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FOREWORD

The budgets of the provincid governments have been framed immediately after the
announcement of the National Finance Commission (NFC) award earlier this year.
The new inter-governmental revenue sharing criterion has impacted on various
segmentsof provincid finances. Firdly, thereisareduction in the quantum of transfers
from the federd to the provincid governments. Secondly, the provinces would have
to be more prudent in their expenditures. Lastly, the provinces have to make an
gppropriate exploitation of their own tax bases to match the shortfdl in revenues and
to & least maintain the historica level of devel opment.

Sociad Policy and Development Centre, has undertaken analyses of the provincia
resource mobilisation and expenditure priorities. These andyses cover issues related
to fisca gtatus, fiscd effort, impact of provincia budgetson socid sector devel opment,
SAP expenditure priority, inter-sectoral priorities of the Annua Development
Programme and implication of the federd and provincid budgets on economic and
socid infra-structure.

This report is a compilation of articles produced after the announcement of the
provincia budgets. We hope that our analyseswill represent an objective appraisa of
the state of affairs and will be of some use to the readers.



Fiscal Status of the Provincial Governments

by
Abdul Rauf Khan’
Rafia Ghaus

The budgets for 1997-98 have been announced in the backdrop of economic crisis and fisca
congrains. The budgets of the provincid governments have been framed immediatdly after the
announcement of the Nationa Finance Commission (NFC) award earlier this year, the mgjor has
hemorrhaging of federd revenues from taxes (particularly those shared with the provinces), and an
economy which has been stagflating for anumber of years the NFC award 1997 changed the rules of
revenue sharing. On the one hand these rulers have reduced the quantum of transfer of resourcesfrom
the federal to the provincid governments. On the other hand, however, the rules have ensured thet the
provinces would have to more prudent in their expenditures. Moreover, they have created an
environment which encourages the provinces to explait their own tax bases further to raise revenues
for development.

*
Authors are Statistician and Economist at the Social Policy and Development Centre, Karachi
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General Revenue

Tax Revenue

Non-Tax Revenue
Federal Tax Assignment*
Non-Development Grants
Recurring Expenditure
Revenue Surplus/Deficit
Development Expenditure
Net Capital Receipts
Federal Loan

Federal Soft Loan
Foreign Assistance
Others

Development Rev. Receipts

Source: Annual Budget Statements of the Provincial Governments.

TABLE 1

TREND IN PROVINCIAL FINANCES

FOUR PROVINCES COMBINED

[Rsin Million]

1991-92
(R]

80529
7773
6388

63975
2394
75454
5075

27982

19502

16281

14071
2210
3221

5910

1995-96
[R]

152378
11099
9928
129280
2071
141917
10462
43039
14173
12503
1910
10593
1670
11439

1996-97
[R]

167220
14280
10881

140056
2004
151024
16196
30440
8578
12374
1364
11010
-3796
3559

* Including additional resource mobilisation of Rs. 1 billion by Punjab
** |ncluding Profit from hydro-electricity
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1997-98
(B]

170526
17646
11865

133603
7411

165768

4758
33577
23356
23819

12050

11769

-463
3793

Annual Growth Rate %

1992-96

17.3
9.3
117
192
-3.6
17.1
19.8
114
-1.7
-6.4
-39.3
48.0

18.0

1997-98

2.0
236
9.0
-4.6
269.9
9.8
-70.6
10.3
172.3
92.5
7834
6.9

6.6

An andlyses of the aggregate fiscd status of the provincid governments, Table 1, indicates that their
financid position has been worsening over time. Overdl revenue receipts have been raidng a a
historical (1992 to 1996) rate of 17.3 percent annualy (provincia own revenues at 10.4 percent and
19.2 percent for shared revenues). During this period the economy grew by 15.8 percent annudly in
nomind terms. Thus, the growth in generd revenue receipts were more buoyant than the itsdf by a
margin of an average of over 1.5 percent each year. During the fisca year 1996-97 the revenue
receipts grew by only 19.9 percent compared to the economic growth rate of 15.6 percent. This
indicates that tax adminigtrators were unable to redise even the meagre targeted potentia of yield.
During 1997-98 fiscd year growth istargeted at a mere 1.8 percent.



The questions, therefore, arises: whois
to blame for this dowdown: the federd
government or the provincial
government themsdves?. It would
appear from Table 2 that the blamelies
at the doors of the federa government.
The massve hemorrhage in revenues
from sales tax during this current year General Revenue Receipts 17.3% 104% 19.2%
has reduced the rate of growth to less Provincial Own Sources 9.9% 19.7% 8.3%
than half the historical rate of growth. Federal Tax Assignments 1.8% 13.3% -4.6%
During the coming year largely as a

resllt of the NFC award, these are

expected to decline by 4.6 percent.

The provinces, on the other hand have begun to make some effort at revenue generation.

TABLE 2
TREND IN GROWTH RATES

Head of Revenue 1991-92to 1995-96 to 1996-97 to
1995-96 1996-97 1997-98

To over come this short-fal in revenues the provinces have decided to curtall the growth in current
expenditure from 15 percent in the post 1990 NFC erato 10 percent in 1997-98. This has been
achieved by reducing the non-sdary components like utility bills and in Sindh there are instances of
reduction in salary component dso. Despite al these measures the revenue surplus of four provinces
combined has reduced from Rs. 16 hillion in 1996-97 to Rs. 4 billion in 1997-98. Thus the overdl
resource crunch created has adversdly affected the devel opment programmes of the provinceswhich
are ther prime respongbility. Table 1 dso shows that an intentiond halt of plan programmes has
actudly reduced the devel opment expenditurefrom Rs. 43 billionin 1995-96 to Rs. 30 billionin 1996-
97, followed by a margind increase to Rs. 33 hillion in the budget for 1997-98 just to gain politica
good will of the people. A province-wise andyss follows Table 3 represents the trend in finances of
Government of Punjab. The general revenue receipts of Punjab province are budgeted to be Rs. 83
billion as compared to this current expenditures are budgeted to be Rs. 81 hillion, implying arevenue
account surplus of Rs. 2 billion. This has been achieved through additiona resource generation
measures worth Rs. 1 billion through measures which will impact people with high incomes. This
shortfal isaresult of reduction in federd tax assgnment which has dso resulted in a negetive growth
of 3 percent in totd revenue receipts of the province during the current fiscal year.

PROVINCIAL BUDGET 1997-98 3



TABLE 3
TREND IN PROVINCIAL FINANCES OF PUNJAB

[Rsin Million]
1991-92 1995-96 1996-97 1997-98 Annual Growth Rate %
[R] [R] [R] [B] 1992-96 1997-98
General Revenue 38793 75077 85046 83199 17.9 -2.2
Tax Revenue** 5317 6392 8603 10724 4.7 247
Non-Tax Revenue 3593 5566 5927 6442 11.6 8.7
Federal Tax Assignment 28721 63096 70485 66012 217 -6.3
Non-Development Grants 1162 23 32 21 -62.4 -33.7
Recurring Expenditure 37053 70011 75502 80666 17.2 6.8
Revenue Surplus/Deficit 1741 5065 9544 2533 - -
Development Expenditure* 11371 14264 10682 14082 5.8 31.8
Net Capital Receipts 8342 2153 124 10707 -28.7 8558.2
Federal Loan 7951 4141 2357 12239 -15.0 419.2
Federal Soft |oan 7332 995 457 6000 -39.3 1211.7
Foreign Assistance 619 3147 1900 6239 50.2 2284
Others 391 -1988 -2233 -1532 - -31.4
Development Rev. Receipts 1687 3856 1014 843 23.0 -16.9

Source: Annual Budget Statements of the Provincial Governments.
* Net development expenditure including population welfare grants.

** including additional revenue from resource mobilisation of Rs. 1 billion

Current expenditures for 1997-98 are stated to increase by only 6.8 percent that is half the historical
rate. Theincrease of Rs. 4 billion in development expenditure is due to loans of Rs. 12 hillion which
includes a soft loan of Rs. 6 billion from the federa government.

The most adversely effected are the finance of Sindh. Growth in both revenues and expenditures have
been subdued extensively. Genera revenue recel pts are expected to decline by about 2 percent next

year compared to 16 percent average growthfrom 1992. The coming year is expected to end with a
defidt of about Rs. 1 billion on revenue account compared to surplusof Rs3.7 billionin 1996-97. The
reason for such adigtortionary financid postionisa reduction in federd trandfers, dimination of non-

obligatory grants and reluctance on part of the provincein resource generation particularly tax revenue
(see Table 4). On current expenditure side the province has reduced the traditiona growth rate 14
percent annually to 10 percent next year. This is despite the burden of an additional 15000 jobs
announced in the budget.

Government of Sindh has declined their development expenditure darmingly by Rs. 5 hillion in 1996-
97, followed by a further reduction of Rs. 1 billion in 1997-98. The contraction in development

ProVINCIAL BUDGET 1997-98 4



TABLE 4
TREND IN PROVINCIAL FINANCES OF SINDH

[Rsin Million]

1991-92 1995-96 1996-97 1997-98 Annual Growth Rate %

[R] [R] [R] [B] 1992-96 1997-98
General Revenue 19325 39451 41019 40239 19.5 -19
Tax Revenue 1903 3708 4429 5154 181 164
Non-Tax Revenue 1732 2446 2326 2770 9.0 191
Federal Tax Assignment* 14990 31664 34005 32315 20.6 -5.0
Non-Development Grants 700 1633 260 0 236 -100.0
Recurring Expenditure 19123 36827 37298 41051 17.8 10.1
Revenue Surplus/Deficit 202 2624 3722 -812 - -
Development Expenditure 5878 14522 9270 8747 25.4 -5.6
Net Capital Receipts 6104 7849 3304 7201 6.5 117.9
Federal Loan 3646 4422 5080 5497 4.9 8.2
Federal Soft Loan 24 400 163 2750 -39.3 1587.0
Foreign Assistance 702 4022 4917 2747 54.7 -44.1
Others 2458 3427 -1775 1704 8.7 -
Development Rev. Receipts 2452 3694 648 2023 10.8 212.4

Source: Annual Budget Statements of the Provincial Governments.

expenditure is because of mgor reduction in provincia contribution and alocation of Tameer-e-Sindh
funds from the federa government. During 1997-98 the share of provinciad contribution in tota
development expenditure is only 14 percent compared to amost 40 percent in revised estimate of
1996-97. Federd grantshave been over budgeted by Sindh Rs. 2 billion againgt afedera commitment
of Rs. 1 hillion only.

Table 5 presents the Government of NWFPfinances. Although the overal growth of revenuereceipts
have reduced but, specia grantsof Rs. 3 billion have compensatesfor thereductionin federd trandfers.
Moreover, the province has aso announced Rs. 700 million additiona revenue through revison and
adjusment in exiging portfolio.

Asfar asthe expenditures are concerned, the province is unable to control their current expenditure,
and to reducethe size of the revenue deficit, has cut its development expenditure. Itsleve of profligacy
can be gauged from the target growth of 16.5 percent the next year. On the capital Side the province
will be recelving a soft federd loan of Rs. 2.5 billion in the current fisca year. However, the federd
project assistance has been reduced by 30 percent in 1997-98.

The government of Ba ochistan has announced asurplus budget of Rs2 billion for thefiscd year 1997-
98 (see Table 6). Likethe NWFP province, Baochistan will dso receiveagrant of Rs. 4 billionwhich
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hasto agreat extent contributed in stabilizing the overal reduction in revenuereceipts. Threethousand

new jobs have been created in education, health and other departments. Effortswill be madeto curtal

the growth of recurring expenditure. However, Bdochigan is the only province which has shown a
positive growth in development expenditure particularly in socia services.

On the whole, it appearsthat the absence of any growth in the resourceswill congrain financid outlays
on development projects. More particularly Sindh development projects will suffer the most as no
additional assistance from the federd government has been provided to them as compared to other
provinces. Reduction in revenue transfers dong with unwillingness of provincesin additiond revenue
generationhasnot only affected thefisca position of the provinces, but theimplication on finances have
trickle down and affected the masses.

TABLES
TREND IN PROVINCIAL FINANCES OF NWFP

[Rsin Million]

1991-92 1995-96 1996-97 1997-98 Annual Growth Rate %

[R] [R] [R] [B] 1992-96 1997-98
General Revenue 14134 24618 27400 31072 14.9 134
Tax Revenue 436 810 1007 1408 16.8 39.9
Non-Tax Revenue 864 1487 1754 1867 145 6.4
Federal Tax Assignment* 12432 22315 24634 24487 157 -0.6
Non-Development Grants 402 5 5 3310 -67.0 69569.5
Recurring Expenditure 12737 23564 25800 30059 16.6 16.5
Revenue Surplus/Deficit 1397 1054 1600 1014 -6.8 -36.7
Development Expenditure 6458 8467 5852 4927 7.0 -15.8
Net Capital Receipts 3439 3054 3152 3500 -2.9 11.0
Federal Loan 2960 2647 2676 3775 -2.8 41.1
Federal Soft Loan 2423 328 424 2500 -39.3 489.8
Foreign Assistance 537 2319 2252 1275 442 -434
Others 479 407 477 -274 -40 -
Development Rev. Receipts 1021 2819 1252 872 28.9 -30.4

Source: Annual Budget Statements of the Provincial Governments.
* including profits from hydro-electricity
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Relative Fiscal Efforts by The Provincial Governments in Pakistan

by
Rafia Ghaus-
Abdul Rauf Khan

Thereisalot of debate and discussion

TABLE 1

on how the federd budget hes INDICATORS FOR THE RELATIVE PROVINCIAL
affected the provincid finances. PERFORMANCE
Particularly much has been said about 19953 1993-94 1994-95 1995-96 1996-97 1997-98
the current provincial budgets
announced as they are formulated on
asomewhat Smilar Strategy adopted Punjab 605 711 848 983 1128 1196
by the federd government, i.e, Sindh 400 472 566 656 752 798

- - NWFP 148 174 209 242 278 294
emphasis on broad-basing, :

Balochista 48 56 66 76 88 93

curtallment of expenditure and no new
taxes. Such a drategy is not

prda-d)lefor pI’OVI nces as the-e iS a Punj ab 4737 5704 5390 6392 8603 9724
mq- or differencein FESDOHQbi|iti esand Sindh 2024 2371 3125 3708 4429 5154
NWFP 689 634 724 810 1007 1158
status between the tWhO level_s of Balochista 129 142 156 189 242 360
governments. The prime n
responsibility of the provincia
governmentsisto provide basic socia Punjab L2 Az 2 e L
a’[j . . hCh .S Onl Sindh 0.81 0.81 1.01 1.02 0.97 0.98
_economm svices whicn | y NWEP 0.83 0.66 0.69 0.65 0.64 0.64
p0$ bl € thrOUgh a-jwuate rEsources. Balochista 0.36 0.34 0.35 0.35 0.34 0.45
However, curtailing the expenditures n
. . - Overall Tax-to-Base Ratio (%)
particularly current expenditure is a
. Punjab 0.78 0.80 0.64 0.65 0.76 0.81
vicble drategy for dl levels of S
Sindh 0.51 0.50 0.55 0.57 0.59 0.65
gwanmans NWFP 0.47 0.36 0.35 0.33 0.36 0.39
Balochista 0.27 0.26 0.24 0.25 0.28 0.39
Theartideamsto quantify theleve of n
.. . Per Capita Tax Burden (Rs.)
provincia fiscd  effort. The e
. | . Punjab 71.7 84.1 77.3 89.2 116.9 128.6
representalve tex systgm appr ] _IS Sindh 69.1 78.1 99.5 113.9 131.4 147.7
U$d to md(e m Inte’_prOVInCIa NWFP 41.6 37.1 41.0 44.4 53.4 59.4
comparison. Magnitudes of tax base Balochista 128 13.2 135 153 18.2 254

by provinces is measured and an
index is constructed as a ratio of
actud to potentia tax revenue. The

n

Provincial Tax Revenue (Million)

n

index with unity denotes an average tax effort. However, if this index is sgnificantly below unity it
implies that there is a rdatively low level of effort in that province compared with nationd average.
While making an inter-provinciad comparison of the fiscd effort it is noticeable that the performance of

*
Authors are Economist and Statistician at the Social Policy and Development Centre, Karachi
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Punjab is comparatively better than that of the other provinces, followed by Sindh, NWFP and
Baochistan respectively (see Table 1).

Although it gppears that the performance of Punjab is comparatively better than the other provinces,
with the highest index of fiscal effort being at 1.14 but its tax-to-base ratio is only 0.81 percent.
Implying that there is gill more room for exploiting the tax-base. Nonethdless, their per capita tax
incidence has increased by 10 percent because of efforts made in agriculture income tax, broad-
basening and enhancement in some of the exigting taxes and improvement in tax adminigtration in the
current fiscd year.

Sindhwith an overdl index of 0.98 standsat second position in 1997-98 whilein thefiscd years 1994-
95 and 1995-96 it stand above the nationa average. This drop in index of fiscd effort is because of
the fact that Sindh have not taken any measures to enhance their tax revenues in the current budget.
Table 1 showsthat tax to base retio is dso below the provincia combine average but it is growing at
arate of dmost 5 percent per year. The per capitatax incidence is Rs. 148 in 1997-98 which is the
highest among the provinces.

NWFP gands at third position with an overdl index of 0.64, despite additional efforts for resource
mobilisation in the budgets their index shows a decreasing trend. Such a tendency is mainly due to
underutilization of their tax base. This is
obvious from negative growth in tax-to-base
ratio. Balochisan'soveral index in 1997-98 INDEX OF FISCAL EFFORT
is 0.45. Although, the index represents the )
least effort on part the of the province, but,
their base utilization is 0.39, which isthe same ]
as NWFP. Thear index is showing a
increasing trend over the years. os

As far as individud taxes are concerned we
have chosen seven mgor provincia taxes
whichcontribute amost 80 percent of thetotal
provincid tax revenue. Information regarding
tax revenue was available in the budget documents. However, there are datalimitations on relevant tax
bases. To overcome this difficulty we have taken gppropriate proxies for tax bases. The relative
provincid performanceis asfollows

Instamp duty Punjab’ sfiscd effort isthe best, followed by Sindh, NWFP and Ba ochistan (see Table
2). Although the bigger two provinces stand at first and second position but, their performance has
been diminishing over the trend for the last five years. Five years annud compound growth in tax
revenue under the stamp duty has been highest in Sindh (23 %), followed by NWFP (22 %),
Baochistan (14 %) and Punjab (6 % only). Implying thet there till exist room for modification within
tax adminigtration and tax rate revison. All the provinces have demondrated a some what average
performance in the motor vehicle tax which is the second largest source of provincia tax revenue.

PROVINCIAL BUDGET 1997-98 9



Punjab and Sindh have performed
above average, whereas, the
performance of NWFP and
Bdochigan is 0.96 and 0.67

respectively.

NWFP has the best performance in
land revenue, followed by Punjab
province, whose index has decreased
during the last five years. The indices
for Sindh and NWFP stands at 0.24
and 0.20 only. Thus representing the
adverse effect of the collectionof ushr
which has sgnificantly eroded theland
revenue base.  Urban immovable
property tax is the only tax in which
Bdochisgan has shown the highest
index as compared to other taxes.
NWFP shows the poorest
peaformance Sindh is margindly
better. Sindh, on the other hand,
performs better than the nationd
average as far as tax on professions,
trades and callings is concerned.

Theindex of fiscd effort for agriculture
tax which provinces have recently
introduced showsthat Punjab province
performance the best followed by
Bdochistan, NWFP and Sindh
provinces. Punjab government has
budgeted for Rs. 1.5 hillion under this
head. However, other three
provinces, Sindh, NWFP and
Bdochisan have budgeted for Rs.
0.35, Rs. 0.15 and Rs. 0.1 billion,

respectively.

In short, in terms of exploitation of
revenue potentid, the andyss reveds
that focus needs to vary among
provinces with Punjab concentrating
on income related taxes, Sindh and

ProVINCIAL BUDGET 1997-98

TABLE 2

INDEX OF FISCAL EFFORT

1992- 1993-94 1994-95 1995-96 1996-97 1997-98

93

Punjab 1.48 1.42 1.16 1.17
Sindh 0.61 0.66 0.94 0.96
NWFP 0.41 0.56 0.81 0.62
Balochist 0.15 0.14 0.16 0.17
an
Motor Vehicle Tax
Punjab 1.02 0.96 1.16 1.04
Sindh 1.01 1.16 0.89 1.05
NWFP 1.07 0.97 0.85 0.94
Balochist 0.68 0.75 0.62 0.65
an
Punjab 1.72 1.74 0.01 0.01
Sindh 0.00 0.00 0.49 0.27
NWFP 0.00 0.00 8.64 9.33
Balochist 0.00 0.00 0.00 0.00
an
Punjab 1.40 1.42 1.42 1.36
Sindh 0.24 0.19 0.23 0.26
NWFP 0.71 0.67 0.57 0.85
Balochist 0.24 0.18 0.19 0.18
an
Tax on Transfer of Property
Punjab 1.16 1.31 0.93 0.80
Sindh 1.03 0.80 1.37 1.59
NWFP 0.33 0.37 0.34 0.33
Balochist 0.50 0.40 0.53 0.46
an
Urban Immovable Property Tax
Punjab 1.32 1.31 1.31 1.42
Sindh 0.63 0.68 0.72 0.54
NWEP 0.48 0.44 0.37 0.40
Balochist 1.23 1.11 1.06 1.04
an
Tax on Profession, Trade & Callings

Punjab 0.82 0.73 0.65 0.65 ]
Sindh 1.73 1.90 2.02 1.99
NWFP 0.23 0.20 0.21 0.31
Balochist 0.06 0.05 0.04 0.03
an

Other Provincial taxes
Punjab 0.92 1.09 0.95 1.04
Sindh 1.11 1.05 1.29 1.21
NWFP 1.26 0.68 0.62 0.48
Balochist 0.38 0.34 0.34 0.31
an

Stamp Duties

1.14
0.99
0.71
0.18

0.99
111
0.97
0.70

1.47
0.49
0.24
0.00

1.32
0.22
1.13
0.19

0.80
161
0.25
0.47

1.27
0.78
0.35
0.98

0.91
1.56
0.26
0.01

1.09
1.15
0.39
0.44

1.03
1.05

0.67

1.26
0.60

0.82

0



NWFP on property related while Balochistan can develop most of itstaxes.
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Impact of Provincial Budgets on Social Sector Development

by
Rao Asif Igbal & Abu Nasar

Alongwith implementation condraints on efficient and productive use of resources, inadequate level of
resources alocated to socid sectors have been identified as part of the problem in ddivering effective
socid services. Provincia governments budgetsfor 1997-98 have been formulated inadtuation when
Federa government, and consequently provincia governments, are facing a severe resource crunch.
Federd government has amost frozen itsleve of current expenditure and resources for development
expenditure have a so been severdy squeezed to reducethefiscal deficit. Provincia governmentshave
adso dashed ther expenditures, particularly development expenditure, in order to match available
resources. The mgor responshbility for delivering socid servicesrestswith the provincia governments
and these consume a very large proportions of provincia expenditure.

The tota expenditure of the

ek TABLE 1
four prOVlnCId governments TOTAL EXPENDITURE BY PROVINCIAL GOVERNMENTS
combined, both recurring and (Four Provinces Combined)

! ) . [Rsin Billion]
de\(dopmerlt expend!tqre, 1S 1995-96 | 1996-9 [ 1997-98 | ACGR
estimated at Rs 202 hillion for 7
fiscd year 1997-98. It is R ® (B) (%)
apparently 11.3 percent higher Current Expenditure 1419 | 151.0 | 165.8 8.1
than the outl as for 1996-97 General Admin. & Debt Servicing etc. 69.2 70.4 75.0 4.1
Nomina d arowth f Social Services 521 | 585 | 663 | 12.8

On_“n_ compoun. ar 0 Economic Services 20.7 22.1 24.5 8.9
provi ncid expendltur&s over Development Expenditure 43.0 30.4 36.3 -8.2
1995-96 is 4.5 percent per Social services 197 | 174 | 216 | 48
annum when current Economic Services 23.4 13.0 14.7 -20.7
expenditure grew a therate of TOTAL EXPENDITURE 185.0 | 181.5 | 202.1 4.5

Per centage Share of Social Servicesin Total Expenditures
8 percent per annum. On the
Total 38.8 41.8 43.5
other hand , however S
d lobment  expenditure Devel opment 10.6 9.6 10.7

e\./e P . P Recurring 28.1 32.3 32.8
registered anegative growth of
over 8 percent. The share of Sour ce: Budget Documents of Provincial Governments

development outlay in totd
expenditure has declined from
23 percent in 1995-96 to 18
percent in 1997-98 which is perhaps the lowest in the 1990s.  Interestingly, despite of all resource
crunch, share of socid sectorsin total expenditure hasincreased from about 39 percent in 1995-96 to
over 43 percent in 1997-98 mainly due to enhanced share of current expenditurerising from 28 percent
to about 33 percent of thetota expenditurefor the same period. Within development outlays, the share
of resources dlocated to socia sectors rose sgnificantly from 46 percent to about 60 percent

*
The Writers are Economist and Statistician at Social Policy and Development Centre (SPDC), Karachi.
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indicating, to some extent, the commitment of provinces towards protecting expenditures in socid
sectors.  This increasing share represents an attempt by the provincid governments to divert
expenditures towards socid sectors.

Onacloser examination , the share profile of different sectorsin tota expenditures and growth trends
over the last year (1996-97) reved less than what they hide. First, the total availability of resources
has not increased in linewith past trend. Second, the fisca year 1996-97 was unusud with respect
to fiscal management and economic devel opment and, therefore, an unrepresentative bench mark year
for ng nomina growth ratesand sharesin expenditure. The Finance Minister Senator Sartg) Aziz
has adso termed the current financia year as the wordt in the country’ sfinancia higtory. Third, it isnot
merdy the share but the red growth in expenditure which is important while andysing the impact of
expenditure priorities.

Adequacy of thelevd of provinda government

TABLE 2

expenditures on socia sectors can aso be SOCIAL SECTOR EXPENDITURE BY PROVINCIAL
examined interms of expenditureto GDPratio GOVERNMENTS

. . AS PERCENTAGE OF GDP
as presented in Table 2. The andysis reveds [ 1095.96] 1996.97] 1997-98
that_ provincid goverr?mentsfa'led to su_stain the R R ®)
socid sector expenditure to GDP ratio & the Development 0.91 0.70 | 0.75
previous level which declined from 3.3 Expernditure
percent in 1995-96 to 3.1 in 1997-98. The E%Lej:{éﬂ% . 240 | 234 | 230
dedm.e ISVISble.m bd?:‘? develc;grlpemfmd Total Expenditure 3.30 3.03 3.05
recurmng @(pendlture' erormer Ing from Sources: Budget documents of provincial governments
0.9 percent to 0.7 and the latter from 2.4 Economic Survey, Government of Pakistan
percent to 2.3 percent respectively.
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TABLE 3
REAL GROWTH IN SOCIAL SECTOR
EXPENDITURE
At Constant Prices of 1990-91
[Percent]
1995-96 | 1995-96
to to

1996-97 | 1997-98
Development Expenditure| -20.6 -5.0
Punjab -13.3 7.8
Sindh -30.2 -225
NWFP -22.6 -18.9
Balochistan -21.1 3.9
Recurring Expenditure 0.8 2.4
Punjab 5.0 4.2
Sindh -6.7 -1.7
NWFP 3.6 25
Balochistan -9.0 2.6
Total Expenditure -5.0 0.4
Punjab 0.9 5.0
Sindh -12.9 -6.7
NWFP -5.1 -4.1
Balochistan -14.3 32

Inter-provincia comparison of socia sector
expendituresby al provindd governmentsis
illugrated in Table 4. The story repedts.
Allocations under recurring expenditure to
the socid sectors in the next fiscd year we
will increasein dl thefour provinces aganst
the expenditure incurred in 1995-96.
Devdopment alocations, compared to
1995-96, are budgeted to increase, in
nomind rupee terms, by Rs 3.1 hillion in
Punjab and by Rs 0.9 billion in Baochigtan.
A ggnificant cut down amounting to Rs 1.3
billion and 0.9 hillion has occurred in Sindh
and NWFP respectively.

It isobviousfrom the above andysisthat the
provinces of Puanjb and Baochistan are
able to sudtain areaivey adequate levd of
expenditures for socid sectors, particularly

Provincid expenditures on socid sectors have
recorded a modest real growth of 0.4 percent per
anum from 1995-96 to 1997-98. Recurring
expenditure grew at 2.4 percent and development
expenditures winessed a negative growth of 5
percent. Amongst the provinces, Punjab has been
able to maintain a higher growth compared to other
provinces. At constant prices of 1990-91, tota
expenditure increased at the rate of 5 percent and
over 3 percent in Punjab and Baochistan
repectively.  Sindh and NWFP are lagging behind
withanegative growth in total expenditureson socid
sectors. Inthe context of devel opment expenditures,
apogtive real growth isvisblein Punjab (7.8%) and
Bdochigan (3.9%) while there gppears a massve
dedine in development expenditures in the case of
Sindh and NWFP (see Table 3). However, the
growth of recurring expenditure has been pogtive
except in the province of Sindh.  Altogether, Sindh
seems to be the mgor loser with decline in red
growth of both deveopment and recurring
expenditures on socia sectors.

TABLE 4
INTER-PROVINCIAL COMPARISON OF SOCIAL
SECTOR EXPENDITURE
Rsin Billion]
| 1995-96 | 1996-97 | 1997-98

R) (R) (B)
PUNJAB 34.2 38.4 45.8
Development 7.7 7.4 10.8
Recurring 26.5 31.0 34.9
SINDH 17.6 17.1 18.6
Development 4.7 3.6 3.4
Recurring 13.0 13.5 15.2
NWFP 13.3 14.0 14.9
Devel opment 4.4 3.8 3.5
Recurring 8.8 10.2 11.3
BALOCHISTAN 6.7 6.4 8.6
Development 2.9 2.6 3.8
Recurring 3.7 3.8 4.8

Source: Budget Documents of Provincial Governments

development outlays, in the recent budget. However, Sindh and NWFPwill lag behind. What factors
have enabled Punjab to exhibit a reatively better performance? Have they got the message of the
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federal government to do away with the high dependance on federd trandfers and try to fully exploit
their own potentia resources? Unfortunately, the answer isnot “yes’.

It isvery interesting to note thet in the total Annua Devel opment Programmes of respective provincia
governments, Punjab’ sown contributionin financing its ADP isthelowest among dl the provinceseven
in aosolute rupee terms. The government of Punjab has contributed only Rs 1.0 hillion (less than 7
percent) initstotal ADP outlay of Rs 15.0 billion whileremaining part of ADPisbeing financed through
soft loan from federd government of Rs 6.0 billion and foreign assistance of Rs 6.3 billion. Own
contributions of other provinces to their ADPs are Sindh Rs 1.2 hillion, NWFP Rs 3.0 hillion and
Bdochistan Rs 2.8 hillion. As amatter of fact, contributions of smaler provinces in their ADPs are
greater than the bigger ones, over 60 percent in NWFP and 48 percent in Baochigan. It seemsthat
federd assstance in terms of soft development loansis geared towards the province of Punjab. This
isinlinewith historica sharing principas, namely, in keeping with the Sze of populations. Inconcluson,
it can be stated that theincrease in the shares of socid sectorsin tota provincia expendituresismerely
window dressing. In actud redlity, it appearsthat socid sectors are going to suffer and the impact of
recent provincia budgets on socia sector development does not seem encouraging.  Provincia
governmentswill have to make more effortsto achieve at least the expenditure level of perviousyears.
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Is Sap Expenditure Priority Still Valid?

by
Zafar H. Ismail, Nadeem Ahmed and Aisha Bano?’

The paradigm that growth in the economic wedth of nationsis sustainable only if it isaccompanied by
a corresponding improvement in its human capit and the quality of life that its resdents enjoy.
Improvements in the socid well-being of a nation can be judged by public expenditure on the basic
socid services, which, after al are the responsbility of the state. Since 1992-93 Pakistan has been
pursuing an accelerated programs to improve these indicators through the Socia Action Programme
(SAP).

The general impresson is that owing to a financia crunch, the governments in Pakistan have
backtracked on their commitment, both to the nation and the internationa donor community, in their
outlays on SAP. One way of judging whether the outlays by government are in line with the
commitments meade is to examine ther
relaionship to theeconomy at large. In other
words, what is their relationship to the oLl

GDP? Table 1 shows that the target for SAP Expendituresand GDP (%)
1996-97 was 2.24 percent and that

expenditures during the year would be 2.19 1996-97 1997-98
percent of the GDP. The commitment for Budget | Revised | Budget
the terminal year of SAP-I with the donors

2.24 2.19 2.17
was 1.7 percent. Thusthe government has glglpay asdoof

over-achieved financia outlays. For 1997-
98, the start of SAP-II, the outlays are | Educaion
expected to be 2.17 percent, again higher Health 0.44 0.43 0.41
than required. The commitment by

1.41 141 1.40

. - W. Suppl 0.29 0.28 0.28
government is, therefore, amply indicated. b
As may be expected the lion's share of Population Welfare 0.08 0.07 0.07
dlocations is for primary educeation, then Other 0.02 0.01 0.01

folowed by hedth, water supply and
population welfare, in that order. A
minuscule share is assgned to the “other”
segment which caters for monitoring and
evduation and the newly introduced
Participatory Development Programme. Thislatter is an experiment which is designed to increase the
participation of NGOs in both the delivery of services and in mobilizing the community for their
integration into the devel opment process.

Source: Provincial Governments, Federal Area Administration
and Ministries

? The authors are Principal Specialist, Economist and Research Assistant with the Social Policy and Development Centre (Karachi).
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An dternative way of

judging the commitment to TABLE 2

SAP is to look a SAP SUMMARY OF SAP EXPENDITURES = e
. . S. mifiion

expenditures during the

current fisca year and 1996-97 1997-98

those proposed for the Budget Revised Performance Budget Growth

next. This is shown in (%) (%)

Table2. This shows that Federal 7816.0 | 7109.0 91.0 7864.2 10.6

aggdregated for all rteglorls Recurring 2017.3 1928.3 2308.8

and governments In

Pakistan expenditures Devel opment 5798.7 5180.7 5555.4

(combined recurring and Punjab 25118.0 | 25341.0 100.9 28890.8 14.0

development) on SAP Recurring 18754.0 | 19086.0 21564.2

were nearly as dlocated,

98 percent of the targ eted Devel opment 6364.0 6255.0 7326.6

levd for 1996-97. These Sindh 9573.0 8928.0 93.3 9623.0 7.8

will increese by 13.8 Recurring 6619.0 | 6626.0 7120.0

Fercent ge)(tlyei{dc;he Development 2954.0 2302.0 2503.0

ormer clealy Indicates

the intent of the NWFP 8837.0 9047.0 102.4 10462.0 15.6

government to fu||y Recurring 4663.0 4863.0 6055.0

protect SAP dlocations Development | 41740 | 4184.0 4407.0

from the cuts they have _

hed to impose on other Balochistan 4697.0 4503.0 95.7 5649.0 25.4

sectorsof the economy as Recurring 2386.0 2382.0 2906.0

a result of subgtantid Development | 2311.0 | 2121.0 2743.0

dedl';j:l" md r.esour;:]e National 56041.0 | 54928.0 98.0 62489.0 13.8

avalaoili uring the

year t The Qll atter Recurring 34439.3 | 34885.3 39954.0

moreover, is an increase Development | 21601.7 | 20042.7 22535.0

of nWIy S percent inred Source: Provincial Governments, Federal Area Administration and Ministries

terms and is indicative of
their combined
commitment to investment
in the SAP sectors.

A comparison by region indicates that the performance of expenditure last year was somewhat similar
for al regions and governments. Punjab and NWFP are expected to end the year 1996-97 with a
higher than targeted leve of expenditure. However, the growth in dlocations for the next year vary
from region to region. The Federd Government’s outlay (covering dl areas under their control and
some national programmes, e.g., Lady Hedth Workers, Expanded Programme of Immunisation,
Family Planning) is targeted to increase by 10.5 percent. Punjab plans to increase outlays by 14
percent. Both NWFP and Badochistan plan substantialy higher rates of increase. The province of
Sindh, however, appearsto have planned increase of only 7.8 percent, one percentage point lower than
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the expected inflation rate next year. In other words, Sindh plansto reduceitsoutlayson SAPinred
terms.

The inter-sectoral

comparison of aggregate TABLE3
expenditureﬁ is shown in SECTORAL DISTRIBUTION OF SAP EXPEND'TL'R(EiMimon)
Table 3. This shows that
the utilisation of el e Ll
dlocationsby the primary Budget | Revised | Performance | Budget | Growth
education, primary health ) )
and water supply sectors Recurring 34439.3 | 34885.3 101.3 39954.0 14.5
has been satisfactory. Education 26678.0 | 26913.0 100.9 30956.8 15.0
However, the low
L Health 5854.0 | 6081.0 103.9 7000.6 15.1
utilisation rate for
indicative of a Population 32.0 29.0 90.6 33.0 13.8
breakdown in the system Welfare
of delivering these Other 03 0.3 100.0 08 166.7
Services. A _CI oser Developmen | 21601.7 | 20042.7 92.8 22535.0 12.4
andyss would indicate t
thet this is aftributable Education 86040 | 8370.0 97.3 94255 12.6
largdy to development
. Health 5199.0 | 4576.0 88.0 4684.7 2.4
outlays, thet is the actud
dd|very of the product - Water Supply 5403.0 5101.0 94.4 6195.7 215
family planning materid - Population 2001.0 | 1707.0 85.3 2073.0 21.4
to the end-user. As this Welfare
would appear to be true, Other 394.7 288.7 73.1 156.1 -45.9
then the dams for a
) . Total 56041.0 | 54928.0 98.0 62489.0 13.8
reduction in the
population growth s Education 35282.0 | 35283.0 100.0 40382.3 14.5
suspected. The Health 11053.0 | 10657.0 96.4 11685.3 9.6
Participatory Water Supply | 72780 | 6963.0 95.7 8158.5 17.2
Devdopment Program
Population 2033.0 | 1736.0 85.4 2106.0 21.3
started ly haf
ar nearly -way P
during the current year
o Oth 395.0 289.0 73.2 156.9 -45.7
and the monitoring and e
evauation activities have Source: Provincial Governments, Federal Area Administration and Ministries

dso apparently been
allowed to slide.
Therefore, the lowest rate of utilisation in the “ others’ category.

A further andyssof Table 3 suggeststhat the utilisation of recurring expendituresis substantiadly higher
thanthat for development. Thelatter may be explained asbeing the result of anumber of causes. These

PROVINCIAL BUDGET 1997-98 18



include, but are not limited to, delays in releases from both the finance departments and the

reimbursement from donors.

Of interest dso iswhat has happened to government’ scommitment to increase non-salary expenditures.

Table 4 presents thisandysis.

The Table shows that the
aggregate outlay on sdary
for dl sectors and regions
combined was targeted to
be 86.4 percent during fiscal
year 1996-97. The year is
expected to consume 87
percent of the expected
expenditures by the year-
end. Other than the water
supply sector, each of the
other sectors are expected
to be higher than ther
budgets. This would imply
that this pat of the
commitment has not been
met. During the next yesr,
the aggregate outlay on
sdary is expected to be
lower by margindly lessthan
one percentage point thet is
85.6 percent. Sector-wise
plans are to increase the
proportionof expenditureon
sdary for the water supply
and population welfare
sectors, perhaps as a result
of filling in critica vacandies
to ensure better delivery of
services in these sectors,

In summary, therefore, it
would appear that contrary
to apprehensons both by
the more voca segments of
civil society and the
international donor
community, the government
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TABLE 4
SALARY EXPENDITURESON SAP SECTORS
(Rs Million)
AS% OF TOTAL
1996- 1996- 1997-
97 97 98
Budget | Revise | Budget 1996- 1996- 1997-98
d 97 97 Budget
Budget Revised
FEDERAL 1669.0 1619.2 1877.2 82.7 84.0 81.3
Education 1169.0 1122.0 1333.0 91.7 94.1 92.4
Health 402.0 401.0 439.0 69.3 69.6 65.1
Water Supply 69.0 69.0 74.0 53.1 52.7 46.5
Population 29.0 27.0 31.0 90.6 93.1 93.9
Welfare 0.20 0.20 0.20 66.7 66.7 25.0
Others
PUNJAB 16774. 17234. 19304. 89.4 90.3 89.5
Education 0 4 0 95.4 96.9 95.2
Health 14760. 14989. 16975. 68.4 68.5 66.4
Water Supply 0 0 0 34.0 34.0 40.7
1784.0 2015.0 2081.0
230.0 230.0 248.0
SINDH 5862.0 5858.0 6210.0 88.6 88.4 87.2
Education 4734.0 4819.0 4876.0 93.1 92.5 92.1
Health 943.0 909.0 1133.0 76.3 80.2 75.7
Water Supply 185.0 130.0 201.0 62.1 45.8 61.5
NWFP 3493.0 3693.0 4378.0 74.9 75.9 72.3
Education 2707.0 2907.0 3501.0 80.7 81.8 77.5
Health 599.0 599.0 666.0 68.4 68.4 66.0
Water Supply 187.0 187.0 211.0 43.3 43.3 40.1
BALOCHISTAN 1945.0 1945.0 2377.0 81.5 81.7 81.8
Education 1382.0 1382.0 1739.0 92.4 92.6 92.7
Health 381.0 381.0 457.0 69.0 69.0 66.3
Water Supply 182.0 182.0 181.0 53.8 53.8 53.1
NATIONAL 29743. 30349. 34146. 86.4 87.0 85.5
Education 2 6 2 92.8 93.7 91.8
Health 24752. 25219. 28424. 70.2 70.8 68.2
Water Supply 2 4 0 455 42.9 46.6
Population 4109.0 4305.0 4776.0 90.6 93.1 93.9
Welfare 853.0 798.0 915.0 66.7 66.7 25.0
Others 29.0 27.0 31.0
0.20 0.20 0.20

Source: Provincial Governments, Federal Area Administration and Ministries
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IS not reneging on its promises and commitments, even though it is faced with an enormous financid
congtraint and pressures to invest into economic infrastructure.
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Inter-Sectoral Priorities of Provinces in
Annual Development Programme

by
Abu Nasar and Naeem Ahmed?

Pakistan’s previous pace of economic growth cannot be sustained without subgtantia investment in
human development. Few countries in the world show a large gap between economic growth and
human development. Pakistan's socid and human indicators make disma reading. Two thirds of its
totas adult population ( 77 percent of women ) are illiterate. Combined school enrolment isonly 37
percent. Basc hedth facilities

are avaladle to only haf the
. TABLE 1
popuation.  The materna CONSOLIDATED PERFORMANCE OF PROVINCES
mortdity rate is very high a —
340 per 100.000. A quarter of Rupeesin Million
newborn babies are under Sectors 1995-96 1996-97 1997-98
weight and manourished. Both R) R) (B)
coverage and quality of basic | social sectors 196661 | 174140 | 215901
socid sarvice are extremey
00r Education and Training 7331.6 7232.4 8053.5
poor. Health 3110.6 2319.7 2742.4
] Physical Planning & Housing 8070.3 6662.9 8782.5
As far as the consolidated Others 1153.6 1199.0 2011.8
performance of dl the four .
. . Economic Sectors 23371.6 13025.1 14702.9
provinces is concerned there
was a substantia decrease of Agriculture 3867.7 2613.0 3075.4
29% in 199697 as compared - IGEEEEREER w2 | wmeas | s
With 1995-96. (See Table 1). | Jrangport and Communications | 41235 2883.6 2044.4
The dlocation for the socid Others 1302.3 707.0 931.2
Sectors In 1996-97 decr Tamir-e-Sindh Programme 3500 625 2000
by 11.5%. However thedecline
inthe economic sectorsismuch Total ADP 43037.684 | 30439.115 | 36293.026
: ) 0
hlgher e, 44% as compared Sour ce: Annual Devel opment Programme of Provinces.

to 1995-96. In the financia
year of 1997-98 budget
dlocation for ADPs has
increased by 19% with respect to revised estimates of 1996-97. The overdl effort of provincesindicate
high priority to the socid sectors. Asthe alocation for the socia sectors have increased by 24% and
the dlocation to economic sectors will increase by about 13% in 1997-98 over the revised figures of
1996-97.

? The writers are Statistician and Research Assistant at Social Policy and Development Centre (SPDC), Karachi.
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The consolidated picturein table-1 showsthat provinces have given high priority to education & training
within social sectors and to water/power sector in the economic sectorsi.e., 22% and 10% of the total

ADP respectively.

Asfar asthe performance of individud provincesinthe current fiscal year isconcerned, additiond taxes
have only been imposed by the provincia government of Punjab. Therefore, it isimportant to andyze
how the provincid government managed their priority expenditurein the ADP kegping in mind the limits
on resources. Under the circumstances, it will be interesting to analyze the impact of these priority
expenditures.

PUNJAB

The government of Punjab has proposed an ADP of Rs.15,733 million which is 47% higher then the
revised estimates of 1996-97. On education side Punjab government proposes to enhance
participationof loca population inincreasing educationd activitiesintherurd areasin particular through
the aready working network of school management committees. Therefore, the education/training
expenditure is dmost 19.3% ( Rs. 3036 million ) of the tota ADP which is the second highest
dlocation. In the fiscd year 1997-98 the provincid government of Punjab has given specid attention
to ongoing schemes. No specific provison is kept for new schemesin technica education sector.

The outlay of physicd planning/housing which includes water supply and sanitation is dmost 35% of
the total ADP (see table 2). It is even higher than the dlocation to economic sectors. In terms of
dlocation the third is agriculture ( 10.7% ) and fourth (9.7% ) is hedth expenditure. Expenditure on
rura development, water/power and transport / communication show adeclining trend after 1995-96.

BALOCHISTAN

Firg timeinthe history of Baochigtan, the provincid government has evolved a policy for economic
development whileremaining withinitsfinancid resources. Accordingly the Chief Minister has decided
to launch anew programme based on community participation approach in development planning. The
man criteriafor approvd of these schemeswould be the extent of benefit to the community rather than
the individua and their completion within one year. The scheme will be required to be identified by the
community on demand driven begs.

Baochistan government has alocated Rs. 5,821 million to its ADP for 1997-98. Allocation for the
socid sectorsis amost 65.5% of the ADP. Previoudy it was 55% in 1996-97 and 50% in 1995-96.
This shows that Government of Baochistan has given more priority to the socid sector. Within the
socia sector, expenditure on education / training receives the highest share ( about 32%). Physica
planning & housing get the second highest dlocation in terms of level and share. Although hedth
expenditure gets the third largest outlay inthe socid sector their allocation has decreased from 8.1%
in 1996-97 to 6.6% in 1997-98 of the total ADP. On the economic side Baochistan is the only
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province with the highest alocation of 15.4% of totad ADP to trangport/ communication. Agriculture
and water/power with 9.3% and 8% of ADP are ranked second and third in terms of alocation.
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NWFP

Government of NWFP has alocated Rs.5,177 million to the 1997-98 ADP. Thisdlocation isRs.675
million less then 1996-97. Despite the limited resources, social sector receives priority over the
economic sectors. Socia sector alocation isdmost 69% of total ADP in 1997-98. It was about 65%
in 1996-97 and 52% in 1995-96.

Within the socid sector, expenditure on education & training has been given top priority, about 35%
of ADP, which is even higher than the total economic sectors. Physicd planning & housing and hedlth
get 21.6% and 6.2% of total ADP respectively.

On the other hand, within the economic sectors, agriculture and water/power get approximately equal
share of 9.5% of ADP followed by transport & communication and rura development. Rurd
development received priority within the economic sectorsin 1995-96.

SINDH

The Sindh Government has dlocated Rs.9,562 million for their forthcoming Annua Development
Programme. Rs.3,378 million of tota ADP will be spent only on on-going schemes. A ook at inter-
sectord dlocation shares reveds that Sindh isthe only province among the four, which has dlocated
ahigher proportion to economic sectors 64.4% of the ADP. Over the last two years economic sectors
in Sindh recelved higher share than the socid sectors.

Unlike other provinces Sindh Government has decreased their outlay on education. As a percentage
of totd ADP, it is 5% lessthanin 1996-97. Physicd planing/ housing getsthe highest alocation within
the socid sector, i.e., about 15.2% of total ADP. Rurd development is an important head of the
economic sector because the expenditure under the head improves the living standard of rura
population. In the current fiscd year the dlocationisonly 5.3%. Thisisadmost 9% lessthan in 1996-
97. Smilarly alocation for agriculture is dso less than that for the previous year.

A perusd of the table reved that the provinces in their dlocation have given priority to promote
education thereby committing themsaves for enhancing the literacy rate in the country in near future,
It hasa so been observed that dl thefour provinces have dso given priority to the completion of existing
on-going projects instead of committing funds for new projects.
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