggest that women who are home-based workers are paid
less per hour than women who work in informal sector jobs outside the home (Kazi, 1994). But the
advantage of home-based work is that the women can combine it with child care and other household
tasks; and for the many women whose cultural traditions constrain them from seeking jobs outside the

11/ Hussein et al. (1991) provide a more detailed discussion of these issues.

12/ This rate, which is nearly double the rate for the same year obtained from the official Labor
Force Survey, is believed to be more accurate, because the PIHS used female enumerators and
detailed economic activity schedules.
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home, it is the only alternative. Thus, at this point in Pakistan's history, the female labor market is
clearly segmented. But labor market segmentation will probably decline over time as both women
and men become more educated; improving access to education among poor urban women seems to
be the most critical immediate intervention for broadening their range of work choices.

2.42 Child Labor."3 In Pakistan, millions of children age 14 and younger work. The
agricultural sector is the largest employer of working children, and agricultural work usually takes
place within a family structure. In urban areas, many children work in the informal sector, in such
activities as auto-repair, retail trade, catering, and tailoring and other garment work. Others are
domestic servants, hawkers, shoe-shiners or garbage collectors. The carpet weaving is a major
employer of children; many start before their tenth birthdays. Carpet manufacturers are skillful at
evading labor regulations by using sub-contracting and similar practices, and often provide unhealthy
working conditions. In addition to health hazards of many types of child labor, it reduces the
prospects of receiving a basic education.

2.43 The overwhelming majority of working children have fathers who are employed.
While poverty is the main factor behind child work, the perception (as reflected in various surveys) of
many parents that the quality of education being offered is not worth the costs also plays a role. And
some types of child labor in urban areas provide important training and apprenticeship opportunities.
Thus, it is clear that child labor will decline only gradually, as the labor productivity and income of
adults increase over time, and as the quality and relevance of basic education improves. In the
meantime, the Government should seek to reduce the incidence of the most perverse forms of child
labor, such as bonded labor or labor under extremely hazardous conditions.

13/ This section is based on UNICEF and Government of Pakistan (1992).
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CEHAPTER III: HUMAN DEVELOPMENT

A. The Importance of Human Development

3.01 In Pakistan, sustained economic growth and a reduction in poverty will depend
increasingly on progress in human development. As indicated in Chapter II, Pakistan should try to
return to the GDP growth rates of the 1980s, but it can no longer count on some of the main factors
that propelled rapid economic growth earlier. Evidence from the rapidly growing economies of East
Asia suggests that human development has been key to their economic growth. In virtually each
country, human resources were well developed before the economy took off: the coverage of
education was widespread and its quality reasonable; and health standards were quite good, with
higher life expectancies and lower fertility rates than in South Asia. Without sustained improvement
in the health status, educational levels, and work skills of its population, Pakistan will not be able to
achieve a sustained improvement in labor productivity and standards of living.

3.02 Experience from around the world also indicates that an increase in the educational
levels of women and a reduction in infant and child mortality lower the fertility rates, which would
facilitate the task of improving living standards. Pakistan would be able to invest more on a smaller
number of children, thus having a healthier, better educated and better-off population.

3.03 But it can also be argued that Pakistan's development strategy should promote human
development as an end in itself. Upgrading the health and education of the population at large would
in itself have a major positive impact on society's welfare. Chapter I identified human development
inequities that exist by income level, gender and region. One of the greatest challenges facing
Pakistan is its ability to reach the most disadvantaged groups with effective health and educational
services --especially low-income women and girls in rural areas. As indicated in Chapter I, the
education of girls is the most deficient element of Pakistan's human development strategy; of all areas
of human development, it is also the element with the greatest potential benefit for social welfare in
terms of lower infant and child mortality, lower fertility, and higher levels of education among
children. The Government's current strategy does in fact give priority to provision of education for
girls.

B. Reasons for Pakistan's Low Human Development

3.04 Human development in Pakistan is lower than in most comparable countries for four
main reasons. First, access to public education, health, and family planning services is still difficult,
especially for poor rural women and girls. Second, the services that are provided are of poor quality.
Third, services are not accountable to or oriented towards clients. Fourth, the Government has not
allocated enough resources to provide adequate services. All of these factors are interlinked.

Difriculty of Access

3.05 Although the majority of the rural population appears to be located near public health
facilities, few use them. Basic Health Units (BHUs) , which offer simple curative and preventive
care, where located in 31 percent of the rural communities surveyed in the 1991 PIHS; another 23
percent of rural communities had a BHU within 6 kilometers (Table 3.1). Rural Health Centers
(RHCs), which provide more sophisticated curative and preventive care, were located in another 10
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percent of the communities; another 16 percent had one within 6 kilometers. Thus, a BHU or RHC
was located in 80 percent of the rural communities surveyed or within 6 kilometers of the community.
In contrast, only 15 percent of the rural communities had a Family Welfare Center; another 15
percent had one within 6 kilometers. And only 17 percent had government hospitals, which offer
first-line referral services in addition to basic care, within 6 kilometers. Private clinics were located
in 23 percent of rural communities; another 16 percent had one within 6 kilometers.

3.06 Physical access to public facilities and the pattern of health facility use for the onset of
an illness differ markedly (Table 3.2). Estimates from the 1991 PIHS indicate that almost half of the
population seeking care first consulted private physicians; 20 percent consulted compounders/medical
stores. Only 21 percent of the population first consulted a public sector facility. Household
expenditure quintiles show only minor variations; even patients in the lowest quintile first consulted a
private sector provider in 75 percent of the cases. The poor quality of services is the predominant
reason for the low utilization of public basic health facilities. Conversely, most of the population
goes to government hospitals, rather than private clinics, for serious illnesses, which explains why
household expenditures per illness treated in a public facility exceed the corresponding figure for
private modern facilities (Table 3.3).

3.07 Access to educational facilities is more limited. In rural areas, only 34 percent of
communities contain a girls' public primary school; 37 percent have a boys' primary school (Table
3.4). Only about 18 percent of rural communities contain a public middle school for girls; the
corresponding figure for boys is 20 percent. Access to public school is much better in urban areas
than in rural areas; 75 percent of urban communities have a girls' primary school, and 85 percent
have a boys' primary school. When parents were asked why their child was not attending school, the
predominant reason (excluding the non-specific that they did not want him or her to) was distance
(Table 3.5). Further breakdowns indicate that when a school is within 2 kilometers of the residence,
parents gave expense as the primary reason; when the school was farther than 2 kilometers, distance
was given as the primary reason, followed by expense.

3.08 Cultural factors also limit the access of women and girls to basic social services
(discussed in Parker, 1994, one of the background papers to this report). Physical distance takes on
greater importance when one considers the risks (real or perceived) a female encounters whenever she
is outside the home. Other factors that inhibit a woman from using a service away from home
include staff who are not from her own community, particularly male staff. These two factors are
also probably the reason that "parents do not want" their girls attending school.

3.09 Of the poor households that do send their children to school, the vast majority rely on
public schools (Table 3.6). In 1991, about 95 percent of primary school children from households in
the three lowest deciles of the household expenditure distribution attended public schools; only 5
percent attended private schools. In the top decile, 35 percent attended private schools. A similar
pattern prevailed for secondary education. An analysis of the distribution of public expenditures on
education by household expenditure decile shows that the inter-decile differences in per capita
expenditures on primary education (where the denominator is the entire population of the decile) were
not large in 1991 (Table 3.7). The reason is that, while enrollment rates among poor children are
lower, their use of private schools is also lower; the poorer deciles also contain a higher proportion of
primary school-age children. But per capita public expenditures for secondary education increases
from the poorer to the richer deciles. This pattern is even more pronounced for college education,
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where per capita public expenditures were nine times higher in the top decile than in the bottom
decile.'

3.10 Although public primary schools do not charge tuition fees, they do impose such
official and semi-official charges as registration fees and parent-teacher association dues. Parents
must also cover the expenses of uniforms, books, and other school supplies. An analysis of 1991
PIHS data shows that the average household devotes about 1.2 percent of its annual expenditures to
the costs of public primary education per each child. Among the three lowest deciles of the
household expenditure distribution, the figure is slightly higher, at 1.3 percent. The corresponding
figures for secondary public schools are 2.8 percent and 3.5 percent. Thus, households from the
lowest three deciles with, say, two children in primary school and one in secondary school would
allocate about 6 percent of their total annual expenditures to education (Ablo and Verghis, 1995).

Poor Quality of Service

3.11 While schools or health and family planning facilities may be accessible in many
communities, it does not mean that services will be provided. Many facilities lack staff who are
motivated to provide services, or the materials to do so. Programming and monitoring systems are
also lacking.

3.12 Staffing education, health and family planning facilities with qualified personnel is
difficult for several reasons. One is that, despite recent attempts to improve the capacity of staff,
many are still poorly trained. Another is that merit is seldom used as a criterion for recruiting and
placing staff, nor is sufficient emphasis placed on hiring female and local staff. Staff are also poorly
supervised; they lack inputs for good job performance and face no sanctions for performing poorly.
As a result, another major problem with social service delivery is that absenteeism is rampant among
staff; for example, some 2,000 rural schools stand idle because their teachers arranged for transfers to
urban areas without officially terminating from rural posts (Parker, 1994).

3.13 The absence of materials, supplies and equipment in basic education, health and
family planning facilities considerably lowers the quality of their services. In many cases, the
absence of materials prevents staff from delivering services, or from delivering high-quality services.
Non-salary recurrent budgets have been grossly inadequate in the past.

3.14 The poor quality of basic social services also reflects organizational weaknesses with
service programming, administration, and monitoring. Service programming is rudimentary, based
on a standardized approach in which a certain ratio of physical facilities to population is provided, a
certain ratio of staff is recruited for them, and a minimum budget is provided for non-salary recurrent
items. While these ratios could provide useful yardsticks, fiscal problems and political interference in
the selection of sites and the recruitment/placement of staff often lead to poor service programming.
In addition, administrative capacity to procure and deliver non-salary items is limited. The problem
is compounded by a weak system for monitoring the performance of individual facilities. Health
management information systems are being strengthened, but still have a long way to go. The
recently introduced education management information system (EMIS) has started to function in three
provinces, but it must be made fully operational and applied to decision-making.

1/ One of the background papers to this report provides more details (Ablo and Verghis, 1995).
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The Absence of Client Orientation and Accountability

3.15 The prevailing approach in the public sector in Pakistan has not focused on delivering
services to clients, but rather, as described above, on providing a building, placing certain ratio of
staff on the payroll, and allocating a minimum amount of budgetary resources to non-salary inputs.
Little attempt has been made to ensure that the staff actually perform their duties and offer the
appropriate package of services. Even less effort has been made to inculcate a sense of accountability
to clients, or to sanction staff when they do not perform their duties. And even less of an attempt has
been made to determine whether the type of service provided meets the needs of the community --or
whether the community would prefer a different type of service, perhaps with greater contributions
from itself. What emerges from different assessments is that, even when a facility has the staff and
materials, users often do not receive services (Parker, 1994; Beall et al., 1994). This problem is
more severe for poor users, who can be ignored with greater impunity.

Low Government Resource Allocations

3.16 Although government expenditures on basic social services have increased in the past
15 years (as indicated in Chapter II) and have supported a significant expansion in social services,
much more significant expenditures will be necessary for enhancing coverage and improving quality
for a rapidly growing population. Pakistan faces several challenges in meeting these financing
requirements. First, the country's weak fiscal structure and its large budget deficit constrain the
availability of resources. Second, the fact that a large share of public expenditures goes to defense
and interest payments leaves little room for increases in other items. Third, the provinces, which are
responsible for the bulk of social services, do not have access to sufficient resources. Although the
most recent National Finance Commission (NFC) award in 1991 increased the share of government
resources for provinces and made it easier for them to increase social sector spending, the provinces
lack effective mechanisms for mobilizing their own resources. Fourth, while donor support for the
social sectors has increased, this relief is only temporary -and it comprises a small share of overall
funding. Thus, the underlying issue remains: sustaining further increases in social sector spending
will require strengthening domestic resource mobilization and/or changing the structure of public
expenditures.

3.17 Cumbersome allocation and release processes also hamper the availability of resources
for the social sectors, creating major uncertainties about the availability of funding for key social
sector programs and slowing down implementation. The involvement of the federal and provincial
governments -and of the central and line ministries within each-- already makes for a complex,
lengthy process. The recent introduction of a core investment program at the federal level and
attempts to streamline releases for the social sectors at the province level are steps in the right
direction, but much more must be done to simplify expenditure procedures and protect basic social
services from mid-year fiscal adjustments.

3.18 Compounding problems with social sector funding is the unbalanced composition of
expenditures within the social sectors. Generally, higher levels of service (large hospitals and
universities) absorb a disproportionate share of sectoral expenditures, squeezing basic services.
Developmental expenditures have often been incurred without adequate attention to subsequent current
expenditures. Within the current expenditure category, spending on personnel and other
complementary inputs is unbalanced.
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C. Human Development Strategy

3.19 The current thrust of Pakistan's human development strategy is the Social Action
Program (SAP). The SAP is seeking to improve the provision and quality of basic social services by
addressing the four crucial issues of access to services, the quality of services, accountability and
responsiveness to clients, and a sustainable expenditure program. The SAP is also addressing specific
deficiencies --particularly reaching rural women and girls. By ensuring that basic education and
health facilities are provided throughout the country and are within easy reach of the population, and -
-equally important-- by ensuring that the facilities provide high-quality services to all, the SAP would
be a major step forward to improving the health and education of the poor.

The Social Action Program

3.20 A national consensus has recently emerged that public spending on basic social
services must be increased, and the management and delivery of services improved. Initiated in
1992/93, and supported with donor financing and technical assistance as of 1993/94, the SAP seeks to
increase public spending on elementary education, primary health, family planning, and rural water
supply and sanitation (especially non-salary operational expenditures), and to improve the institutional
and policy framework necessary to deliver services more effectively. The SAP includes provisions
that the bulk of incremental spending come from national resources, that the provinces and federal
ministries submit annual operating plans that detail reforms and expenditure programs, that a donor-
financed entity provide technical support, and that NGOs participate in reform efforts.

3.21 Considerable progress has been achieved under the SAP, but the achievements are
fragile and are not yet institutionalized. The financial implementation of the SAP during 1993/94 was
uneven, due to the transition of the Government, an expenditure squeeze, and a government ban on
public sector recruitment --but also to the teething problems of a programmatic approach to public
expenditure and management. Despite considerable improvements in the second half of the year,
development expenditures in 1993/94 were only 80 to 90 percent of the allocations for basic
education, health, and rural water supply and sanitation, and 69 percent for the family planning
program. Recurrent expenditures fared better (95 to 100 percent), although spending on key non-
salary items fell short of targets. But the achievements are substantial. Total government spending
on SAP sectors increased from 1.7 percent of GDP in 1992/93 to about 2 percent of GDP in 1994/95.
Attention is now focusing on increasing non-salary recurrent expenditures, which tend to be squeezed
out by rising wages.

3.22 The SAP has made substantial progress at policy reforms to improve quality and
delivery of services. The Government has committed itself to implementing six policies: increasing
primary school enrollment among girls; improving the quality of existing primary health services
rather than constructing new facilities; enhancing the outreach of family planning services by making
them part of the large network of public health facilities and by expanding the programs of the
Ministry of Population Welfare; using strictly merit-based criteria for selecting of facility sites;
removing recruitment bans in the social sector; and increasing community participation in social
service management.
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Access to Services

3.23 The Government is seeking to reduce travel distances to services, to increase outreach
activities, and to enhance access to facilities by women and girls. It is addressing the inadequate
number of schools, especially for girls in rural areas. In Punjab, for example, some 15,000 primary
schools are to be constructed within three years, bringing the total to 90,000; about 70 percent of the
new schools will be for girls. The SAP has also committed the provincial governments to selecting
school sites according to needs-based criteria, using the master list produced by the education
management information system (EMIS).

3.24 To improve access to basic health and family planning services, the Government is
strengthening outreach activities, including the deployment of community health workers (CHWs).
The Government recognizes that not each village can have a health or family planning facility, and
that outreach is necessary to get the services to the people. It also recognizes that, in Pakistan,
information, education and communications (IEC) programs for preventive services must often be
delivered in person, to compensate for the low educational levels of women. To ensure success,
female CHWs must be selected, trained and supervised carefully. The community should select the
CHW and have a role in supervising her. The CHW should also have a strong link to the nearest
facility. While most IEC programs should be delivered by the CHW, mass media dissemination will
enhance outreach activities, as will careful planning and supervision by health education staff. Each
province currently has only one health education officer; when the ongoing family health projects are
implemented, each district should have one. Increased efforts must be made to recruit, train and
support these officers, to tie them in with the CHW program, and to orient in-service training
programs more effectively toward health education, so that it permeates all levels of the health
service.

3.25 Measures are also being taken to make facility use easier for women and girls -e.g.,
the construction of school sanitation facilities and boundary walls for girls, and more flexible health
facility hours to suit women's schedules and ensure their privacy. Local communities should be
consulted for their particular requirements, and services should be adjusted to the extent possible.

Quality of Service

3.26 The key to ensuring the presence of staff is local recruitment and accountability to the
community. The community should have a role in supervising staff attendance. Under the SAP, the
provincial governments are making major efforts to attract local female staff to provide both health
and education services in rural areas. In Balochistan, for instance, a supplemental package of
financial and non-financial incentives has been offered to female staff to work in rural areas. Many
districts have relaxed educational qualifications and requirements for hiring local female staff to work
in primary-level facilities. Hiring local staff also seems to be the most effective remedy for
addressing the pervasive absenteeism of staff.

3.27 The SAP is also implementing several improvements in the funding for non-salary
O&M expenditures, including increases in annual budget allocations. The Government has made
good progress at addressing this issue. In the Punjab, for example, expenditures for non-salary items
in primary education rose from 1 percent of current expenditures in 1991/92 to 5 percent in 1994/95.
But serious gaps remain; whatever gains have been made are still not adequate. The Government
should also develop appropriate yardsticks for the non-salary recurrent budgets of each type of
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facility. Budget allocations should also be released on a more timely basis. Finance should allow
each line department to spend its budgetary allocations fully. The Government could also experiment
with decentralizing the budgets for the non-salary items to the facility level.

Client Orientation and Accountability Through Community Involvement

3.28 The SAP is implementing several pilots to increase community involvement in social
services. In education, a pilot project of community participation in primary schools for girls is
under way in Balochistan, and shows promise as a replicable model. Under the project, a village
education committee, consisting only of parents, recruits and supervises the teacher; after a
"probationary" period of three months in which the teacher is considered a volunteer worker, the
Government appoints and pays the teacher; after a two- to three- year "probationary" period for the
community, the Government builds the school. The replicability of this model for other provinces
should be studied further. A more limited strategy for involving clients would be to give the village
education committees a role in supervising the attendance of the teacher. Similarly, in health and
family planning, village health committees, consisting of women who use the facility, could be given
responsibility for monitoring staff attendance, organizing IEC activities among women in the village,
and selecting and supervising the CHW.

Changes in Management Style

3.29 A participatory, team-based, and results-oriented management style should be
introduced at facilities. In-service training for health facility staff should teach them to work as a
team toward common objectives, and their performance should be evaluated accordingly. The in-
service training program provided under the family health projects could be a prime target for
reorientation. The linkages among levels of health facilities should be strengthened, and their
geographic and client focus improved; for instance, BHUs should be linked functionally and
managerially to RHCs, and staff should not be transferred out of the district. In education,
performance evaluation could be changed to a merit-based system, based on objective data (the
achievement test scores of children, absenteeism, and so on). NWFP has begun achievement testing
in grades 3 and 5, which should be expanded to the other provinces and used in performance
evaluations. As noted earlier, the community should play a role in evaluating teaching performance.
The success of the system (including staff performance) should be evaluated according to the extent to
which facility services are used; if the facility is not used fully, managers should be forced to go back
into the community to ascertain why, and to identify which aspects of the service are not meeting
their needs. This evaluation procedure would also help change the orientation of the social services to
one in which the needs of clients are the top priority.

Non-Formal Primary Education

3.30 A recent UN inter-agency mission to Pakistan recommended that the formal primary
education system be complemented with non-formal primary education provided by community-based
organizations supported by NGOs (United Nations, 1995). The purpose of an informal system would
be to provide basic education to children and adolescents (e.g., up to age 18) who, for whatever
reasons, are not or have not been in formal primary school, or who did not benefit from formal
schooling. This proposal merits careful consideration by the Government. But the pace of
implementation and the capacity of NGOs to provide the required support should be assessed
realistically.
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Public Finance Implications

3.31 The human development strategy sketched out in this chapter requires a sound fiscal
framework. The strategy is likely to require further increases in expenditures for basic social services
as a share of GDP, beyond the current SAP period. While the Government is committed to providing
larger allocations to the social sector, the fiscal viability of the strategy must be established;
allocations must be feasible within the Government's macroeconomic targets, and may require that
expenditures be redistributed not only within the social sectors but also among all sectors. Public
finance decisions will involve both the federal and provincial governments.

3.32 Any financing strategy for basic social services must include enhanced tax collection
efforts, balanced participation by the public and private sectors in service provision, and possibly
enhanced cost recovery. Given Pakistan's low tax/GDP ratio, the full implementation of the ongoing
tax reform program should generate large revenue increases. The Government should consider
allocating a large portion of overall tax revenue increases to basic social services. The next NFC
award would be a good opportunity for the federal and provincial governments to reach agreement on
this issue. Provincial governments should also assess the potential of their own tax base as a source
for increasing revenues. Second, the Government should encourage (but not subsidize) provision of
private health and education services for those who can afford them, because it would release public
resources for the public provision of services to poorer segments of the population. Third, public
resources for basic social services could also be augmented by enhanced cost recovery; however, the
extent and modalities of cost recovery would need to be carefully considered.2

The Role of the Private Sector

3.33 Although the SAP targets primarily the public sector, it also contains certain elements
of private sector involvement. The SAP's goal to increase community involvement in basic social
services has already been highlighted. But the SAP also contains a component that supports
innovative NGO schemes to provide basic social services. In primary education, the SAP is
supporting private sector schools through Education Foundations. These initiatives are important,
although caution must be exercised to ensure that government subsidies channeled through the
Education Foundations benefit students from poor households, rather than middle-class students.

3.34 As noted earlier, the for-profit private sector is already an active provider of curative
health services and educational services in Pakistan. The importance of the private for-profit sector in
health and education is likely to increase in the future. Several public policy issues are involved.
Although a detailed analysis exceeds the scope of this paper, three categories of issues should be
considered: public versus private financing of health and education services; public versus private
provision; and regulation of the private sector. It is important that the Government (and interested
donors) begin to focus more heavily on these issues. In education, ongoing analytical work being
conducted as part of Bank-supported projects has started to address some of the relevant questions.
One of the studies being conducted is comparing the efficiency of private and public schools in low-
and middle-income areas of Lahore. More analytical work on the role of the public and private
sectors in social services will be required.

2/ A strong human development strategy and programs may also help increase donor support as a
temporary financing alternative while more sustainable domestic funding is being developed.



- 31 -

CHAPTER IV: SOCIAL SAFETY NETS

A. Overview of Social Protection Arrangements

4.01 Social protection arrangements in Pakistan have a private and a public component. At
this point in the country's development, private arrangements are by far the more important of the
two. Household survey data show that private, voluntary transfers among households are
widespread. But not all households receive these transfers. To protect households and individuals
who fall outside the private safety net, the Government has introduced two targeted income-transfer
programs, known as Zakat and Ushr and Bait-ul-Maal. Social welfare departments at the federal
and provincial levels also operate a range of activities targeted at vulnerable groups, often in
association with NGOs. The Government has also launched several schemes to promote
employment and self-employment, consisting primarily of directed credit. A number of untargeted
government subsidies are also available beyond those implicit in directed credit.

B. Private Voluntary Inter-Household Transfers

4.02 The importance of the private social safety net in Pakistan is borne out by a recent
study of private voluntary inter-household transfers based on 1991 PIHS data (Table 1.4). 1/
Forty percent of all households nationwide were part of the network of private transfers in 1991; 30
percent of those households were net recipients of transfers, and 10 percent were net donors.
Among recipients, transfers accounted for an average of 26 percent of household consumption
expenditures. Transfers were especially important for the poor; 48 percent of households in the
lowest quartile of the distribution of household consumption expenditures were net recipients of
transfers. These transfers financed an average of 49 percent of the total consumption expenditures
of these poor households. Because transfers tend to flow from upper- to lower-income households,
they improve the distribution of consumption.

4.03 Households from the lowest expenditure quartile who did not receive private transfers
(comprising about one-half of all households in the quartile) had a low average annual consumption
of Rs. 15,617 in 1991. Assuming that the number of persons in these households was the overall
average for the population (7.3 persons, according to the 1991 PIHS), their average per capita
consumption would have been equivalent to only about 62 percent of the reference poverty line used
in this report (para. 1.08). We should also note that their average consumption was only about 64
percent of the average consumption of households in the lowest quartile who were net recipients of
private transfers (Rs. 15,617, compared with Rs. 24,413).

4.04 An econometric analysis in Cox and Eser (1994) indicates that transfer receipts are
very sensitive to the pre-transfer income of the recipient households: they tend to be lower the
higher the pre-transfer income. The effect is particularly strong for the transfer receipts of
households in the lowest quartile. For example, for an urban household in the lowest quartile with
a household head age 45, a Rs. 100 rise in pre-transfer consumption (taken in the study as a proxy
for pre-transfer income) reduces the household's net private transfers receipts by Rs. 81 on average.

1/ One of the background papers to this report provides details on this study (Cox and Eser,
1994).
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The same effect for rural households is smaller, but is still quite substantial, at Rs. 50. The effect
for private transfers to recipient households in the higher quartiles is smaller.

4.05 This finding suggests that a fair degree of substitution may be occurring between
public and private transfers. If true, it would imply that the Government's attempts to transfer
income to poor households would be partly thwarted by private responses. Public transfers would
crowd out private donations, and a portion of public transfers would in effect accrue to the richer
relatives of recipient households. Probing this hypothesis further would require panel data that
show how a representative sample of donor households actually react to increases in the incomes of
recipient households. But such data are not available at this time.

4.06 It is tempting to conclude from these findings that targeting scarce public income
transfers at households in the lowest quartile without access to private transfers would be the
preferable strategy. But the problems with this strategy are clear. First, ascertaining which
households are receiving transfers would be difficult. If households were asked to report transfer
receipts, they would likely conceal them. Other independent means of verification may not be
available or may be too expensive administratively. Furthermore, even if government officials had
access to precise information on transfers, richer relatives could render their poor client households
eligible for government payments simply by withdrawing their support. Thus, a government
transfer program that contained a clause which made these households ineligible could lead to the
widespread substitution of public for private charity and may even deepen poverty.

C. Targeted Income Transfer Programs

4.07 While private transfers are extremely important, many poor households do not benefit
from them; and some of the households that receive private transfers may still have quite low
consumption levels. To complement private transfers, the Government has introduced two income
transfer programs targeted at the poor --the Zakat and Ushr program, and the Bait-ul-Maal
program. These two programs pool resources from the population at large and redistribute them to
the neediest throughout the country.

The Zakat and Ushr Program

4.08 Zakat and Ushr is an Islamic-inspired off-budget charity program of special taxes and
transfers that has operated since 1980/81. Zakat taxes are levied on a range of financial assets at
the rate of 2.5 percent annually. These taxes are deducted directly by financial institutions.l/
Zakat is not levied on foreigners, non-Muslims, and followers of certain Muslim sects. Only
individuals are subject to Zakat taxes. Foreign currency accounts, WAPDA bearer bonds, special
savings certificates, and other investments specified by the Government are exempt. Ushr taxes are
levied on the produce of landowners that exceed 948 kilograms of wheat or other crops of the same
value. Ushr is collected and transferred locally.

1/ Deductions are made on the first day of Ramadan for bank savings accounts and similar
accounts, and on the date on which the first return is made or the date of encashment, whichever is
earlier during the Zakat year, for other taxable assets.
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4.09 Zakat and Ushr revenue finances income transfers to the Mustahequeen (deserving
poor), who are defined as widows, orphans, and disabled individuals, not able to support
themselves. These transfers consist of direct cash payments to the targeted individuals, or payments
to institutions (for example, hospitals) to finance certain services for targeted individuals. In
addition, a portion of the funds are used to help provinces respond to natural catastrophes, and to
fund national-level medical and other institutions.

4.10 The selection of beneficiaries. The Local Zakat Committees (LZCs), with oversight
by the Area Committees, select beneficiaries for subsistence allowances, rehabilitation allowances,
and assistance from institutions. Starting in July 1994, each LZC has been given a "quota" of ten
beneficiaries for subsistence allowances. If the number of applicants exceeds ten, they are supposed
to choose the ten neediest. This rule would limit the number of (direct) beneficiaries of subsistence
allowances nationwide to about 400,000.

4.11 Benefit rates. Subsistence allowances are paid periodically, and are currently set at
Rs. 225 per beneficiary monthly. More than one person in a household may qualify for assistance;
for example, in a household consisting of a widow with two children, all three persons could
qualify, each of them then receiving Rs. 225 monthly (an orphan is defined as a fatherless child age
18 or younger). Rehabilitation grants are a maximum of Rs. 3,000 per beneficiary and are a one-
time transfer. These grants are commonly used to purchase equipment for the disabled (for
example, artificial limbs and wheelchairs), and such small capital goods as sewing machines or
pushcarts.

4.12 Financing. In 1993/94, Zakat revenue amounted to Rs. 2,844 million, or about
0.2 percent of GDP (Table 4.2). The collection of Ushr taxes has been declining, and 1993/94
revenue was negligible, at Rs. 200,000 (Iable 4.3).

4.13 Organization. The program is administered at the federal level by the Central Zakat
Administration, a Division of the Ministry of Finance. Policies are formulated by the Central Zakat
Committee. At present, none of the provinces has a Zakat administration. The districts have
District Zakat Committees (115 in the country), consisting of volunteers, as well as a District Zakat
Administration office. Below the district level are the LZCs (about 40,000 in the country), also
consisting of volunteers. Between the district level and the LZCs are Area Committees of
volunteers, whose function is to oversee the selection of beneficiaries by the LZCs. Overseeing
program operations at the field level is a tier of 12 regional administrators (federal employees) and
their staff; they are also responsible for auditing accounts at the district level.

4.14 Distribution of funds. Total Zakat receipts are first apportioned between funds to be
retained and distributed at the federal level and funds to be transferred to the provinces.
The percentage of funds transferred to the provinces has varied over time (Table 4.4). In the three
years between 1991/92 and 1993/94, the portion transferred to the provinces averaged 72 percent
(98 percent if transfers for natural catastrophes are included). Funds distributed to the provinces
and to federally controlled areas (which currently go directly to the district level) are divided among
them in proportion to their population. Within each province, funds are then apportioned to each
district in proportion to its population. Funds distributed to each district are in turn apportioned
among direct cash payments to the Mustahequeen -that is, subsistence allowances and rehabilitation
allowances-- and funds that are paid to institutions that provide specified services to the
Mustahequeen. Current guidelines are that about 60 percent of the funds disbursed by the districts
be allocated to subsistence and rehabilitation allowances and 40 percent to institutional payments
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(20 percent for educational stipends, 8 percent for religious schools, 8 percent for medical care,
2 percent for social welfare, such as dowry financing, and 2 percent for miscellaneous purposes).
In 1993/94, subsistence allowances nationwide amounted to Rs. 1,476 million; rehabilitation grants
totaled Rs. 31 million; and arnounts disbursed through institutions amounted to Rs. 390 million (see
Table 4.4). Thus, subsistence and rehabilitation allowances accounted for about 79 percent of the
total amount of funds disbursed by the districts in that year.

Bait-ul-Maal program

4.15 The Pakistan Bait-ul-Maal program was established in 1992 to help poverty groups that
are not among Zakat's target group. It is a federal government program administered by the
Ministry of Social Welfare. The program comprises several components; the two most important
for the disbursement of funds are the Food Subsidy Scheme (FSS) and the Individual Financial
Assistance (IFA) scheme. The target group for IFA consists of widows, orphans, and disabled
persons who live in households whose monthly income is less than Rs. 1,500 (regardless of family
size), and who do not receive Zakat assistance (because, for example, they are non-Muslim). The
target group for the FSS are any other non-Zakat-recipient households whose monthly income is
less than Rs. 1,500. In addition to the Pakistan Bait-ul-Maal, Punjab has established its own Punjab
Bait-ul-Maal program, administered through the Provincial Social Welfare Department. This
program is very small, with a 1994/95 budget of Rs 100 million. The following discussion refers
to the Pakistan Bait-ul-Maal program only.

4.16 The selection of beneficiaries. In order to obtain IFA, a prospective beneficiary must
fill out an application form, available in all Post Office facilities and Bait-ul-Maal district offices.
The application form must then be certified for accuracy by three persons of some stature in the
community. One must be a member of the LZC, who verifies that the applicant is not receiving
Zakat. Duly verified applications are then sent to the corresponding Tehsil Khidmat-e-Khalk
committee. The members of this committee check whether the applicant meets eligibility
requirements. If endorsed by the Tehsil committee, the application is sent to the district Khidmat-e-
Khalk committee, and eventually to the regional office of Bait-ul-Maal, which gives final approval.
As a further check, the regional director of the program investigates cases at random. Applicants
seeking FSS assistance follow a similar procedure. Each Tehsil has a fixed quota of FSS
beneficiaries, based on its population. If the number of applicants exceeds the quota, priority is to
be given to the poorest applicants, and the remaining eligible applicants are placed on a waiting list.
Applicants for FSS benefits currently exceed the available budget.

4.17 Benefit rate. IFA families who do not own their own shelter receive Rs. 500 monthly
for a household head, plus Rs. 50 monthly for each child up to a maximum of four. Families who
own their own shelter receive Rs. 300 monthly for a household head, plus Rs. 50 monthly for each
child up to a maximum of four. FSS benefits are Rs. 150 monthly for each household.

4.18 Financing. The program is funded by the federal budget. Its budgetary allocation is
currently very small. In 1994/95, it received an allocation of Rs. 1,016 million, equivalent to about
0.05 percent of projected GDP.

4.19 Organization. The program is administered by a head office (in Lahore) and five
regional offices, one in each province plus one in Islamabad (for the federally administered areas).
A board of management formulates program policy. The program has also recently opened 116



- 35 -

district offices. Supplementing the paid administrative staff is a system of volunteer committees -
called Khidmat-e-Khalk committees-- at the Tehsil and district levels.

4.20 Distribution of funds. In 1994/95 (up to the end of January 1995), 83 percent of
program funds disbursed went to the FSS (Table 4.5). Another 7 percent went to the IFA.
Payments under both components are made in cash. IFA payments are sent by registered mail, or
are given by check directly to beneficiaries in the program's offices. FSS monthly allowances are
drawn by the beneficiaries from the nearest Post Office, where an account in the beneficiary's name
is opened when the beneficiary first joins the FSS.

Zakat and Ushr Program: The Main Issues

4.21 Four main issues confront the Zakat and Ushr program: its targeting efficiency, its
coverage relative to the target group, the adequacy of its benefits, and the adequacy of its revenue
collection procedures.

4.22 Targeting. Over the years, numerous allegations have been made that LZCs do not
select beneficiaries according to program guidelines and misuse Zakat funds in other ways. In
order to assess the targeting efficiency of the program, we analyzed the incidence of the program's
cash allowance payments based on data from the 1991 PIHS (Table 4.6). Fifty-one percent of the
benefits in 1991 accrued to the lowest (that is, poorest) quintile of the distribution of household per
capita consumption expenditures, and 72 percent to the lowest two quintiles. The remaining
28 percent accrued to households that cannot be considered poor. Thus, the analysis suggests that
"leakages" in the program are significant, at least in 1991.1/ It is not known whether targeting
has improved since then, and in particular what the effect of the new "rule of ten" will be on
targeting.

4.23 Coverage. In 1992/93, the number of direct beneficiaries of subsistence allowances
exceeded 1.5 million, according to program records. This number, together with the figure for
total disbursements on this account (Table 4.4), implies an average monthly payment of just Rs. 38
per direct beneficiary. Thus, it appears that at that time the strategy being followed was one of
"spreading the goods" thinly among many beneficiaries.

4.24 This strategy is now being changed with the introduction of the "rule of ten" (see para.
4.10). If the full theoretical payment of Rs. 225 of subsistence allowances monthly were to be
made to each of the approximately 400,000 beneficiaries under the "rule of ten," it would imply a
total disbursement of Rs 1,080 million in subsistence allowances in 1994/95, which is well within
the amount disbursed for these allowances in 1993/94 (Rs 1,476 million; Table 4.4). How does the
target of 400,000 beneficiaries of subsistence allowances compare with the total target population of
Zakat? Estimating the total number of Mustahequeen is difficult. The latest estimate available,
from program sources as of December 1993, suggests that they could number some 1.1 million
nationwide (613,000 widows, 219,000 orphans, and 304,000 disabled), or about 0.9 percent of the
country's population. If this estimate is correct, then under the "rule of ten" the program would
cover about 36 percent of the target population with subsistence allowances (many other

1/ While leakages are significant, experience from Latin America indicates that the percentage of
Zakat benefits accruing to the poorest two quintiles is about average by international standards for
government programs targeted to the poor (Grosh, 1994).
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Mustahequeen would be helped with rehabilitation grants and institutional services, however).
Covering the entire Mustahequeen target group fully with subsistence allowances would cost about
Rs. 3 billion annually at the current benefit rate.

4.25 The adeguacy of benefits. The adequacy of subsistence allowances can be assessed by
comparing them with the poor's income gap, which is defined as the average shortfall in the
consumption of the poor relative to the poverty line. Our reference poverty line (from Chapter 1) is
about Rs. 400 per capita monthly in 1994/95 prices, and the estimated poverty gap ratio in 1990/91
was about 21 percent (Table 1.4). These figures yield an income gap for the poor of Rs. 84 per
capita monthly. Hence, the current subsistence allowance of Rs. 225 monthly is almost three times
the poor's income gap. Is this benefit excessive? The answer depends on the number of
dependents of direct beneficiaries. For example, if a disabled person receiving subsistence
allowances had four dependents, then his per capita allowance would be (225/5 =) Rs. 45, which
would be about one half of the poor's income gap. Figures on the number of dependents of direct
Zakat beneficiaries are not available. In fact, the concept of the program is that assistance is
provided to individuals, not to households. But in practice, it matters a great deal whether the
entire allowance goes to financing the consumption of the direct beneficiary, or whether the
beneficiary must share the allowance with several other persons in the household. It should also be
noted that if the 400,000 Mustahequeen selected to receive subsistence allowances are indeed the
poorest among the target group, their income gap could exceed the income gap for the poor as a
whole.

4.26 Revenue collection. Zakat taxes are withheld by financial institutions. According to
Central Zakat Administration sources, taxes are duly collected on the appointed day. But many
individuals reportedly withdraw deposits temporarily in the days before the collection date. This
practice is legal. Some individuals may also declare themselves exempt with the claim that they
belong to one of the exempt Muslim sects. Banks and the program administration do not investigate
these claims; in effect, it is an "honor system". We prepared a rough estimate of the amount of
Zakat tax revenue that appears to be due, based on balances reported by the State Bank of Pakistan
as of the end of December 1993. We took the two main categories of assets subject to the Zakat
tax -savings accounts (personal) and fixed deposits (personal). Applying the 2.5 percent Zakat tax
rate to these balances yields Rs. 3,494 million and Rs. 1,268 million, respectively. 1/ The
corresponding amounts actually collected in 1993/94 were Rs. 1,767 million and Rs. 527 million,
respectively (Table 4.2), suggesting that the proportion of people who withdraw deposits or declare
themselves exempt must be considerable.

4.27 Until recently, LZCs were responsible for assessing and collecting Ushr. Given the
decline in Ushr collection over time (Table 4.3), this resposibility has now been given to the
provincial revenue departments. Whether these departments will be able to collect more Ushr
remains to be seen. Available estimates indicate that the full collection of Ushr could generate
revenue in the range of Rs. 10-15 billion annually at current prices. But the provinces are now in
the process of introducing an agricultural income tax, and farmers are likely to resist paying both
Ushr and the new income tax.

1/ Our calculation was limited to the balances of scheduled banks.
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The Bait-ul-Maal Program: Main Issues

4.28 Four main issues also confront the Bait-ul-Maal program: its targeting efficiency, its
coverage of the target group, the adequacy of benefits, and the possibility of undesirable secondary
effects.

4.29 Targeting. The Bait-ul-Maal is a new program, and no data are available for
supporting an analysis of the incidence of its benefits. But the program has much less of a "grass
roots" organization than does Zakat, since there are only 288 Tehsils in the entire country, which
may make the program more prone to leakages (than is Zakat). The program also suffers from a
problem, generic to all programs that use a household income ceiling as a screening device --the
capacity to assess household incomes of applicants accurately. Unlike the situation in an industrial
country, where the universality of the income tax yields a rich information base on household
incomes, no such information base is available in such developing countries as Pakistan. Thus,
applying the income ceiling is exceedingly difficult.

4.30 Coverage. According to program administration, about 400,000 households receive
FSS benefits, and 10,280 receive IFA benefits (Table 4.7).1/ How do these numbers compare
with the corresponding target populations? The total number of households whose monthly income
is below Rs. 1,500 can be estimated with data from the 1990/91 HIES. It appears that about
10 percent of all households meet this criterion.2/ At the end of 1994, there were about
17.5 million households in Pakistan; thus, about 1.75 million households would qualify for Bait-ul-
Maal assistance according to the income ceiling. Those households receiving Zakat assistance
would have to be deducted. Given the 1991 incidence of Zakat benefits, then one-fourth of current
Zakat beneficiaries of cash allowances (i.e., about 100,000 Zakat beneficiaries) would belong to the
bottom income decile (according to Table 4.6). In that case, the total target group for Bait-ul-Maal
would be about 1.65 million. This figure suggests that the FSS may be currently reaching about
one-fourth of eligible households (assuming that leakages to households above the lowest decile are
non-existent, which is a strong assumption). Estimates of the total number of IFA-eligible, non-
Zakat-recipient widows, orphans, and disabled are unavailable.

4.31 The adeguacy of benefits. IFA benefits seem adequate when compared with the poor's
income gap.3/ For the FSS, the answer again depends on the number of dependents of the direct
beneficiary. Given an average household size of about 7 persons in Pakistan, the monthly per
capita FSS allowance is (Rs. 150/7 =) Rs. 21, which is one-fourth of the per capita income gap of
the poor. This figure indicates that FSS benefits are a significant source of income for
beneficiaries, but fall far short of bridging the poor's income gap. But because these benefits
(unlike with Zakat and IFA benefits) go to households that, by definition, contain able-bodied

1/ The FSS expenditure amount in Table 4.5 would actually imply about 464,000 FSS beneficiary
households (assuming that all have been participating since July 1994).

2/ We deflated the income ceiling of Rs. 1,500 monthly to 1990/91 prices, which gives a ceiling
of Rs. 1,043 monthly in 1990/91 prices. From the published report of the 1990/91 HIES, we
found that 9.46 percent of all households had a monthly income of up to Rs. 1,000. Hence, a
rough estimate is that 10 percent of all households meet the FSS/IFA income ceiling.

I/ Although, by definition, IFA-eligible households cannot "support themselves," IFA payments
are not necessarily their only source of income. As noted, private transfers are widespread in
Pakistan, and are especially important to the poor.
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adults, FSS payments may have some disincentive effects on the supply of labor. These effects
would presumably increase with the size of the payments.

4.32 Undesirable secondary effects. As indicated in the previous paragraph, one problem
with giving income transfers to households with able-bodied adults is that they could reduce
incentives to work. Another undesirable secondary effect is that government income transfers are
likely to result in a reduction of private transfers --in which case a part of the government grant to
poor households becomes in effect a subsidy to the nonpoor relatives of these households (a
problem that would also apply to Zakat and Ushr transfers). For these reasons, the Government
would need to exercise much discretion in expanding the scope of the FSS program.

D. Social Welfare Programs

4.33 Social welfare departments play a modest role in providing social services to the poor
in Pakistan. The combined 1994/95 expenditures of the federal and provincial social welfare
departments are budgeted at Rs. 724 million, or about 0.04 percent of GDP. At the federal level,
Rs. 80 million of the department's budget of Rs. 101 million are allocated to the Prime Minister's
cash fund for the needy, which the Prime Minister may designate for individuals or institutions.
The federal department has responsibility for overseeing the approximately 12,000 NGOs that help
provide social services. In the near future, NGOs will be required to submit annual audited
accounts to the federal department.

4.34 Provincial social welfare expenditures are larger than those at the federal level,
because the provinces are the actual social service providers for the population. Expenditures are
highest in Punjab, and are at minimal levels in Balochistan and NWFP. Of the Punjab budget of
Rs. 396 million in 1994/95, Rs. 100 million is earmarked for the Punjab Bait-ul-Maal. The Punjab
Bait-ul-Maal allocates 55 percent of its funds to local NGOs. The activities of the Punjab Bait-ul-
Maal are not coordinated with those of the national-level Bait-ul-Maal.

4.35 In Punjab, the social welfare department works closely with the Zakat program and
NGOs to provide help to vulnerable groups in the community. Programs of the department include
vocational training courses, which teach skills in leatherwork and other crafts; rescue homes for
young women; homes for the elderly; housing for women who have migrated to work in industrial
areas; and orphanages. Not all provincial expenditures are geared towards the poor; some provide
services to the community as a whole, such as vocational skills training. Some of the expenses of
the Punjab Social Welfare department's programs (including furniture and equipment) are met with
donations from the community. The scale of the department's activities are small in comparison
with those of NGOs throughout Punjab.

E. Employment Creation Schemes Based on Directed Credit

4.36 Unemployment and underemployment rates in Pakistan have been higher in the 1980s
and early 1990s than in the 1970s.l/ Recent surveys also reveal a greater increase in
unemployment among youths, and particularly among educated youths. The Government has

1/ This section is based on one of the background papers to this report (Qadir, 1995).
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responded by introducing several schemes to promote self-employment and employment in
household and small scale enterprises. These schemes provide directed credit on concessionary
terms. The main programs currently in operation or just recently closed are the following: the
credit programs operated by the Small Business Finance Corporation, the Youth Investment
Promotion Society, and the Punjab and Sindh Small Industries Corporations; the Self-Employment
Program; the Public Transport Revamping Scheme (also known as the Yellow Cab Scheme); the
First Women Bank's Small Loans Scheme; the National Self-Employment Program; and the Awami
Tractor Scheme (Table 4.8).

4.37 All of the schemes have been carried out by public sector financial institutions (in
several cases with funds provided by the State Bank of Pakistan). Hence, losses in the schemes
must be borne by the public at large. Losses have undoubtedly been large, given the low recovery
rates of 42 to 70 percent, in turn implying that the schemes are not financially sustainable without
large infusions of public resources periodically. The one exception thus far has been the small
program operated by the First Women Bank (FWB), which has an excellent recovery rate of 97
percent. On the basis of this evidence, one would be tempted to conclude that directed credit
programs are viable in Pakistan only if they are targeted at women.

4.38 While, in theory, the directed credit schemes have generally sought to help people who
are poor or near-poor, the interest rate policy in the schemes goes against this goal. When public
funds are loaned at concessionary interest rates (or, in Pakistan, at concessionary "rates of return"),
demand exceeds supply, and the loans have to be rationed. The rationing process tends to favor
those with collateral and/or connections to the financial institutions that ration the loans. These
people are not among Pakistan's poor. The rationing effect is magnified by the weak loan recovery
performance by these schemes, which makes the loans much more "concessionary" than implied by
the interest rate.l/ Thus subsidized public credit is largely an ineffective vehicle for helping the
poor.

4.39 To the extent that the directed credit schemes may have helped generate employment,
some poor people may have benefited. But the schemes have also generated rents for the non-poor
in society (especially those who do not repay). These rents are transfers of income from taxpayers
to those lucky enough to have access to the directed credit. Since the poor also pay taxes, a portion
of these rents represent a transfer of income from the poor to the recipients of directed credit. The
schemes can also have negative implications for macroeconomic stability. The Yellow Cab Scheme
led to an unprecedented expansion of credit to the private sector and was a major determinant of the
widening of the current account deficit in the balance of payments in 1992/93.

F. Untargeted Government Subsidies

4.40 Government subsidies granted through credit are only one type of government subsidy.
Federal and provincial governments currently grant a wide array of various subsidies (Table 4.9).
Total subsidies (excluding subsidies for social services) were about Rs. 30 billion in 1994/95, or

1/ This weak stance towards loan recovery is related in part to the fact that many beneficiaries
were selected in the first place because they had political connections, making it more difficult for
bank managers to recover their loans with diligence.
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about 1.6 percent of GDP. These subsidies are 'untargeted" in the sense that they are not targeted
to the poor; many of them, however, are aimed at specific groups of beneficiaries.

4.41 A detailed discussion of the various subsidies exceeds the scope of this paper. It
should be noted, however, that "helping the poor" is often used to justify several of the existing
subsidies. Since these subsidies are not targeted specifically at the poor, it is likely that the bulk of
the benefits are captured by the non-poor. As argued in the previous section, this is the case with
credit subsidies. Another important type of subsidy is wheat subsidies, which are budgeted at Rs.
3.4 billion in 1994195. Although a detailed study of the incidence of wheat subsidies by household
income decile in Pakistan is unavailable, it is well known that the incidence of untargeted food
subsidies tends to be regressive. In Latin America, for example, the median general food subsidy
program delivered only 33 percent of total benefits to the poorest two quintiles of the population
(Grosh, 1994). The situation is likely to be the same in Pakistan.

G. Directions for the Future

4.42 The Government should strengthen the country's social safety net over time, within
existing fiscal constraints. It has several specific options that it could take in the short to medium
term.

Enhancing the Anti-Poverty Impact of Zakat & Ushr

4.43 The target population of the Zakat and Ushr program is the most vulnerable group in
society. They should have first priority for government income transfers, and ideally they should
be covered fully. I/ At the same time, the Government should make greater efforts toward
reducing leakages to the non-poor.

4.44 Covering the approximately 1.1 million Mustahequeen fully with subsistence
allowances at the current benefit rate would cost about Rs. 3 billion annually (para. 4.24), or about
twice as much as was spent on subsistence allowances in 1993/94 (para. 4.14). In order to finance
the additional expenditure, greater efforts could be made to step up the collection of Zakat and Ushr
taxes. The new arrangements that make provincial revenue departments responsible for assessment
and collection of Ushr taxes should increase the collection of these taxes. To improve the collection
of Zakat taxes, the Government could emphasize the importance of Zakat transfers for the most
vulnerable groups in society, and especially for those who fall outside the private social safety net.

4.45 As noted in this report, there appears to be significant scope for reducing leakages of
Zakat and Ushr transfers to the non-poor (para. 4.22). The Government and program managers
should seek ways to reduce leakages, in a manner consistent with the religious injunctions that form
the basis for the program.

I/ The definition of the target group for Zakat and Ushr (widows, orphans, and disabled
individuals, not able to support themselves) is rooted in religious grounds. Our recommendation
here is not to change this definition, but merely that full coverage under that definition be sought.
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Enhancing the Anti-Poverty Impact of Bait-ul-Maal

4.46 As indicated above, the FSS is by far the main sub-program under the Pakistan Bait-
ul-Maal. The following actions are suggested for consideration by the authorities, in order to
enhance the anti-poverty impact of the FSS:

(i) Introduce a work requirement. In order to improve targeting, the authorities may
wish to consider introducing a requirement that FSS beneficiaries contribute some
labor to a program of public works. Since poor people are willing to work for low
wages, public employment programs can offer wages that screen out the nonpoor so
that resources can be used more effectively for poverty reduction. Moreover, since
these schemes usually produce economic assets such as roads, they may have positive
second-round effects on the incomes of both the poor and the non-poor. In view of
the resource constraint, and the need to carefully evaluate the program before
replication could be considered, it is recommended that this alternative design of the
FSS be first tried on a pilot basis. A number of countries in Asia, Africa and Latin
America operate public works programs targeted to the poor, and their experiences
should be taken into account in designing the pilot project.

(ii) Introduce screening based on observable assets. While the above pilot project is
conducted and evaluated, the authorities may consider (again, in order to improve
targeting) introducing, for all those applicants and participants outside the pilot, a
screening system based on observable assets, to supplement the income-based
screening (since, as noted, income is very difficult to verify). This is currently being
tried in Sri Lanka; the authorities may wish to consult with their Sri Lankan
counterparts on this matter.

Directed Credit Schemes

4.47 The Government should make a serious effort to tighten the operation of directed
credit schemes in order to make them financially sustainable. Doing so would require increasing
recovery rates sharply, say, to over 95 percent. In addition, interest rates would need to be much
higher, to cover the cost of funds and administration. The availability to the poor of loans bearing
market-based rates would still improve their welfare, as long as the cost is below that of loans from
the alternative source of credit --informal lenders. This is likely to be the case. A detailed study of
the operations of a sample of informal lenders in Pakistan in the early 1980s found that the mean
annual interest rate for their loans was nearly 80 percent (about 70 percent in real terms; Aleem,
1990).

4.48 NGO involvement in the provision of financial services to the poor and micro-
enterprises, while relatively recent in Pakistan, is expanding. This development holds the promise
of a more efficient alternative to providing financial services to the poor than governmental
schemes. The example of the Grameen Bank in Bangladesh demonstrates the feasibility of large-
scale provision of financial services to the poor by NGOs, in the South Asian context.

Untargeted Subsidies

4.49 In addition to tightening loan recovery rates and increasing interest rates in directed
credit schemes, the Government may wish to examine other existing subsidies (paras. 4.40-4.41), to
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identify who the actual beneficiaries are, and to assess the economic losses resulting from resource
misallocation induced by the subsidies. Phasing out untargeted subsidies would free up scarce fiscal
resources that could be allocated to basic social services, to worthwhile targeted programs that
benefit the poor, and to reducing the fiscal deficit.
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Annex 3

STATISTICAL ANNEX





Table 1.1: PAKISTAN - GROWTH OF GDP, GNP AND PRIVATE CONSUMPTION PER CAPITA, 1972/73 TO 1994/95

(1) (2) (3) (4) (5) (6)

GDP in Constant GNP in Constant Private Consumption Population GDP Per Capita GNP Per Capita Private Consumption

1980/81 Market 1980/81 Market in Constant 1980/81 At Mid-Year (1) (4) (2) / (4) Per Capita

Prices Prices Market Prices (OOOs) Rs. / Year Rs. / Year (3) / (4)

Billion Rs. Billion Rs. Billion Rs. Rs. /Year

1972/73 176.9 174.3 139.6 65,892 2,685 2,645 2,118

1973/74 183.1 181.5 161.4 67,901 2,697 2,673 2,377

1974/75 190.9 189.2 158 69,978 2,728 2,704 2,258

1975/76 200.7 198.5 165.6 72,119 2,783 2,752 2,296

1976/77 208.6 206.2 177.8 74,325 2,807 2,774 2,392

1977/78 225.4 223 192.4 76,598 2,943 2,911 2,512

1978/79 233.9 231 213.4 78,941 2,963 2,926 2,703

1979/80 257.8 254.5 230.2 81,355 3,169 3,128 2,830

1980/81 278.2 300.9 224.1 83,850 3,318 3,588 2,673

1981/82 296.4 319.3 234.2 86,438 3,429 3,694 2,709

1982/83 316.5 349.5 243.7 89,119 3,551 3,922 2,735

1983/84 332.5 364.1 258.7 91,883 3,619 3,963 2,816

1984/85 357.7 386.6 281.2 94,733 3,776 4,079 2,968 1

1985/86 377.5 408.8 278.2 97,672 3,865 4,185 2,848 >

1986/87 401.8 428.3 288 100,701 3,990 4,253 2,860

1987/88 433 450.1 317.3 103,824 4,171 4,335 3,056

1988/89 453.9 468.8 319.9 107,044 4,240 4,380 2,988

1989/90 474.1 491.3 334.3 110,364 4,296 4,452 3,029

1990/91 500 509.4 329.9 113,787 4,394 4,477 2,899

1991/92 539.1 544.1 375.4 117,316 4,595 4,638 3,200

1992/93 549.5 553.2 384.2 120,835 4,548 4,578 3,180

1993/94 566.7 569.0 389.3 124,460 4,553 4,572 3,128

1994/95 588.8 591.3 412.9 128,010 4,600 4,619 3,226

Average annual

rate of growth,

1972/73-1994/95

(in percentage) 5.6 5.7 5.1 3.0 2.5 2.6 2.0

Sources: Nalional Accounts, Federal Bureau of Statisticsfor populationfigures.
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Table 1.2: PAKISTAN - HOUSEHOLD INCOME DISTRIBUTION, 1971/72 TO 1990/91

Household
Income Household Income Shares Ratio of

Gini Lowest Middle Highest Highest to
Year Coefficient 20% 60% 20% Lowest 20%

1971/72 0.345 7.9 49.1 43.0 5.4

1979 0.373 7.4 47.6 45.0 6.1

1984/85 0.369 7.3 47.7 45.0 6.2

1985/86 0.355 7.6 48.4 44.0 5.8

1986/87 0.346 7.9 48.5 43.6 5.5

1987/88 0.348 8.0 48.3 43.7 5.5

1990/91 0.407 7.3 48.2 44.5 6.1

Source: Economic Survey 1992/93. Economic Advisory Wing, Ministry of Finance. Based on Household

Surveys of the respective years conducted by the Federal Bureau of Statistics.



Table 1.3: PAKISTAN - WAGES OF UNSKILLED AGRICULTURAL AND URBAN CONSTRUCTION WORKERS, 1974/75 TO 1993/94

RsJday in Constant 1980/81 Prices a/

1974/75 1976/77 1978/79 1980/81 1983/84 1986/87 1988/89 1989/90 1990/91 1991/92 1992/93 1993/94 Annual

Rate of
Growth b/

(%/6)

A. URBAN CONSTRUCTION WORKERS:

(Unskilled Labourers)

Islamabad 15.7 19.8 22.8 25.0 25.7 26.3 23.5 26.3 24.5 26.7 26.6 25.6 1.8

Karachi 17.0 25.1 33.0 27.5 23.4 28.1 31.6 31.3 28.0 26.3 26.6 25.6 1.1

Lahore 18.7 25.1 21.6 25.0 26.4 27.5 27.1 28.5 28.3 31.6 29.1 31.3 2.0

Peshawar 11.9 13.9 17.5 18.0 19.8 21.1 19.1 20.8 18.4 21.1 20.5 18.3 2.0

Quetta 17.0 20.9 18.0 22.5 21.8 24.6 19.9 20.8 22.0 22.8 24.1 26.5 1.4

B. AGRICULTURAL WORKERS:

(Punjab)

Regular, Kharif Season 11.8 13.5 14.0 15.2 14.6 15.7 14.6 16.3 3.0

Regular, Rabi Season 12.6 14.2 15.6 16.2 16.1 15.8 16.0 17.5 3.0

Casual 16.3 17.2 17.3 18.1 17.6 19.6 19.7 21.4 2.1

GDP Deflator, 1980/81 = 100 58.8 71.8 83.4 100.0 126.3 142.5 170.0 180.5 204.1 224.7 244.2 273.7

CPI Index, 1980/81 = 100 100.0 124.8 142.5 167.2 177.3 199.8 219.0 239.3 266.0

Source: Federal Bureau of Statistics Monthly Bulletinsfor agricultural wage data; Economic Surveyforconstruction workers wage data

(collected by the Federal Bureau of Statistics)

Notes: a/ Deflated by GDP deflator. b/ Average annual rate of growth calculated using regression analysis.



Table 1.4: POVERTY IN PAKISTAN: 1984/85 TO 1990/91

(Poverty line of Rs. 296 per capita per month in 1991/92 rural prices)

Gini Income

Mean Coefficient Poverty Gap Total Number of

Consumption of Consumption Head-Count Gap Ratio Population Poor People
Year (Rs./month) Distribution Ratio Index (%) (OOOs) (OOOs)

A. NATIONAL LEVEL

1984/85 424.9 0.284 0.460 0.111 24.1 94,733 43,577

1987/88 456.5 0.270 0.374 0.077 20.6 103.824 38,830

1990/91 484.9 0.287 0.340 0.071 20.9 113,787 38,688

B. RURAL AREAS

1984/85 399.1 0.263 0.493 0.119 24.1

1987/88 424.1 0.240 0.402 0.083 20.6

1990/91 456.4 0.267 0.369 0.078 21.1

C. URBAN AREAS

1984/85 486.0 0.314 0.382 0.092 24.1 m

1987/88 535.0 0.316 0.307 0.061 20.0

1990/91 545.7 0.316 0.280 0.057 20.3

Source: World Banl Based on datafrom the 1984/85, 1987/88 and 1990/91 HIESs.

Note: The head-count ratio measures the proportion of individuals in the total population with consumption below the poverty line. The poverty

gap is a measure of the depth of poverty; it is equal to the sum of the distances between the poverty line and the consumption levels of

the poor, as a proportion of the poverty line, divided by the total population. The income gap ratio is obtained by dividing the poverty gap

index by the headcount ratio. It measures the average shortfall of the consumption of the poor relative to the poverty line, as a percentage

of the of the poverty line. The poverty line is Rs. 342 per month in adult equivalent terms, and the reference family for the per capita figure

of Rs. 296 is one of two adults and four children where adults are assigned a weight of 1.0 and children (below 18)) are assigned a weight

of 0.8. The estimates take into account differences in the cost of living between rural and urban areas. The figurers of mean consumption

are per month per equivalent adult, in constant 1991/92 rural prices.



Table 1.5: PAKISTAN HUMAN DEVELOPMENT INDICATORS, EARLY 1970S TO EARLY 190S AND COMPARISON WITH AVERAGE OF LOW-INCOME ECONOMIES

Average of Low-income
Indicator Pakistan Pakistan Pakistan Low-income Economics Excluding

1970s 1980s 1990s Economies a/ China and India
Life Expectncy at Birth (years) 48 54 59 62 56

(1970) (1982) (1992) (1992) (1992)
Male 49 NA 59 61 55
Fcnale 47 NA 59 63 57

Tol Fetility Rate 7.0 7.0 5.6 3.4 4.9
(Bit per Mwned Woman) (1970) (1982) (1992) (1992) (1992)

Infant Motality Rate 142 120 91 73 91
(PeTlum dLiveBiaibs) (1970) (1982) (1991) (1992) (1992)

Under-5 Morality Rate

(Per Thommd Live Births)
Male NA NA 142 114 154

(1992) (M992) (1992)
Female NA NA 129 102 137

(1992) (1992) (1992)

Adu lLiac Raft 24 26 35 60 55
ofePopmalm Age IS+) (1977) (1931) (1990) (1990) (1990) L

Femakle NA I8 21 43 44

(1985) (1990) (1990) (1990)

Prmy EdticoionGroe 47 50 56 101 79

E2rlmelt Ratio(percent) (1974) (1930) (1990) (1991) (31)
Male 64 68 72 NA NA
Female 29 31 39 93 71

Seconday Education Gross 13 15 21 41 28

Enrollmnto Ralio (pecent) (1970) (1982) (1990) (1991) (1991)
Fenale S 8 13 35 25

Sores: World Dvelopmt Report 1994; Social Indicators of Development 1994; Minwsby ofEbucaion of Pabistan Estiwae of infant mortality
for Pakisan in 1991 isfrom the 1990/91 Demographic Survy.

Notes: a/ Weighted avearge of low-income economies as classified by theWorld Bank. Pakistan, with a GNP per capita of US$420 in 1992, is classified
as a low-income economy. The average GNP per capita for all low-income economies was US$390 (US$370 excluding China and India).
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Table 1.6: PAKISTAN - ESTIMATES OF POVERTY INCIDENCE BY REGION,
HIES 1990/91 AND PIHS 1991

HIES 1990/91 PIHS 1991 Percentage Percentage
Headcount Headcount of Total of Poor

GEOGRAPHIC UNIT Index Index Population Population
(°) (%) (PIHS 1991)

PUNJAB 35.9 (1.4) 35.6 (1.6) 59.8 0.0
Urban 29.4 (2.1) 35.7 (2.4) 16.9 0.0
Rural 38.5 (1.7) 35.5 (2.0) 42.9 0.0

Rural North Punjab 32.4 (2.2) 25.8 (2.2) 26.0 0.0
Rural South Punjab 47.5 (2.7) 48.4 (3.6) 16.9 0.0

SINDH 27.6 (1.9) 26.6 (1.6) 22.5 0.0
Urban 24.1 (2.3) 15.6 (1.6) 10.3 0.0
Rural 30.8 (2.9) 35.7 (2.6) 12.5 0.0

NWFP 40.0 (3.3) 19.7 (3.4) 13.5 0.0
Urban 37.0 (4.5) 13.4 (2.7) 2.1 0.0
Rural 40.6 (3.9) 20.8 (4.0) 11.4 0.0

BALOCHISTAN 22.0 (3.6) 41.2 (4.1) 4.0 0.0
Urban 26.7 (4.4) 28.7 (7.3) 0.6 0.0
Rural 20.9 (4.3) 43.2 (4.9) 3.4 0.0

ALL PAKISTAN 34.0 (1.0) 31.6 (1.1) 100.0 0.0
Urban 28.0 (1.5) 27.0 (1.6) 29.8 0.0
Rural 36.9 (1.4) 33.5 (1.5) 70.2 0.0

Source: World Banlr

Notes: Based on reference poverty line of Rs. 296/per capita/per month in 1991/92 national rural prices.
Household consumption expenditure has been adjusted to take into account regional and urban-rural
differences in the cost of living of the poor. "South Punjab" includes the districts of the Dera Ghazi Khan
Bahawalpur and Multan divisions. The figures in parentheses are the standard errors of the Headcount
Index estimates
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Table 1.7: PAKISTAN - REGIONAL DIFFERENCES IN HUMAN DEVELOPMENT INDICATORS

Net Primary Net Primary

School School

Literacy Literacy Enrollment Enrollment Infant

Rates, Rates, Rates, Rates, Mortality

Male Female Male Female Rate

(%) (%) (%) (%) Per Thousand

Punjab

Urban 62.9 (2.1) 36.8 (1.8) 81.1 (2.0) 78.5 (2.1) 89.0 (8.0)

Rural North 44.6 (1.7) 13.6 (1.4) 70.8 (2.4) 52.9 (3.1) 111.0 (8.0)

Rural South 34.5 (3.6) 8.9 (3.0) 61.0 (5.8) 31.2 (5.8) 147.0 (10.0)

Sindh

Urban 61.5 (3.2) 41.3 (3.3) 63.3 (3.2) 63.3 (3.9) 92.0 (10.0)

Rural 43.2 (2.7) 6.6 (1.2) 51.5 (2.5) 24.1 (3.8) 143.0 (12.0)

NWFP

Urban 53.8 (3.6) 20.9 (5.3) 81.3 (4.4) 53.5 (9.5) 154.0 (18.0)

Rural 43.9 (3.3) 5.4 (2.4) 72.2 (5.4) 36.9 (4.1) 128.0 (12.0)

Balochistan

Urban 52.0 (6.0) 16.5 (3.3) 44.9 (4.4) 34.9 (8.1) 201.0 (44.0)

Rural 29.1 (6.0) 3.2 (2.8) 47.3 (7.3) 19.8 (6.5) 149.0 (14.0)

All Pakistan 119.0

Source: World Bank based on datafrom the 1991 PIHS.

Notes: Literacy rates are for population 15 years of age and older. Net primary school enrollment refers to gr

ages 6-10. Infant mortality rate are deaths in the 0-I age bracket per thousand live births (average fo

1980-90 period). The figures in parenthesis are the corresponding standard errors.



Table 1.3: PAKISTAN - EMPLOYMIENT PROFILE OF HOUSEHOLD HEADS AND INCIDENCE OF POVERTY, 1991

URBAN , RURAL

Proportion of Incidence of Percentage of Proportion of Incidence of Percentage of
Urban Sample Poverty Urban Poor Rural Sample Poverty Rural Poor

(%) (X/%) (%) (%/e) (%) (%)

AGRICULTURE: 63.6 35.1 64.7

By lnd ownership;
Owir Cultivtoar 36.6 30.2 32.0
Tenant 13.6 43.8 17.3

Agricltural Laborer 7.0 56.0 11.4
Other A-UICI*I 6.4 21.0 3.9

NON-AGRICULTURE
WAGE EARNERS. 43.8 21.4 39.6 17.9 29.8 15.5

By type of job:
wwC aIw 14.2 22.1 10.0 6.5 26.3 5.0
SkiIIsSe6ti.Skilsd 20.1 28.1 18.0 6.6 22.1 4.2

Ca111lMIAld 9.5 38.3 11.6 4.8 45 I 6.3

SELF-EMPLOYED
OUTSIDE AGRICULTURE: 36.3 34.0 39.3 15.2 36.3 16.0

By value of assets:
R. 1,000 or kl 9.3 51.2 15.2 4.3 46.3 5.3
Rs. l.000-10,000 12.4 34.5 13.6 6.0 39.2 6.3
Ris 10,000 or mnor 14.6 22.2 10.3 4.8 24.5 3.4

OTHER 19.9 33.7 21.4 3.4 41.1 4.1

OVERALL 300.0 31.4 100.0 100.0 34.5 100.0
Sow: Poverty in Pakistan: Mearwemen ,Trends and Patterns. Backgroundpaper prepared by Harts G=dar,Sephen Hown and SaLman Zaidt April 1994

Notes: The table is based on data from the 1991 PIHS. The identification of households was sequential, with priority given to the identification of agricultural households in
rural ames, followed by wage earers outside agriculture and self-employed outside agriculture. Agricultural households were identified frnm their land ownership
or operdion stat_s, ownership of oader agicultura assets such as livestock, and reporting of earnings fom agricultuwr labor. Of die mainder, if the household head
reponed any positive wage income and his/her occupation as employment, the household was clasified as a non-agricultwr wage earter. The residual households
were classified as elf-employed if the household heads reported any positivc income from self-enployment, and as "odier" if they could not be clasified under any

of the above categories, or were non-eamers or unemployed. The category "other agriculture includes those who did not report land ownership or operation, but
did own other agricultural assets such as livestock. The poverty line used is Rs. 296 per capita per month in 1991/92 rural prices.
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Table 1.9: PAKISTAN - LITERACY RATES BY QUINTILE OF PER CAPITA HOUSEHOLD

EXPENDITURE, 1991

(Population Five Years Old and Above)

All First Second Fifth

Quintile Quintile Quintile

(lowest) (highest)

Rural Sindh 22.5 19.5 20.6 33.9

Rural NWFP 19.8 8.1 13.2 30.5

Rural Balochistan 14.2 8.4 10.2 24.9

Rural North Punjab 28.0 21.6 19.0 38.5

Rural South Punjab 19.2 12.4 21.2 36.6

Small Cities and Towns 37.3 26.6 34.0 58.8

Major Cities 47.3 33.3 37.9 61.4

Males 39.6 28.9 33.5 56.4

Females 17.2 7.9 12.2 30.9

Overall 28.9 18.8 23.3 44.3

Source: World Bank based on datafrom PIHS 1991.

Note: Literacy is defined as being able to read, write and count.
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Table 1.10: PAKISTAN - PROPORTION OF CHILDREN 5-10 YEARS OLD CURRENTLY ATTENDING

SCHOOL BY QUINTILE OF PER CAPITA HOUSEHOLD EXPENDITURE, 1991

First Second Fifth

All Quintile Quintile Quintile

(lowest) (highest)

(%) (°/e) (%) (/)

Rural Sindh 35.2 29.4 29.8 57.0

Rural NWFP 47.0 34.2 38.7 57.6

Rural Balochistan 29.3 17.4 26.3 62.6

Rural North Punjab 58.8 40.9 55.2 68.2

Rural South Punjab 43.8 33.8 48.4 66.7

Small Cities and Towns 64.1 55.8 64.4 84.5

Major Cities 70.3 54.6 62.4 85.0

Males 61.5 49.9 58.4 81.1

Females 43.3 27.4 37.9 59.7

Overall 52.6 38.7 48.6 70.4

Source: World Bank based on datafrom P1HS 1991.
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Table 1.11: PAKISTAN - INFANT MORTALITY RATES BY TOTAL HOUSEHOLD EXPENDITURE,

EDUCATION OF THE MOTHER, AND HOUSING FACILITIES, 1991

Infant Mortality

Rate

(Per 1000 Live Births)

1. All Pakistan 127

2. By Total Household Monthly Expenditure:

First (Lowest) Quintile 152
Second Quintile 113

Fifth (Highest) Quintile 113

3. By Mother's Education:

Some Education 81

No Education 134

4. By Housing Facilities:

A. Toilet:

Yes 105
No 132

B. Drinking Water:

Tapped or Piped Indoors 117

Outside Home/Covered 121

Open Source, River Pond 156

C. Type of House Floor:

Stone, Cement 103

Earth, Wood 138

D. Drains:

Covered Underground 94

Uncovered Open 120

None 141

Source: World Bank based on datafrom the 1991 P1 HS.

Note: Infant mortality rates were calculated as averages for children born in the 1986-91 period.
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Table 1.12: PAKISTAN - INCIDENCE OF DIARRHEA FOR CHILDREN AGED 5 AND UNDER

BY HOUSEHOLD PER CAPITA EXPENDITURE QUINTILE

(DURING 30 DAYS PRECEDING THE SURVEY)

First Second Fifth Total

Quintile Quintile Quintile Population

(Lowest) (Highest)

(%) (%) (%) (%)

Rural Sindh 26.5 26.5 27.4 28.2

Rural NWFP 29.6 21.3 14.6 22.6

Rural Balochistan 14.4 32.2 25.6 24.2

Rural North Punjab 24.3 26.6 30.0 25.6

Rural South Punjab 28.1 34.2 41.6 32.7

Small Cities and Towns 22.0 20.2 23.8 21.6

Major Cities 21.1 21.8 25.6 22.6

Males 24.8 26.3 27.4 26.6

Females 25.2 26.2 25.3 25.3

Overall 25.0 26.3 26.4 25.9

Source: World Bank based on data from the 199! PIHS.
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Table 1.13: PAKISTAN - PERCENTAGE OF HOUSEHOLDS WHO REPORTED HAVING AT LEAST

ONE MEMBER SICK IN THE LAST THIRTY DAYS (PRECEDING THE SURVEY),

BY HOUSEHOLD PER CAPITA EXPENDITURE QUINTILE

First Second Fifth All

Quintile Quintile Quintile Quintiles

(Lowest) (Highest)

(%) (%) (%) (%)

Rural Sindh

Rural NWFP 79.6 72.9 67.4 72.4

Rural Balochistan 94.2 80.5 85.7 86.7

Rural North Punjab 66.4 89.3 80.5 76.8

Rural South Punjab 80.3 77.2 74.2 73.7

Small Cities and Towns 79.0 88.0 87.5 82.3

Major Cities 79.3 80.6 76.8 78.0

80.7 73.3 67.0 73.9

Overall 80.1 79.8 74.1 77.0

Source: World Bank, based on data from the 1991 PIHS.
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Table 1.14: PAKISTAN - SHARE OF EXPENDITURE ON HEALTH IN TOTAL MONTHLY HOUSEHOLD

EXPENDITURE, BY HOUSEHOLD PER CAPITA EXPENDITURE QUINTILE, 1991

First Second Fifth All
Quintile Quintile Quintile Quintiles
(Lowest) (Highest)

(%) (%/6) (%/0) (%)

A. Health Expenditure From Health Section of Survey:

Rural Sindh 9.8 8.9 20.0 12.6
Rural NWFP 7.0 8.2 12.2 10.0
Rural Balochistan 8.3 8.9 25.9 12.3
Rural North Punjab 6.7 7.1 12.0 8.4
Rural South Punjab 7.2 10.0 18.7 10.5
Small Cities and Towns 6.1 9.0 16.2 9.6
Major Cities 4.9 4.8 8.5 6.9

Overail 7.1 8.1 13.7 9.5

B. Health Expenditure From Consumption Section of Survey:

Overall 3.2

Source: World Bank based on datafrom the 1991 PIHS.

Notes: The figures in section "A" (Health Expenditure From Health Section of Survey) were calculated by taking
health expenditure from the health section of the survey and dividing by (total expenditure from the
consumption section of the survey - health expenditure from the consumption section of the survey +
health expenditure from the health section of the survey). Since health expenditure from the health section
of the survey pertains to the 30 days preceding the survey, this assumes that the pattern of illness during
that period is representative of the entire year. The figure under "B", shown for comparison, is calculated
by taking the average household health expenditure from the consumption section of the survey and
dividing by the average total household expenditure from the consumption section of the survey.



- 63 -

Table 1.15: PAKISTAN - MEAN NUMBER OF CHILDREN EVER BORN BY HOUSEHOLD PER CAPITA

EXPENDITURE QUINTILE, REGIONS AND MOTHER'S EDUCATION AND BY AGE

OF MOTHER FOR EVER MARRIED WOMEN 15-49, 1991

Age of Mother

Under

25 25-34 35+ Overall

By Monthly Per Capita Expenditure:

First Quintile (Lowest) 2.2 5.4 8.0 6.9

Second Quintile 2.4 4.9 7.0 6.4

Fifth Quintile (Highest) 1.1 3.0 6.1 5.8

By Mother's Schooling:

None 2.0 4.6 7.2 6.1

Some 1.7 3.9 5.8 4.5

By Regions:

Rural North Punjab 1.9 4.3 6.9 5.0

Rural South Punjab 2.1 4.8 7.3 6.1

Rural Sindh 1.8 4.5 7.0 5.5

Rural NWFP 2.2 4.8 7.5 6.5

Rural Balochistan 2.3 4.8 6.3 5.4

Small Cities and Towns 1.7 4.4 7.1 6.0

Major Cities 1.9 4.3 6.7 5.6

Total 1.9 4.5 7.0 5.9

Source: World Bankl based on data from the 1991 PIHS.



- 64 -

Table 1.16: PAKISTAN - PERCENTAGE OF EVER MARRIED WOMEN AGED 1549 WITH

KNOWLEDGE OF CONTRACEPTION, CURRENTLY USING AND EVER USED
CONTRACEPTION, BY HOUSEHOLD PER CAPITA EXPENDITURE QUINTILE,
REGION AND MOTHER'S EDUCATION, 1991

Knowledge of Current Use of Ever Use of
Contraception Contraception Contraception

(%) (%) (%/6)

By Monthly Per Capita Expenditure:

First Quintile (Lowest) 31.1 3.3 6.3
Second Quintile 35.6 4.9 8.9
Fifth Quintile (Highest) 41.0 9.2 11.8

By Mother's Education:

None 34.4 5.0 7.8
Some 63.7 18.1 26.0

By Region:

Rural North Punjab 46.4 3.9 6.9
Rural South Punjab 14.6 1.9 2.3
Rural Sindh 21.3 2.6 4.2
Rural NWFP 39.0 9.1 16.7
Rural Balochistan 34.6 3.7 8.2
Small Cities and Towns 44.4 9.2 14.7
Major Cities 58.4 17.3 22.0

Overall 38.4 6.8 10.3

Source: World Bank based on data from the 1991 PIHS.
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Figure 1. Head-count ratios for 1984-85, 1987-48, and 1990-91 for different poverty lines

-1984-85 1987-88 --- 1990
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Notes: This graph shows the head-count ratio for the different survey years and a range of poverty lines. All
expenditures are expressed in 1991-92 rumral prices, and are per equivalent adult.
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Table 2.1: PAKISTAN - NET CURRENT PRIVATE TRANSFERS FROM ABROAD,
1972/73 TO 1993/94

YEAR Net Current GDP at Market Population at Net Current Net Current

Private Prices Mid Year Private Private Transfers

Transfers Million US$ 000s Transfers as Per Capita

Million USS Percentage of GDP USS/Year

1972/73 144.7 6691.0 65892.0 2.2 2.2

1973/74 149.6 8773.0 67901.0 1.7 2.2

1974/75 228.9 11340.0 69978.0 2.0 3.3

1975/76 352.1 13338.0 72119.0 2.6 4.9

1976/77 590.3 15126.0 74325.0 3.9 7.9

1977/78 1225.8 17820.0 76598.0 6.9 16.0

1978/79 1496.2 19708.0 78941.0 7.6 19.0

1979/80 1894.9 23690.0 81355.0 8.0 23.3

1980/81 2241.9 28103.0 83850.0 8.0 26.7

1981/82 2415.7 30720.0 86438.0 7.9 27.9

1982/83 3082.8 28692.0 89119.0 10.7 34.6

1983/84 3046.6 31152.0 91883.0 9.8 33.2

1984/85 2687.8 31146.0 94733.0 8.6 28.4

1985/86 2824.0 31897.0 97672.0 8.9 28.9

1986/87 2559.0 33351.0 100701.0 7.7 25.4

1987/88 2256.0 38472.0 103824.0 5.9 21.7

1988/89 2100.0 40171.0 107044.0 5.2 19.6

1989/90 2210.0 40011.0 110364.0 5.5 20.0

1990/91 2292.0 45625.0 113787.0 5.0 20.1

1991/92 2961.0 48885.0 117316.0 6.1 25.2

1992/93 2327.0 51823.0 120835.0 4.5 19.3

1993/94 2375.0 51678.0 124460.0 4.6 19.1

Source: Ministry of Finance.
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Table 2.2: PAKISTAN - PROJECTIONS OF POVERTY HEAD-COUNT RATIO UNDER
DIFFERENT GROWTH ASSUMPTIONS, 1990/91 TO 2010/11

Head-Count Ratios (%)
Rate of Growth of 1990/91 1995/96 2000/01 2005/06 2010/11

Per Capita (Base
Consumption Year)

(Yo)

1.0 34.0 29.6 25.6 21.5 17.9

2.0 34.0 25.6 18.0 11.8 6.9

3.0 34.0 21.7 12.0 5.5 2.5

4.0 34.0 18.1 7.2 2.5 0.4

5.0 34.0 14.9 4.4 0.7 0.1

Source: World Bank based on datafrom the 1990/91 HIES.

Notes: The estimate of the head-count ratio for 1990/91 is based on the 1990/91 HIES, with
the poverty line set at Rs. 296 per capita per month in 1991/92 rural prices. The
poverty line is held constant in real terms for the projections. Also, growth in
consumption is assumed to be uniform across the entire range of the household
expenditure distribution (i.e. distribution-neutral growth is assumed).
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Table 2.3: PAKISTAN - EXPENDITURE ON PRIMARY EDUCATION OF PROVINCIAL GOVERNMENTS,
1980/81 TO 1990/91

1980/81 1985/86 1986/87 1987/88 1988/89 1989/90 1990/91

A. In Current Prices:

(Rs. Million)

Development Expenditure 60.0 502.0 149.0 120.0 49.0 44.0 NA

Current Expenditure 1303.0 3103.0 3598.0 5055.0 5703.0 6298.0 8179.0 a/

Total 1363.0 3605.0 3747.0 5175.0 5752.0 6342.0 NA

B. In Constant 1980/81 Prices:

(Rs. Million)

Development Expenditure 60.0 368.3 104.6 75.0 28.8 24.4 NA

Current Expenditure 1303.0 2276.6 2524.9 3159.4 3354.7 3489.2 4007.3

Total 1363.0 2644.9 2629.5 3234.4 3383.5 3513.6 NA

C. In Per Capita Terms,

in 1980/81 Prices (Rs.)

Development Expenditure 0.7 3.9 1.1 0.7 0.3 0.2 NA

Current Expenditure 16.0 24.0 25.8 31.4 32.3 32.6 36.3

Total 16.8 27.9 26.9 32.1 32.6 32.8 NA

D. Population of the

Four Provinces (OOOs) 81335.0 94741.8 97680.0 100709.3 103832.7 107053.1 110373.4

E. GDP Deflator

1980/81 = 100 100.0 136.3 142.5 160.0 170.0 180.5 204.1

Source: Public Expenditure Review, Report No. 10770-PAK, World Bank October 1992. Original data obtainedfrom

Appropriations Accounts of each Province.

Notes: a/ Estimated assuming that primary education expenditures are the same percentage of total education

expenditure as in the previous year (50 percent).

b/ Expenditures are actual up to 1989/90 and revised estimates for 1990/91.
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Table 2.4: PAKISTAN - EXPENDITURE ON HEALTH OF PROVINCIAL GOVERNMENTS,
1980181 TO 1990/91

1980/81 1985/86 1986/87 1987/88 1988/89 1989/90 1990/91

A. In Current Prices:
(Rs. Million)

Development Expenditure 245.0 582.0 959.0 1022.0 1113.0 1030.0 580.0
CurrentExpenditure 618.0 1856.0 2214.0 3081.0 3155.0 3539.0 4280.0
Total 863.0 2438.0 3173.0 4103.0 4268.0 4569.0 4860.0

B. In Constant 1980/81 Prices:
(Rs. Million)

Development Expenditure 245.0 427.0 673.0 638.8 654.7 570.6 284.2
Current Expenditure 618.0 1361.7 1553.7 1925.6 1855.9 1960.7 2097.0
Total 863.0 1788.7 2226.7 2564.4 2510.6 2531.3 2381.2

C. In Per Capita Terms,
in 1980/81 Prices (Rs.)

Development Expenditure 3.0 4.5 6.9 6.3 6.3 5.3 2.6
Current Expenditure 7.6 14.4 15.9 19.1 17.9 18.3 19.0
Total 10.6 18.9 22.8 25.5 24.2 23.6 21.6

D. Population of the
Four Provinces (000s) 81335.0 94741.8 97680.0 100709.3 103832.7 107053.1 110373.4

E. GDP Deflator,
1980/81 = 100 100.0 136.3 142.5 160.0 170.0 180.5 204.1

Source: Public Expenditure Review, Report No. 10770-PAK, World Bank October 1992. Original data

obtainedfrom the Appropriations Accounts of each Province

Notes: Health expenditures of the Provinces have represented about 75-80 percent of total public expenditure
on health in recent years. Expenditures in this table refer to all levels of health services. They are actual
up to 1989/90, and revised estimates for 1990/91.
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Table 3.1: PROPORTIONATE ACCESS TO SELECTED HEALTH FACILITIES

IN URBAN AND RURAL PSU'S* OF THE PIHS (1991)

(In % of All Urban or Rural PSUs)

Urban Rural

Private Hospital

Present in PSU 14.7 2.7

< 6 kms 60.0 8.7

6 + kms 18.0 85.3

Not present in PSU/distance unknown 7.3 3.3

Doctor's Clinic

Present in PSU 58.0 22.7

< 6 kms 34.7 16.0

6 + kms 2.0 58.7

Not present in PSU/distance unknown 5.3 2.7

Government Hospital

Present in PSU 12.7 4.7

< 6 kms 64.0 12.0

6 + kms 18.7 79.3

Not present in PSU/distance unknown 4.7 4.0

Family Planning Clinic

Present in PSU 18.0 14.7

< 6 kms 58.7 14.7

6 + kms 12.0 64.7

Not present in PSU/distance unknown 11.3 6.0

RHC

Present in PSU - 10.0

<6 kms - 16.0

6 + kms - 60.0

Not present in PSU/distance unknown - 14.0

BHU

Present in PSU - 30.7

<6 kms - 23.3

6 + kms - 36.0

Not present in PSU/distance unknown - 10.0

* Primary Sampling Units

Source: World Bank based on datafrom the 1991 PIHS
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Table 3.2: PAKISTAN - PERSON OR FACILITY FIRST CONSULTED DURING AN ILLNESS, 1991

(By sex and by quintile of the household per capita expenditure distribution).

First Second Fifth

Male Female (Lowest) Quintile (Highest) Total

Person First Consulted Quintile Quintile

(%) (%/0) (%/o) (%) (%) (%)

Siani 1.6 1.7 1.7 1,7 2.4 1.7

Herbalist/Hakim 7.6 6.6 9.2 6.3 6.7 7.1

Compounder or Medical Store 23.4 16.3 22.8 24.2 15.6 19.7

Govemment Dispensary 4.2 4.2 6.0 3.7 4.0 4.2

Govemment Hospital 13.4 17.5 16.1 15.4 12.3 15.5

Private Doctor 44.8 47.8 39.8 45.2 51.8 46.3

Private Hospital 2.3 2.8 1.4 1.3 3.6 2.6

Faith Healer 0.4 0.6 0.4 0.5 0.3 0.5

Basic Health Unit 1.0 1.0 1.8 0.3 0.9 1.0

Rural Health Center 0.6 0.3 0.4 0.5 0.6 0.4

Matemal and Child Health Cente 0.0 0.3 0.0 0.1 0.1 0.1

Other 0.8 0.9 0.4 0.8 1.8 0.9

Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: World Bank based on datafrom the 1991 PIHS.



Table 3.3: Per Illness Mean Expenditures of Households, 1991
(Rupees)

Total Expenses* Cost of Consultation Including Cost of Transportation Cost of Additional Medicine
Initial Medicines

Private Private Private Private Private Private Private Private
Public Modem Tradit. Public Modem Tradit. Public Modem Tradit. Public Modem Tradit.

Facility Facility Source Facility Facility Source Facility Facility Source Facility Facility Source

Rural Sindh 381.5 453.6 306.4 273.2 361.3 228.5 51.4 48.9 26.1 56.9 43.4 51.8
Rural NWFP 297.1 353.7 216.0 201.4 276.8 167.7 38.8 32.3 22.5 56.9 44.6 25.8
Rural Baluchistan 193.4 1489.2 190.5 175.3 1322.5 15.5 18.0 114.4 3.0 0 52.2 172.0
Rural N. Punjab 425.5 255.7 182.1 339.8 225.0 144.0 57.5 17.1 8.3 28.2 13.6 29.8
Rural S. Punjab 217.5 270.8 272.0 188.5 183.7 233.3 16.4 20.3 22.3 12.5 16.9 16.5
Small cities, towns 572.5 406.1 198.8 487.4 248.8 138.2 78.6 133.8 13.7 15.5 23.5 46.8
Major cities 339.2 226.7 146.8 241.6 189.6 101.7 35.6 13.6 14.2 62.0 23.4 30.9

Males 405.6 314.1 220.3 309.5 248.6 180.8 54.3 39.4 18.6 42.1 26.2 20.9
Females 320.1 322.7 198.0 250.8 259.0 147.9 36.8 40.2 11.0 32.6 23.5 39.2

Ist Quintile 254.3 176.9 291.0 204.5 150.6 234.8 29.9 12.5 17.0 19.8 13.8 39.1 -
2nd Quintile 186.0 318.6 157.7 147.4 205.0 132.4 17.2 94.7 12.2 21.4 18.9 13.1
5th Quintile 453.9 546.0 245.3 327.6 452.2 168.1 62.3 44.8 18.5 64.0 48.9 58.8
Overall 357.3 318.4 209.2 276.4 253.9 164.3 44.2 39.8 14.8 36.7 24.8 30.1
Source: World Bank, based on datafrom the 1991 PIHS
Note: Public facilities include: government dispensary, govemment hospital, BHU, RHC, and MCH center.

Private modern facilities include: private doctor, private hospital and compounder/ medical store.
Private traditional facilities: siani, herbalist/hakim/homeopath and faith healer.



- 73 -

Table 3.4: PROPORTIONATE ACCESS TO SELECTED GOVERNMENT EDUCATION
FACILITIES IN URBAN AND RURAL PSU'S* OF THE PIHS

(In % of All Rural or Urban PSUs)
Rural Urban

Girls Public Primary School
-Present in PSU 33.7 74.7
-Under 6 kms from PSU 50.7 6.7
-6 + kms from PSU 0.7 14.0
-Not present in PSU/distance unknown 15.3 4.7

Boys Public Primary School
-Present in PSU 37.3 84.0
-Under 6 kms from PSU 48.7 3.3
-6 + kms from PSU 0.7 6.7
Not present in PSU/distance unknown 13.3 6.0

Girls Public Middle School
-Present in PSU 18.0 25.3
-Under 6 kms from PSU 56.0 15.3
-6 + kms from PSU 3.3 49.3
-Not present in PSU/distance unknown 22.7 10.0

Boys Public Middle School
-Present in PSU 20.0 42.0
-Under 6 kms from PSU 56.7 15.3
-6 + kms from PSU 2.7 32.0
-Not present in PSU/distance unknown 20.7 10.7

* Primary Sampling Unit

Source: World Bank, based on data from the 1991 PIHS
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Table 3.5: DISTRIBUTION OF CHILDREN AGED 5-10 WHO NEVER ATTENDED SCHOOL BY REASON
FOR NON-ATTENDANCE BY SEX OF CHILD AND PER CAPITA EXPENDITURE QUINTILES

1st 2nd 5th
Overall Male Female Quintile Quintile Quintile

Too expensive 10.8 10.7 11.0 11.3 13.7 9.3

Too far away 15.7 15.3 16.0 15.5 14.2 24.5

Has to help at home/ 7.8 6.9 8.5 9.2 9.0 3.5
on farm work or in family business

School teacher no good/ 2.9 2.9 2.9 2.9 2.6 3.5
school teacher absent too often

Child too ill 1.3 1.7 1.1 2.0 0.9 0.2

Education not useful 5.2 5.7 4.9 5.8 6.2 2.9
child will move away

Poor academic progress 4.3 4.7 4.0 4.8 4.6 7.4

Parents do notwant 24.0 20.1 26.8 21.8 22.5 19.8

Child not willing to attent 13.8 15.8 12.4 12.9 14.6 9.9

Other reasons 14.0 16.4 12.4 14.0 11.9 19.1

100.0 100.0 100.0 100.0 100.0 100.0

Source: World Bank, based on datafrom the 1991 PIHS



Table 3.6: GROSS SCHOOL ENROLLMENT RATIOS BY PER CAPITA HOUSEHOLD EXPENDITURE DECILE
(PERCENT)

Primary Private Age Secondary Private Age College Private Age
Decile Gross ratio Share Share Gross ratio Share Share Gross Ratio Share Share

1 48.11 5.00 20.02 25.27 1.35 11.45 4.02 0.00 11.42
2 57.19 6.63 20.80 32.11 1.81 13.26 5.59 0.00 9.93
3 68.90 5.06 18.16 33.99 2.42 12.46 4.85 0.00 11.45
4 72.35 9.95 18.45 35.84 0.56 12.99 7.41 0.00 11.21
5 84.91 16.29 16.57 44.03 9.00 12.61 5.43 0.00 11.94
6 75.35 14.82 17.59 40.98 3.78 11.67 5.90 12.91 11.60
7 82.17 16.36 16.09 53.78 5.35 11.84 8.99 11.29 12.61
8 87.73 16.75 15.14 60.12 9.90 12.27 10.00 3.29 13.98
9 89.95 18.90 13.12 68.58 10.23 10.62 16.16 14.61 13.13
10 91.88 34.84 10.16 78.75 22.68 9.96 30.59 9.54 13.94

Average 73.68 14.20 16.61 46.40 8.19 11.91 10.45 7.74 12.12

Source: World Bank, based on datafrom the 1991 PIHS
_l

Gross ratio: Number of students of all ages at a certain level of schooling divided by the target population of people in that age group.
Age share: Proportion of people in each decile who are of such age as will place them at a particular level of schooling
Private share: The proportion of total enrollment in a particular decile accounted for by enrollment in private schools.
Grades and Ages by Level of Education:

Grades Ages
Primary 1-5 6-10
Secondary 6-10 11-15
College 11-15* 16-21

* 11 and 12 are known as internediate classes.
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Table 3.7: EDUCATION BENEFIT PER CAPITA BY DECILE OF THE HOUSEHOLD
PER CAPITA EXPENDITURE DISTRIBUTION, 1991

Decile 1 2 3 4 5 6 7 8 9 10 Average
Amount (Rs per annum)

Pakistan Primary 72 88 94 95 93 89 88 88 76 48 83
Secondary 24 35 35 39 42 39 51 56 55 51 43
College 6 8 8 11 9 8 14 19 25 53 16

Urban Primary 95 98 114 100 91 83 82 77 67 35 80
Secondary 25 51 39 56 52 47 54 65 72 46 52
College 0 8 6 21 19 15 20 28 39 70 27

Rural Primary 68 84 89 93 94 92 90 94 81 58 85
Secondary 24 30 34 33 39 35 49 51 46 55 39
College 8 7 8 8 5 5 11 13 18 40 12

Ratio of Education Benefits to Total Household Expenditure (percent)

Pakistan Primary 0.36 0.33 0.32 0.27 0.25 0.21 0.20 0.16 0.12 0.05
Secondary 0.12 0.13 0.12 0.11 0.11 0.09 0.11 0.10 0.09 0.06
College 0.03 0.03 0.03 0.03 0.02 0.02 0.03 0.03 0.04 0.06

Urban Primary 0.46 0.34 0.37 0.29 0.25 0.19 0.17 0.14 0.10 0.04
Secondary 0.12 0.17 0.13 0.16 0.14 0.11 0.11 0.12 0.11 0.06
College 0.00 0.03 0.02 0.06 0.05 0.03 0.04 0.05 0.06 0.09

Rural Primary 0.34 0.33 0.30 0.27 0.25 0.22 0.21 0.17 0.13 0.06
Secondary 0.12 0.12 0.12 0.09 0.10 0.08 0.11 0.09 0.07 0.06
College 0.04 0.03 0.03 0.02 0.01 0.01 0.02 0.02 0.03 0.04

Source: World Bank, based on datafrom the 1991 PIHS

Education Benefit per Capita by Decile: This is calculated by taking the per student benefit (for primary level,
the total net public expenditure on primary schooling divided by the total number of public primary school
students in the population,), multiplied by the number of primary public school students in the decile, and
then dividing by the total population (people of all ages) in the decile.



- 77 -

Table 4.1: PAKISTAN - FLOWS OF PRIVATE VOLUNTARY INTER-HOUSEHOLD TRANSFERS
BY PER CAPITA CONSUMPTION QUARTILES, 1991

Lowest Second Third Highest All

Quartile Quartile Quartile Quartile Households

Percentage of Households Which Are

Net Recipients of Transfers 48.0 30.0 25.0 15.0 30.0

Percentage of Households Which Are

Net Donors of Transfers 4.0 7.0 10.0 19.0 10.0

Mean Post-Transfer Consumption, Net Recipients a 24413 33749 47375 94484 40577

Mean Pre-Transfer Consumption, Net Recipients a/ 12554 26494 39031 78517 30091

Mean Post-Transfer Consumption, Net Donors a! 14543 25276 36993 83231 54845

Mean Pre-Transfer Consumption, Net Donors a/ 15584 26790 40117 96210 62176

Mean Consumption of Zero Recipients a/ 15617 26767 39763 85797 44157

Net Transfers as Percentage of Total

Consumption, Net Recipients 49.0 22.0 18.0 17.0 26.0

Net Transfers as Percentage of Total

Consumption, Net Donors 7.0 6.0 8.0 16.0 13.0

Source: "Family Safety Nets in Pakistan", by Donald Cox and Zekeriya Eser, Department of Economics,
Boston college, July 1994. Backgroundpaper preparedfor the Pakistan Poverty Assessment,
based on datafrom the 1991 PIHS

Notes: a/ Unit is Rs./Household/Year
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Table 4.2: ASSET-WISE CONTRIBUTION TO ZAKAT TAXES
(in millions of rupees)

Name of the Asset and Code 1988/89 1989/90 1990/91 1991/92 1992/93 1993/94

Total Zakat taxes 2.190 2.444 2.706 2A12 2658 1/ 2844 2/
Saving Bank Accounts (101) 1,116 1,200 1,264 1,378 1,567 1,767
Notice Deposit receipts (102) 16 15 9 12 14 10
Fixed Deposit Receipts and Certificates (103) 781 967 1,059 821 607 527
Savings Deposit certificates (104) 133 132 120 144 162 191
NIT Units (105) 40 6 66 96 93 99
ICP Mutual Funds (106) 2 3 3 3 4 3
Government Securities (107) 3/ 1 1 -- 1 2 1
Shares and Debentures (108) 66 70 91 108 143 164
Annuities (109) 3/ -- -- -- -- -- --

Life Insurance Policies (110) 10 12 13 12 19 21
Provident Funds 24 37 79 38 48 60

Sources: Central Zakat Administration: and State Bank of Pakistan

1/ Receipts also included PRs 8 million of "Zakat Voluntarily Paid" and PRs 2 million of "Other Receipts."
2/ Receipts also included PRs 7 million of "Zakat Voluntarily Paid" and PRs 1,804 million of "Other Receipts."
3/ Less than PRs I million indicated by --.
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Table 4.3: ASSESSMENT AND COLLECTION OF USHR TAXES ON
ALL-PAKISTAN BASIS

(in millions of rupees)

Percentage
Year Assessment Collection Collection

1988-89 246 177 72

1989-90 237 108 45

1990-91 208 122 59

1991-92 120 41 34

1992-93 68 12 18

1993-94 1/ -- -- 95

Sources: Central Zakat Administration; and State Bank of Pakistan

I/ Only NWFP assessed and collected Ushr in 1993-94.
Less than PRs I million indicated by --.



Table 4.4: DISTRIBUTION OF ZAKAT FUNDS, 1988/89-1993/94

Amount Amount Amount

Disbursed by Number Disbursed by Disbursed by Number Total

Amount Amount Province/ of Provinces/ Number Provinces/ of Disbursed Total

of Distributed Districts Direct Districts of Direct Districts Direct by Number

Zakat to as Subsistence Beneficiaries Rehabilitation Beneficiaries Through Beneficiaries Provinces/ of

Receipts Provinces 1/ Allowances Subsistence Grants Rehabilitation Institutions Through Districts Direct

(millions of (millions of (millions of Allowances (millions of Grants (millions of Institutions (millions of Beneficiaries

rupees) rupees) rupees) (thousands) rupees) (thousands) rupees) (thousands) rupees) (thousands)

1988/89 2,190 700 320 926 437 177 155 165 912 1,268

1989/90 2,444 609 279 471 252 96 292 252 823 819

1990/91 2,705 1,126 466 779 406 204 246 253 1,118 1,236

1991/92 2,612 2,157 1,120 1,104 354 108 280 500 1,754 1,712 1

00
1992/93 2,668 1,802 709 1,533 588 206 281 436 1,578 2,175 1

1993/94 2,844 1,918 1,476 - 31 -- 390 -- 1,879 --

Source: Central Zakat Administration and State Bank of Pakistan

1/ Excluding funds distributed to provinces on account of natural calamities. These amounted to the following: 1988/89, PRs 18 million; 1989/90, PRs 0; 1990/91,

Prs 157 million; 1991/92, PRs 13 million; 1992/93, PRS 2,109 million; and 1993/94, PRs 0.
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Table 4.5: DISBURSEMENTS FROM PAKISTAN BAIT-UL-MAAL
(In millions of rupees)

1994-95
Up to

1991-92 1992-93 1993-94 Jan. 31, 1995
(Unaudtied (Unaudited

Figures) Figures)

Total 10 2 51 392442

IFA 6.7 38.7 96.2 40.7
NGOs -- 4.9 3.2 7.6
Medical treatment -- -- 3.8 11.0
Prime Minister's Relief Fund for:

Flood Relief -- 100.0 -- --
Bosnia-Herzegovina -- -- 12.0 --

Food stamps -- 395.9 262.1 1.4
Food subsidy scheme -- -- -- 487.8
Natural calamities -- -- 5.0 26.2
Administrative expenses
including capital payments 2.2 12.0 10.2 9.5

Advances to members 1.3 -- -- --

Source: Pakistan Bait-ul-Maal



Table 4.6: PAKISTAN - INCIDENCE OF BENEFITS FROM ZAKAT & USHR, 1991

(Direct Payments to Households Only)

Average Percentage Number of Average Total Per Decile

Annual of Households Households Zakat & Ushr Zakat & Ushr Zakat & Ushr

Expenditure Household Receiving Receiving Receipts Receipts Receipts as

Decile Expenditure Zakat & Ushr Zakat & Ushr per (Per 100,000 Percentage of

(per 100,000 Household households) Total Receipts

(Rs.NYear) (%) households) (Rs./Year) (Rs.OOOs/Year) (%)

Lowest 16,877 6.9 687 370.6 254.6 20.9

Second 23,021 4.7 468 783.6 366.7 30.1

Third 26,199 3.3 325 452.9 147.2 12.1

Fourth 30,374 2.0 199 546.5 108.8 8.9

Fifth 32,922 3.8 375 407.8 152.9 12.6

Sixth 35,242 2.6 257 232.1 59.6 4.9

Seventh 39,736 1.5 147 387.9 57.0 4.7

Eighth 44,692 0.8 84 395.2 33.2 2.7

Ninth 50,756 1.3 134 205.8 27.6 2.3

Highest 90,512 0.6 59 179.8 10.6 0.9

Total 42,121 2.7 2,735 433.7 1,218.2 100.0

Source: World Bank using data from the 1991 PIHS.

Notes: Expenditure deciles are based on per capita expenditure. All rupee values have been adjusted to take into account

cost-of-living differences among provinces and between urban and rural areas. The base prices are national rural prices.
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Table 4.7: PAKISTAN BAIT-UINMAAL-NUMBER OF BENEFICIARIES BY SUB-PROGRAM

1993-94 1994-95
(Unaudited (Unaudited

Sub-Programs 1991-92 1992-93 Figures) Figures)

IFA 2,641 12,525 23,303 10,280

NGOs -- 2 5 12

Medical treatment -- -- 7 1,079

Food stamps ..

Food subsidy scheme -- -- -- 400,000

Natural calamities -- A/ 857 7,845

Source: Pakistan Bait-ul-Maal

1/ PRs 100 million transferred to Prime Minister's fund for flood relief.
Number of beneficiaries not known.

... Not available



Table 4.8: PAKISTAN - EMPLOYMENT CREATION SCHEMES

Loan Terms Estimated Recovery

Name of Scheme Date Date Purpose, Eligibility and Participating and Loans Number of Rate

Started Ended Financial Institutions Size Granted Jobs Created (%)

1. Small Business 1972 Ongoing To finance cottage and small scale Rate of 42-63%

Finance Corporation private sector industries, return of in the past

individual transporters, small 13-15% p.a five years

businessmen, traders and professionals.
Up to Rs. 1.5

SBFC (with funds provided by SBP) million per
loan

2. Youth Investment 1987 Ongoing To provide concessionary financial Rate of

Promotion Society assistance to unemployed educated youth return of
to enable them to set up small 13% p.a. with

businesses of their own. repayment

in 6-8 years.
YIPS (with funds provided by SBP).

Up to Rs. 0.2

million for Co

single
individuals

and Rs. 2
million

to groups.

3. Provincial Small Ongoing To provide concessionary loans to Rate of Punjab, 5885 Punjab, 50000; Not

Industries qualified professionals to help them return of loans; Sindh, Sindh, 229. available.

Corporations start their own small businesses. 7% p.a. with 45 loans.

(Punjab and Sindh) repayment
PSIC, SSIC. in 10 years.

Up to Rs. 75000
(Punjab) and

Rs. 50000

(Sindh).



Table 4.8 (Page 2 of 3): PAKISTAN - EMPLOYMENT CREATION SCHEMES

Name of Scheme Date Date Purpose, Eligibility and Participating Loan Estimated
Started Ended Financial Institutions Terms Loans Number of Recovery

and Granted Jobs Rate
Size Created (%)

4. Self Employment April June To provide concessionary loans Rate of 44577 104285 70%
Program 1992 1994 to unemployed persons, as return of (Rs. 4.7

individuals or in groups, for 12.5% p.a billion
self-employment within a list of if paid disbursed)
115 economic activities. on due date,

with repayment
SBFC, NBP, HBL. (SBFC using in 5-7 years.

funds provided by SBP; NBP
and HBL using own funds). Between Rs.

10,000 and
Rs. 300,000.

5. Public Transport February October To provide concessionary loans Rate of Program caused 65%
Revamping Scheme 1992 1993 for purchase of public transport return of imports of motor
(Yellow Cab vehicles by educated youth. 10% p.a. with vehicles to o
Scheme). Vehicles were exempted from repayment double from

import duty and sales tax. in 5 years. 1991/92 to
Debt-equity 1992/93

NBP, HBL, UBL, FWB. ratio of

90:10.

6. First Women Bank January Ongoing To provide concessionary loans Rate of 2,551 97%
Small Loan Scheme 1991 to lower income women interested Return of

in starting any income generating 10% p.a. with
activity. repayment

in 2-3 years.
FWB (backed by revolving

guarantee fund from the Up to a max.

Federal Govemment). of Rs. 25,000



Table 4.8 (Page 3 of 3): PAKISTAN - EMPLOYMENT CREATION SCHEMES

Estimated Recovery

Name of Scheme Date Date Purpose, Eligibility and Participating Loan Terms Loans Number of Rate

Started Ended Financial Institutions and Size Granted Jobs Created (%)

7. National July Ongoing Similar to the Self-Employment Rate of return 97 loans up to Scheme is

Self-Employment 1994 Program 1(4) above]. of 13.5% p.a. December 1994 too recent

Program if paid on due for a total of to know

SBFC, NBP, HBL, RDFC, FWB. (NBP, date, with Rs. 16.9 million recovery

HBL and FWB using own funds; SBFC repayment (target for 1994/95 rate.

and RDFC using funds provided by in 5-7 years was to disburse

SBP). Rs. 12 billion and

Debt-equity and create

ratio of 90:10 for 335,700 jobs).

loans up to

Rs. 100,000 and

80:20 for loans

above Rs. 100,000

Max. loan

Rs. 0.3 million

for individuals

and Rs. I million

for groups.

8. Awami Tractor July Ongoing To provide concessionary loans for Rate of return Government Not known

Scheme 1994 purchase of tractors by farmers. of 13.5% p.a. had received as yet.

with repayment 120,000 applications

ADBP in 10 years by deadline of

October 1994

Loan of

Rs. 130,000

per tractor, down

payment of

Rs. 20,000

Source: World Bank based on data provided by participatingflnancial institutions.

Notes: SBFC is the Small Business Finance Corporation; YIPS is the Youth Investment Promotion Society; PSIC is the Punjab Small Industries Corporation, SSIC

is the Sindh Small Industries Corporation; NBP is the National Bank of Pakistan; HBL is the Habib Bank Limited; UBL is the United Bank Limited;

FWB is the First Women Bank; RDFC is the Regional Development Finance Corporation; and ADBP is the Agricultural Development Bank of Pakistan.
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Table 4.9: SUBSIDY EXPENDITURE, 1993/94-1994/95 1/ (Page 1 of 2)
(In millions of rupees)

1993/94 1994/95
Estimate Budget

General Govemment Subsidies 27,560 29,519

1. Federal subsidies 21,578 22,451
A. Classified as current subsidies 5,140 5,997

Sale of wheat to FATA and NA 142 489
Imported wheat 483 50
Subsidized sales of wheat to Afghanistan 175 175
Cotton Export Corporation 800 87
Rice Export Corporation -- 1,267
Agricultural Marketing Company 138 150
Trading Corporation of Pakistan for loss on soybean oil 455 --

Laranka Sugar Mill 16 21
Fauj i Fertilizer 45 --

National Fertilizer Company for production of SSP 150 231
Interest-free loans to agriculture 1,098 1,000
Losses on EPDP rehabilitation project 100 100
Past losses of Pakistan Steel Co. 49 80
Equity subsidy for Pakistan Steel (PTCs) 1,019 1,139
Karachi Electric Supply Company 163 180
Industrial promotion--NWFP 40 20
Industrial promotion--Balochistan 20 10
Utility Stores Corporation 74 35
Ghee Corporation of Pakistan (GCP) 21 139 921
Pakistan International Airlines 2 4
Cement Corporation of Pakistan for imported cement -- 5
Other (unallocated) 32 33

B. Classified as transfers 2,619 3,583
For losses of Railways 2,264 2,069
For losses of sick units 37 21
Debt forgivness for widows/small farmers -- 989
Rural Development Finance Corporation 5 5
State Engineering Corporation -- --

To oil companies for exchange and interest rate differentials -- 335
Payment to investors of Taj Company 50 --

Payment of depositors or cooperatives 200 --

Concessional financing, Gadoon-Amazel area 50 150
Losses on subordinated loans 13 13

C. Classified as development expenditure
Fertilizer subsidy 805 79

D. Implicit subsidy on natural gas. JI 4,016 3,792
Fertilizer producers 3,121 3,121
Residential consumers 894 671

E. Subsidized credit from banking system 41 9,000 9,000
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Table 4.9: SUBSIDY EXPENDITURE, 1993/94-1994/95 I/ (Page 2 of 2)
(In millions of rupees)

1993/94 1994/95

Estimate Budget

11. Provincial subsidies 5,981 7,069

A. Classified as current subsidies 3,113 2,820
Wheat subsidies 2,760 2,722
Sindh Road Transport Corporation, Karachi Transport Corp. 99 99
Other unallocated subsidies in Sindh 254 --

B. Classified as transfers/miscellaneous expenditure
Transportation subsidies, NWFP 35 35

C. Classified as development expenditure
Subsidies on fertilizer, seed, dugwells, tubewells 9 9

D. Irrigation subsidies 5/ 2,464 3,805

E. Other
Punjab Regional Transport Corporation 6/ 360 400

Memorandum items:
General government subsidies as percent of GDP 7/ 1.8 1.6
Federal subsidies as percent of GDP 7/ 1.4 1.2
General government budgetary expenditures as percent of GDP / 23.3 23.4

Sources: Government of Pakistan

I/ Based on authorities' revised estimates for 1993/94 and the 1994/95 budget.
2/ 1994/95 projection based on estimate of GCP losses.
3/ Based on June 1994 World Bank estimates for the implicit subsidy received by enterprises

producing fertilizer which pay approximately 20-30 percent of the fuel-oil parity price,
and residential consumers, which pay 90 percent of the fuel-oil parity price. Based on
agreements with the World Bank, the price for residential users rose to 100 percent
of fuel-oil parity in April 1995.

4/ Based on 1994 estimate by State Bank of Pakistan
5/ Based on difference between current expenditures and current receipts for irrigation services.
_/ This is an estimate. The PRTC currently employs approximately 11,000 workers, and runs

just 27 buses with minimal revenue collection.
7/ Based on March 1995 estimates of GDP for 1993/94 and 1994/95.
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