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In the closing weeks of 2009, as this
publication went to press, the
contentious issue of the National
Finance Commission (NFC) award was
finally resolved. On 30 December 2009,
the 7th NFC award was signed by the
federal government and the finance
ministers of the four provinces.

The new award, which comes into
effect from the 2010√11 financial year,
gives the provinces a greater share of
funds from the federal divisible pool.
Compared to their current share of
47.5%, under the new award the
provinces will receive 56% in the first
year and 57.5% in the following year.

For the first time in the history of the
NFC award, factors other than

population have been taken into
account. The new formula is based on
a combination of weighted criteria:
population (82%), poverty (10.3%),
revenue generation (2.5%), revenue
collection (2.5%) and area (2.7%). The
North-West Frontier Province is to
receive an additional 1% from the non-
divisible pool as compensation for the
losses it continues to suffer on the front
line in the war on terror.

The 7th NFC award is widely seen as a
step towards greater provincial
autonomy. As such, and considering
that the provinces will receive a greater
share of funds, prospects for the
introduction of environmental fiscal
reform (EFR) are good. But other
equally significant developments

towards the end of 2009 render the
future of local-level governance bodies
uncertain.

From 1 January 2010, the provinces
will have the power to amend the Local
Government Ordinances of 2001, in
effect allowing them to modify or even
abolish key features of the local
government system. Already, three
provinces have called for the role of
local governments to be restricted to
municipal functions, and for
development projects and tax functions
to be reviewed and assigned
accordingly. What effect this will have
on the introduction of EFR, which relies
on the devolution of powers to the
local level, will only become clear in the
months ahead. 

PREFACE
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The economic dimension of public-
sector reform starts with the assumption
that the bureaucratic nature of the
public sector erodes the performance
and competitiveness of national
economies (Setnikar-Cankar 2002).
Democratic decentralisation is therefore
concerned with the devolution of power
and resources to representative and
accountable local entities. 

In Pakistan, public sector reform was
introduced in 2000 with ambitious
plans to devolve political and financial
power to local government entities.
One objective of this process was to
lay the foundation for achieving the
United Nations Millennium
Development Goals (UN MDGs).
Despite a range of policy initiatives and
commitments, however, the country»s
progress on most MDG indicators is
not satisfactory. This is to some extent
the result of insufficient allocations for
development activities but resource
shortfalls are only part of the picture. 

Poverty and the
environment 
Although development programmes
continue to be launched across the
country, the fact is that Pakistan»s
social sector and natural resource
indicators have not shown significant
improvement in the last few decades.
One reason for this is the unsustainable
use of natural resources, since the
brunt of resource degradation is borne
by the poorest communities. In
Pakistan, as in many other countries,
environmental degradation is both a
cause and a consequence of poverty. 

Meanwhile, conservative estimates
suggest that environmental degradation
costs Pakistan at least 6% of GDP, or
about 365 billion rupees annually. In
terms of human well-being, the most
serious consequences of environmental
damage are illness and premature
mortality, and reduced agricultural
productivity.

An analysis of government spending for
poverty reduction and in the
environment sector shows that while
allocations have increased, progress is
far from adequate. Besides structural
and capacity concerns, a key issue is
that resources are not reaching priority
development sectors and those
segments of the population who are
most in need. 

Decentralisation allows this imbalance
to be rectified. It allows real needs at
the grassroots level to be identified and
prioritised, thereby improving the
effectiveness of government spending.
It also dismantles centralised
bureaucratic structures, allowing for
increased spending efficiency.

Pro-poor environmental
fiscal reform 
Environmental fiscal reform (EFR) has
been described as a strategy to
redirect government taxation and
expenditure with the aim of supporting
sustainable development (Green
Economics 2008). The idea is to use
fiscal instruments to influence
behaviour, providing incentives for
environmental or biodiversity
conservation by directly or indirectly

modifying the prices of biodiversity-
related goods and services. 

Pro-poor fiscal reform differs slightly
from the broader vision of EFR, since it
specifically addresses environmental
concerns that threaten the well-being
of marginalised communities and low-
income groups. Pro-poor EFR can
contribute to poverty reduction directly,
by helping to address environmental
problems that threaten health and
livelihoods. It can also help generate
resources to fund pro-poor initiatives,
including programmes aimed at
achieving MDG targets. 

EFR fits into the framework of
development and devolution by
opening new revenue streams to
increase funds while discouraging
local-level environmentally harmful
practices. It promotes the sustainable
use of natural resources by
internalising negative externalities and
rationalising expenditure. This in turn
helps ensure that ecosystems are able
to continue providing goods and
services to those low-income groups
who depend on these resources for
their subsistence. 

Decentralisation and the
fiscal framework in Pakistan
The pursuit of decentralisation is
common to many countries. For
developing nations, it promises a
means to avoid the pitfalls of ineffective
governance, macroeconomic instability
and insufficient economic growth.
Fiscal decentralisation has the potential
to enhance the efficiency of public

EXECUTIVE SUMMARY
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services, to improve governance by
increasing accountability and to
promote economic growth (Oates 1993,
WBI 2007). It allows local governments
to provide public goods and services at
the local level, in keeping with the
needs of local communities. 

Decentralisation initiatives in Pakistan
began in March 2000 with the National
Reconstruction Bureau»s announcement
of the Local Government Plan. The key
component of the country»s
decentralisation strategy was to
restructure local government bodies. In
2001, a Local Government Ordinance
was promulgated in each of the four
provinces, defining the functions of
newly created local government
entities, and specifying their sources of
revenue and accountability
relationships. 

It is worth noting, however, that local
governments exist as extensions of the
provincial administration with specified
functions delegated to them by the

province. This distorts the fiscal
structure as a whole, with a negative
impact particularly on revenue
mobilisation and expenditure decisions
at the local level. The Local
Government Plan acknowledges these
issues, noting that the current system
of transfers and grants is flawed. 

One way to rectify this problem is to
reform inter-governmental fiscal
relations. The devolution of powers and
responsibilities, including fiscal powers
and responsibilities, to lower tiers of
government is essential, and a critical
component of EFR. 

Local government 
District governments are responsible
for local-level development and the
maintenance of basic infrastructure.
They are responsible for a number of
environment- and natural resource-
related sectors, as well as for health
services and rural development. District
governments also handle enterprise
development and investment

promotion, planning and development,
and micro energy projects. 

Local governments have the power to
raise resources by imposing fines and
levying a range of taxes, fees and user
charges. In theory, this allows them to
be robust and effective in social-sector
service delivery as well as some
aspects of local environmental
management. But this is not the case
in practice. In fact, the major share of
local government funding goes to pay
administrative costs and salaries, with
a very small share (or, in some cases,
no share at all) allocated for
development activities.

Under current fiscal arrangements,
most revenue in the country is
collected by the federal government
and redistributed to lower tiers. At the
district level, the tax base is weak, and
some district taxes and user charges
are difficult to collect. As a result,
district governments continue to rely
heavily on funding from higher tiers. 

A scenic view of Abbottabad. © Thushara Ranasinghe
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Abbottabad District
Spread over predominantly
mountainous terrain, Abbottabad is
home to an estimated 1.08 million
individuals, with 862,000 (80%) residing
in rural areas (GoNWFP 2009a).
Subsistence agriculture is the mainstay
of the local economy, with modest
additional household income generated
through activities such as backyard
poultry farming and livestock rearing.
Deepening rural poverty has, however,
led to increasing urbanisation in 
recent years.

The district is rich in biodiversity,
supporting a wide variety of flora and
fauna. But poverty and unemployment
have led to intense competition for
scarce resources, putting the fragile
ecosystem under severe pressure. While
environmental degradation is a serious
concern in and of itself, pollution,
congestion and unsanitary conditions
also adversely affect the health of the
population and the security of livelihoods.

EFR options for Abbottabad 
To implement EFR in Abbottabad, fiscal
instruments will be proposed to alleviate
poverty by reallocating revenues. The aim
will be to improve access to essential
services, curb environmental pollution,
increase the quality of environmental
goods and services, enhance the in-kind
and cash earnings of low-income groups,
and improve health. 

The areas identified for the first phase
of EFR in Abbottabad are as follows:
● water user charges;
● solid waste disposal charges; 
● pollution charges for the mining

sector;
● national park entrance fees with

higher charges for foreign visitors;
● pricing and improved collection of

electricity rates; 
● fuel pricing; and
● improved collection and

distribution of timber concession
fees.

The design of EFR measures will take
into account the following factors:
● Local government revenues: The

aim will be to increase district
government revenues at the 
local level. 

● Political context of
decentralisation: While
implementation is anchored in the
district, the federal and provincial
governments will be engaged to
build support for EFR. 

● Using a bottom-up approach: A
consultative process will be
adopted for implementation.

● Building partnerships: It is
important to develop consensus,
and to create awareness and
ownership among stakeholders.

Issues in EFR
implementation 
EFR implementation relies on the local
government framework. But the
devolution process has been hampered
by legal, policy, institutional, political and
administrative constraints. At the same
time, broader issues of governance will
also need to be addressed. 

Key issues include:
● Law and policy: The legal and policy

framework needs to be strengthened,
and special attention given to
enforcement and implementation.
Awareness amongst stakeholders is
poor and where awareness exists,
implementation will and capacity are
lacking.

● Administrative uncertainty:
Confusion still exists regarding the
powers and responsibilities of
various tiers of government. This
uncertainty extends to financial
matters. 

● Institutional capacity: Capacity
development is needed to ensure
that all members of local
government agencies understand
the new structures and systems.
Local-level capacity is also a
concern in the areas of finance,
auditing, accounting and planning.

● Monitoring and evaluation: Financial
monitoring is carried out but there
is no technical monitoring and
evaluation of development
activities. 

● Finances: Local governments are
not financially self-sufficient, and
rely heavily on transfers from the
province. 

Efficiency concerns, the lack of equity
and the prevalence of political
interference make the work of district
administrations more difficult, and will
need to be addressed in designing EFR
measures. In addition, the following
issues also need to be taken into
account:
● Limited community involvement in

service delivery.
● Weak resource mobilisation at the

local level.
● Friction between the provincial and

district governments over
development projects.

● Violation of the Rules of Business
by all parties.

● Deteriorating law and order. 
● The absence of municipal services

in rural areas.

Looking to the future
The devolution of power and the
decentralisation of revenues offer many
opportunities for the successful
implementation of EFR, not only locally
but also at the provincial and federal
levels. 

Fiscal decentralisation is a dynamic
process. It can create a fiscal structure
within which provincial and local
governments can operate in an
efficient, accountable, equitable and
transparent manner. Today the demand
is for communities to have greater self-
determination and more influence in the
decisions of their governments, and
fiscal decentralisation can help
increase public participation. The
process is also receiving
unprecedented support from
international partners.
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The economic dimension of public-
sector reform starts with the assumption
that the bureaucratic nature of the
public sector erodes the performance
and competitiveness of national
economies (Setnikar-Cankar 2002).
Democratic decentralisation is therefore
concerned with the devolution of power
and resources to representative and
accountable local entities.

Decentralisation is an ambiguous term.
In general, it refers to any act by which
the central government cedes power to

actors and institutions at lower levels in
a political, administrative or territorial
hierarchy (OECD 2003, Ribot 2004,
WRI 2005). Many definitions draw from
economic development literature, and
make distinctions between devolution
and delegation (Ebel 1998, OECD
2003, Ribot 2004, UNDP 2004, USAID
2000, WB 2000). Others define the
concept in a natural resource context
(Yuliani 2004). In practice, devolving
power means empowering local
institutions that can better decide how
to manage resources and deliver

services locally (Jütting et al. 2004,
WRI 2005). This involves transferring
political, administrative and fiscal
authority to the sub-national (provincial,
district and local) level. 

There are a number of reasons why
decentralisation is considered
advantageous: it promotes efficient and
accountable administration, allows
more effective local development,
increases the participation of citizens in
government, allows the needs of
marginal groups to be better met, and

INTRODUCTION

A child carries home a discarded fruit crate, to use as firewood. © PIDE
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encourages experimentation and
innovation in resource management
policies and strategies (ESCWA 2001,
USAID 2000). 

In Pakistan, public sector reform was
introduced in 2000 with ambitious
plans to devolve political and financial
power to local government entities. On
14 August 2001, new local government
bodies were created at three levels:
district (or city district in urban areas),
tehsil (or town, in the case of city
districts) and union. The legal
framework for this process was laid out
in four provincial Local Government
Ordinances (LGOs) promulgated in
2001. The LGOs define the functions of
local government entities, specify their
sources of revenue and spell out their
accountability relationships.

For Pakistan, one major objective of
decentralisation is to lay the foundation
for achieving the United Nations
Millennium Development Goals (UN
MDGs). The government»s 2003
Poverty Reduction Strategy Paper
(PRSP) focuses on the MDGs while
PRSP II, prepared in 2008, specifies
several ≈pillars∆ for growth which
include human development, capital
and finance for development,
protecting the poor and vulnerable,
increasing productivity and value
addition in agriculture, and governance
for a just and fair system. These
poverty reduction plans and
development strategies aim to localise
the MDGs, in part to generate
participation among communities at the
grassroots level. It is thought that doing
so will increase the chances of
achieving MDG targets within the time
frame set by the UN. 

Despite these policy initiatives and
commitments, however, Pakistan»s
progress on most MDG indicators is
not satisfactory. This is to some extent
the result of insufficient allocations for
development activities but resource
shortfalls are only part of the picture.

Another important reason for the
country»s failure to progress on MDG
targets lies in the unsustainable use of
natural resources. There is a clear link
between poverty and the environment.
While rich and poor alike bear the cost
of environmental degradation, those
who are relatively well-off are able to
take defensive measures. The impact
on the poor is disproportionately high,
largely as a result of their dependence
on natural resources and ecosystems,
and their inability to take defensive
measures. Similarly, water and air
pollution cause illness and premature
mortality, putting further pressure on
over-burdened health care systems,
reducing labour efficiency and
exacerbating poverty (WB 2007).
Strengthening environmental
management can therefore help to
promote economic growth, while
improving health and productivity 
(WB 2006a).

During the first three years of
implementation of the Planning
Commission»s Medium Term
Development Framework (MTDF)
2005√10, the environment sector
received unprecedented priority (GoP
2008). Starting in 2004, federal Public
Sector Development Programme
(PSDP) allocations for the environment
sector have increased steadily: from
745 million rupees in 2004√05 to 3.1
billion in 2005√06 and 6.5 billion in
2006√07. The allocation for 2007√08
was 8.5 billion rupees. 

But increasing allocations is only part
of the answer. It is also critically
important to ensure that allocations are
targeted carefully and utilised
effectively. One step in this direction is
to reform fiscal relations between the
centre and lower tiers of government
by moving towards fiscal
decentralisation. In general, the
devolution of powers and
responsibilities to lower tiers empowers
communities by empowering their local
governments. It allows local

governments to achieve development
goals by providing better opportunities
for public participation, improving
transparency, increasing accountability,
identifying local priorities, expanding
the revenue base, rationalising
expenditure, encouraging efficient
decision making and addressing equity
issues. The same benefits arise from
decentralising financial powers. 

Fiscal decentralisation is therefore a
key prerequisite for EFR. The purpose
of this study is to examine the current
status of fiscal devolution, to explore
issues and constraints associated with
fiscal decentralisation, and to
recommend means to introduce EFR
as part of the wider decentralisation
initiative in Abbottabad district. 

Methodology
This document is based on extensive
research related to fiscal
decentralisation in Pakistan, relying on
secondary sources. It examines
published work and unpublished
documents on the devolution of
administrative and fiscal power. Data
from various government and non-
government agencies concerning the
country»s current status and progress
on MDGs and poverty alleviation is
assessed, along with a variety of
strategy and planning documents. The
State of Environment and Development
and Integrated Development Vision
documents (IUCN 2004a, IUCN 2004b)
related to Abbottabad are referred to
throughout, since they provide a better
understanding of the environmental
status and development vision of the
district. 

Information for this study was also
collected through informal participatory
reflection and action tools, such as
focus group discussions, key informant
surveys and semi-structured
interviews.
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Although development plans and
programmes continue to be launched
across the country, the fact is that
Pakistan»s social sector and natural
resource indicators have not shown
significant improvement in the last few
decades. One reason for this is the
unsustainable use of natural resources,
since the burden of resource
degradation falls disproportionately on
the poorest communities, many of
whom depend on natural resources for
their subsistence. There is a clear link
between poverty and environmental
degradation, described as a self-
perpetuating negative spiral in which
poverty accelerates environmental
degradation and degradation
exacerbates poverty (Pinstrup-
Andersen and Pandya-Lorch 1995). 

In Pakistan, as in many other countries,
environmental degradation is both a
cause and a consequence of poverty.
Food security is also linked inextricably
to the environment. A fragile and
depleted resource base results in poor
agricultural yields and lowered
productivity, while natural resources
such as forests are plundered in the
absence of other livelihood
opportunities. But such concerns are
poorly understood and rarely
articulated. As a result, they are
frequently omitted from decision
making. This neglect at the level of
policy and subsequent action leads to
further environmental degradation, and
the vicious circle continues. The effects
are not felt in rural areas alone. For
example, water and air pollution cause
illness and premature mortality in urban

and rural areas alike. This increases
pressure on over-burdened health care
systems, reduces labour efficiency and
further exacerbates poverty (WB 2007).
It is for this reason that strengthening
environmental management can help to
sustain economic growth, while
improving health and productivity (WB
2006a). 

Poverty 
Pakistan is home to the seventh-largest
population in the world, with nearly 150
million people and an annual growth
rate of 2.4%. About 70% of the
country»s population lives in rural areas.
With an average annual per-capita
income of 470 US dollars, Pakistan is

categorised as a low-income country
(WB 2005). 

The majority of the country»s poor live
in rural areas or urban slums, and lack
access to basic services and facilities
such as education, health care, clean
drinking water and sanitation. Poor
health and malnutrition have knock-on
effects on education and labour, and
on the economy. 

After steady progress towards poverty
reduction in the 1970s and »80s, the
decade of the 1990s saw a rise in
poverty from 26.1% in 1990√91 to
32.1% in 2000√01 (GoP 2003). Since
then, official statistics once again show

POVERTY AND THE ENVIRONMENT

Table 1: Poverty estimates, 2000-05

Region Poverty estimate (in millions)
Headcount Poverty gap Severity of poverty

2000-01 2004-05 2000-01 2004-05 2000-01 2004-05

Urban 22.69 14.94 4.55 2.87 1.35 0.84

Rural 39.26 28.13 8.04 5.64 2.44 1.77

Overall 34.46 23.94 7.03 4.76 2.13 1.48

Source: GoP 2006.

Table 2: Comparative poverty profile, 2001-05

Category Percentage of population
2001 2005

Urban Rural Overall Urban Rural Overall

Extremely poor 0.6 1.3 1.1 0.4 1.3 1.0

Ultra poor 7.0 12.3 10.8 4.2 7.6 6.5

Poor 15.0 25.5 22.5 10.4 19.2 16.4

Vulnerable 20.1 23.5 22.5 15.8 22.7 20.5

Quasi non-poor 34.5 28.3 30.1 35.3 34.8 35.0

Non-poor 22.8 9.0 13.0 33.9 14.3 20.5
Source: GoP 2006.
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that poverty is declining but these
figures may be deceptive. 

According to the Pakistan MDG report
for 2006, poverty has declined over the
period 2000√2005 (Table 1). In absolute
numbers, the count of poor persons
has fallen from 34.46 million in 2001 to
23.94 million in 2005 (GoP 2006). But
when these figures are examined in
terms of various poverty bands, from
extremely poor to non-poor, a slightly
different picture emerges. From 2001 to
2005, the «extremely poor» as a
percentage of the overall population
have not changed significantly, falling
from 1.1% in 2001 to 1% in 2005
(Table 2). Similarly, the «vulnerable»
category (identified as those for whom
any negative macro or personal shock
could easily shift the household into
the «poor» category) has seen only a
slight shift, from 22.5% in 2001 to
20.05% in 2005 (GoP 2006). This data
suggests that the benefits of
development are not reaching those
most in need. The «ultra poor» and
«poor» groups have, however, declined
more significantly but the «quasi non-
poor» have increased notably.

Education
Overall, literacy among the population
aged 10 years and above has seen a
rise of 10% between 2001 and 2005
(from 45% in 2001 to 55% in 2005).
Among the «non-poor», literacy has
increased from 51% in 2001 to 59% in
2005, while for the «poor» there has
been an increase from 30% in 2001 to
40% in 2005. Although a significant
difference still exists between these
two groups, the gap appears to have
narrowed. Drop-out rates have also
fallen, from 15% in 2001 to 10% in
2005 (GoP 2006).

Health
The percentage of fully immunised
children aged 12√23 months has risen
dramatically, from 53% in 2001 to 80%
in 2005. More importantly, the rate of
increase has been higher among the

«poor», compared to the «non-poor»,
and the gap between rural and urban
areas has decreased. The percentage
of pregnant women aged 15√49
receiving pre-natal care has also grown
from 35% in 2001 to 49% in 2005. In
this case, however, the inequality
between rural and urban populations,
and between the «poor» and «non-poor»,
is still significant (GoP 2006).

Access to basic services
Access to drinking water from pipelines
continues to be limited. In 2001, 25%
of the population had access to piped
drinking water and the figure had risen
to 29% in 2005. Despite these gains,
overall coverage is still unacceptably
low. Similarly, access for the «poor» has
increased more slowly than for the
«non-poor», although the percentage
change over this period is
approximately the same for the two
groups. In urban areas, 55% of the
«poor» do not have access to piped
water. The percentage of the
population with no toilet in the house
saw a significant reduction, from 41%
in 2001 to 29% in 2005, but here too
overall coverage is far from satisfactory
(GoP 2006). 

Inequality
Consumption inequality, as measured
by the Gini coefficient, has increased
between 2001 and 2005. The
percentage share of expenditure for
various groups indicates that while the
poorest 60% lost their consumption
share, the richest 40% gained in their
consumption share. Inequality has
increased at the expense of low- and
middle-income groups (GoP 2006).

In education, the situation is different,
with an overall improvement in
educational opportunities for the
poorest segments of the population.
The gap in net enrolment rates
between the poorest and richest
narrowed between 2001 and 2005,
although in absolute terms this gap is
still significant.

For immunisation, disparities between
the poor and the rich have also
declined. In 2001, 41% of children
were immunised amongst the poorest
20%, while amongst the richest 20%
this figure stood at 71%. In 2005,
however, 73% of children were
immunised amongst the poorest 20%,
while 91% of children were immunised
amongst the richest 20%. The ratio of
highest to lowest has fallen from 1.76
to 1.25, showing an improvement in
equity in this area.

Environment
Degraded soils, a decline in forest cover,
and rising levels of air and water
pollution are just some of the
environmental issues that Pakistan must
confront. The country is largely arid and
uniquely disadvantaged by its
dependence on a single river, the Indus,
for surface water. The country is
therefore highly vulnerable to the effects
of basin degradation and water pollution.
Agricultural growth is threatened by
depleting soil fertility, degraded
rangelands and encroaching deserts,
while coastal wetlands, deprived of
water, are losing their productive
potential. Since an estimated 70% of the
country»s population is rural and relies
heavily on natural resources, a degraded
resource base directly affects the well-
being of the majority of the population.

With respect to the links between
population, environment and poverty,
Pakistan»s ranking in the Environmental
Sustainability Index (ESI) is instructive
(Khan et al. 2007). For the year 2005,
Pakistan ranks 131 out of 146
countries, with an ESI score of 39.9
(the highest ranked is Finland with an
ESI score of 75.1 and the lowest
ranked is North Korea with a score of
29.2). Pakistan»s scores for various ESI
components are shown in Table 3.

Of the 26 major indicators included in
the ESI, Pakistan»s score on 15
indicators is in the negative. For
important indicators such as air, water
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and biodiversity, as well as those
related to land, Pakistan»s scores are
also in the negative. Pakistan does
poorly in terms of policy interventions
and the reduction of environment-
related vulnerability to natural disasters.
Three key issues emerge: increasing
environmental pollution and
degradation of air and water quality;
depletion and deterioration of
resources such as forests, land and
water bodies; and the loss of links
between livelihood support and natural
resources (Khan et al. 2007).

Agriculture
The agriculture sector contributes
about 25% to Pakistan»s GDP but the

sustainability of agricultural production
is subject to environmental threats. As
much as 80% of the country»s farmland
is irrigated but nearly 40% of this area
is water-logged and 14% is saline.
Although soils across the country are
naturally saline, the problem is
compounded by consistent
mismanagement of irrigation. Official
statistics indicate that over 25% of
irrigated land suffers from some degree
of salinity, with over 1.4 million hectares
rendered uncultivable as a result. The
total annual cost of yield reduction from
salinity is estimated at 15√55 billion
rupees (WB 2006a). Salinity creates
direct economic losses through
reduced yields as well as less visible

indirect losses through 
changes in farming practices and
cropping patterns.

Increasing the efficiency of water use is
also critical for the sustainability of
agriculture. Current patterns of water
use cause significant environmental
degradation. Since irrigation fees are
low and unrelated to consumption,
there is a tendency to use all available
supplies. The consequence is an
increase in water-logging, damage to
the soil structure and a reduction in
productivity (Khan et al. 2007).

According to GDP figures for the year
2004√05, the loss of soil fertility as a
result of salinity and erosion costs an
estimated 70 billion rupees annually, or
1.5% of total GDP and 6.8% of
agricultural GDP. In addition,
inefficiency in the allocation of water
within canal systems causes lower crop
productivity at both the head end of
canals, from over-use and water-
logging, and the tail end as a result of
water shortages (WB 2007).

Water
Population growth coupled with the
demands of industrialisation and
urbanisation are expected to create
conditions of absolute water scarcity in
a few decades. Water shortages are
compounded by serious issues related
to quality. Untreated pollutants from
industrial, agricultural and urban
sources are released directly into water
sources intended for human
consumption, with little regard for the
assimilative capacity of ecosystems.
The result is heavily polluted water
around towns and cities, and a high
incidence of disease, especially among
the urban poor (WB 2007).

Urbanisation and industrialisation
Rapid urbanisation has led to pollution,
waste management issues, congestion
and the destruction of fragile
ecosystems. Urban air pollution is
today one of the most significant

Table 3: Environmental Sustainability Index rating for Pakistan (2005)

ESI Component Rank* Score

Water quality 143 -1.48

Environmental system 140 27.7

Water quantity 127 -0.87

Reducing environment-related disaster vulnerability 120 -0.48

Science and technology 120 -0.74

Social and institutional capacity 117 31.5

Air quality 113 -0.47

Environmental governance 113 -0.54

Private sector responsiveness 111 -0.67

Reducing population pressure 109 -0.62

Environmental health 109 -0.53

Reducing environmental stress 105 45.5

Reducing water stress 103 -0.38

Reducing ecosystem stress 100 -0.18

Reducing human vulnerability 97 38.6

International collaborative efforts 97 -0.29

Biodiversity 88 -0.06

Land 83 -0.08

Natural resource management 80 0.07

Basic human sustenance 75 0.03

Greenhouse gas emissions 73 -0.04

Reducing waste and consumption pressure 72 0.06

Eco-efficiency 67 0.03

Reducing air pollution 55 0.33

Global stewardship 43 63.4

Reducing transboundary environmental pressures 8 1.36
* Out of a total of 146 countries.

Source: Esty et al. 2005.
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environmental challenges. A substantial
body of research demonstrates that
high concentrations of suspended
particulates are dangerous to human
health, leaving the population
vulnerable to a wide range of
respiratory diseases and other
ailments. In urban Pakistan, as
elsewhere, fine particulate pollution is
created primarily by vehicles, power
plants and the combustion of fossil
fuels. The problem is aggravated by an
aging fleet of vehicles in poor
mechanical condition and low fuel
efficiency. Over the last decade, the
number of diesel trucks in major cities
has increased dramatically, creating 
an additional source of pollution 
(WB 2007).

Carbon dioxide emissions more than
doubled in Pakistan between 1980 and
1996, from 31.6 metric tons to 94.3
metric tons, going from 0.4 to 0.8
metric tons in terms of per capita
emissions. During the same period, the
discharge of organic water pollutants
increased from 75,125 to 114,726
kg/day (Khan et al. 2007).

Indoor pollution
Indoor air pollution is a matter of grave
concern. The use of traditional biomass
fuels such as wood, dung and crop
residues is widespread across the
country, and these fuels are dangerous
when used indoors (IUCN 2004a).

Forest and rangeland
degradation
Forest and rangeland production is at
risk, with unsustainably high levels of
resource extraction. Pakistan has one
of the highest rates of deforestation in
the world (2.5√3.1% annually), the cost
of which is estimated at 206√334

million rupees a year (Khan et al. 2007).
Deforestation threatens not only the
ecological balance but also many
vulnerable species, thus hastening
biodiversity loss.

Rangeland productivity, meanwhile, is
estimated to be just one third of its
potential, with up to 80% of rangeland
in a degraded state. Losses from
rangeland depletion, valued in terms of
the reduction of fodder yields, are
estimated at 3.6√5.4 billion rupees
annually. Rangelands support the
livelihoods of some of the country»s
poorest communities, so the impact of
pasture loss is regressive, falling
disproportionately on the rural poor. 

The cost of environmental
degradation 
Conservative estimates suggest that
environmental degradation costs
Pakistan at least 6% of GDP, or about
365 billion rupees, annually. The costs
are of a similar magnitude to the recent
growth performance recorded in the
national accounts. The implication of
this is that despite GDP growth, many
development indicators will continue to
show limited improvement (WB 2007).

The highest cost is from contaminated
water, and inadequate sanitation and
hygiene (112 billion rupees), followed
by agricultural soil degradation (70
billion) and indoor air pollution (67
billion). Urban air pollution (particulate
matter) adds another 65 billion rupees.
The estimated cost of lead exposure is
45 billion rupees. Rangeland
degradation and deforestation costs
are estimated at about 7 billion rupees.
These estimates represent the lower
bounds of damage. They also omit
several important categories of loss,

most notably fisheries and coastal zone
degradation, for which data is not
available. The low figure for forest and
rangeland depletion, meanwhile, is
misleading. These resources already
suffer from low productivity and the
lack of adequate data permits only a
partial estimation of their value 
(WB 2007).

In terms of human well-being, the most
serious consequences of environmental
damage are illness and premature
mortality caused by indoor and outdoor
air pollution (almost 50% of the total
damage cost); diarrhoeal diseases and
typhoid as a result of contaminated
water and inadequate sanitation (about
30% of the total); and lowered
agricultural productivity owing to soil
degradation (about 20% of the total). 

Tackling environmental issues
Progress so far has come mainly in the
form of strategies and plans. Actual
implementation still has a long way to
go. Since approving the National
Conservation Strategy (NCS) in 1992,
the government has made some
progress in raising public awareness of
environmental issues, and establishing a
regulatory and institutional framework
for environmental management.
Implementation of the NCS over the
period 1992√99 was supported by the
World Bank through the Environmental
Protection and Resource Conservation
Project. Although the project contributed
to the development of new institutions,
the enactment of environmental
legislation, and the promotion of
environmental awareness and
education, the effectiveness of the
institutions and legal framework is
questionable (WB 2007).
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The pursuit of decentralisation is
common to many countries. For
developed states, it involves
reorganising government in order to
provide public goods and services
cost-effectively. For developing nations,
it promises a means to avoid the
pitfalls of inefficient governance,
macroeconomic instability and
insufficient economic growth. 

There is continuous debate about the
desirability of fiscal decentralisation.
The argument in favour of
decentralisation supposes that it
increases efficiency, transparency and
accountability (Akai and Sakata 2002,
Brueckner 2006, WBI 2007). Those
opposed to the idea argue that it
destabilises the economy, with some
critics asserting that it leads to slower
growth (Oates 1993, Thornton 2007,
Xie et al. 1999, Zhang and Zou 1998). 

In economic terms, the argument for
fiscal decentralisation is based on the
welfare gains from the improved
allocation of resources within the public
sector. Fiscal decentralisation allows
local governments to provide public
goods and services at the local level, in
keeping with the needs of local
communities. Unlike central
governments, local government
agencies possess knowledge of
community preferences, development
priorities, the capacity of service
providers, constraints and
opportunities. Decentralisation allows
local governments to take advantage of
their situation to allocate resources
more efficiently and equitably (Setnikar-

Cankar 2002). It has the potential to
enhance the effectiveness of public
services and to improve governance by
increasing accountability (Oates 1993,
WBI 2007). 

Fiscal framework in
Pakistan
The government»s decentralisation
initiative began in the year 2000 with
the announcement of the Local
Government Plan 2000 (NRB 2000).
The first task of the strategy was to
restructure local government bodies. A
new Ordinance was promulgated in
2001 by each of the provinces, defining
the functions of newly created local
government entities, specifying their
sources of revenue and establishing
accountability relationships. The aim
was to make local governments
accountable to citizens, to reduce the
bureaucratic centralisation of decision
making, and to improve the quality and

efficiency of basic services. The
government accepts that fiscal
decentralisation is important for any
meaningful devolution (NRB 2007).

Federal fiscal system 
Pakistan is a federation of four
provinces: Balochistan, the North-West
Frontier Province (NWFP), Punjab and
Sindh. There are also a number of
territories with special status: the
Federally Administered Tribal Areas,
Northern Areas and Islamabad Capital
Territory. Most revenue is collected by
the federal government and
redistributed to lower tiers. Systematic
transfers based on a predetermined
formula occur in four ways: federal
transfers to the provinces through the
National Finance Commission (NFC);
transfers from the provincial government
to local governments through the
provincial finance commission (PFC);
transfers from the federal government to

FISCAL DECENTRALISATION

Table 4: Revenue assignments

Government Direct taxes Indirect taxes

Federal Income tax Sales tax

Corporation tax Excise duty

Wealth tax Customs duty

Property tax Import duty

Export duty

Gas and petroleum surcharge

Foreign travel tax

Provincial Land revenue Stamp duty

Urban immovable property tax Motor vehicle tax

Tax on transfer of property Entertainment tax

Agricultural income tax Electricity duty

Tax on professions and trades
Source: WB 2006b.
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local governments; and transfers from
local governments to the lowest tiers,
for example from the district
government to tehsil administrations
(Jaffery and Sadaqat 2006). Random
transfers include development and
special grants; discretionary funds at the
disposal of the executive; and
discretionary funds awarded to
parliamentarians (Ahmed et al. 2007).

Expenditure and revenue
assignments 
The federal government transfers
resources to the provinces in the form
of revenue shares, grants, straight
transfers and loans. Revenues shared
between the centre and the provinces
come from income and sales tax, and
customs and excise duties. In addition,
royalties collected by the federal
government are paid to the provinces.
Non-tax receipts are collected and
retained by the federal government.
The provinces collect and retain minor
taxes, such as agricultural tax, stamp
duties and motor vehicle tax (Ahmed et
al. 2007). Table 4 shows the revenue
assignments of the federal and
provincial governments.

Although district governments may
raise additional revenues, their tax base

is weak and some local taxes and user
charges are difficult to collect. Tehsils
have been assigned more buoyant and
potent taxes, such as the urban
property tax. The tehsils are also
assigned the transfer of property tax
and entertainment tax (ADB et al.
2004). Collection inefficiencies exist,
especially in the case of revenues such
as water rates and sanitation fees. In
many places, water tariffs differ
between various agencies operating in
the same area. Massive arrears have
accumulated on electricity dues,
becoming a heavy burden on tehsil
administrations. The revenues assigned
to local governments are shown in
Table 5 and Annex 1.

Responsibilities of various tiers 
Foreign policy, defence matters,
communications, currency and debt
servicing are the main responsibilities
of the federal government. It also has
responsibility for general
administration, law and order,
industrial development, and certain
aspects of public welfare including
education and health. Provincial
governments deal with provincial
administration, education, law and
justice, and a wide range of other
matters. Local government are mainly

responsible for local-level
development and the maintenance of
basic infrastructure.

Tax revenue distribution 
Most revenues are collected by the
centre and redistributed. The federal
government generates close to 91% of
revenues, while provincial and local
governments raise only 9% (Table 6).
As far as expenditure is concerned, the
federal government»s share stands at
67.1% of the total, with 28.8% spent
by the provinces and just 4.1% by
local governments. As a result, the
federal government enjoys a surplus of
close to 24%, while provincial
governments are in a deficit of nearly
24%. Local governments, meanwhile,
were unable to utilise their allocations
and returned 0.3%.

Fiscal transfer arrangements 
Fiscal transfers from the federal
government are managed through the
NFC award, while PFC awards in each
province provide for transfers to the
districts.

National Finance Commission
The NFC is a statutory body,
established under the Constitution of
1973 (Article 160). It is required to be

Education tax

Health tax

Tax on vehicles other than motor vehicles

Land revenue

Fees for district government schools,
colleges and health facilities 

Licence fees 

Fees for services 

Tax collection charges 

Tolls on roads and bridges

Tax on services

Tax on transfer of immovable property 

Property tax on buildings and land

Advertisement fees

Fee for fairs, shows, exhibitions, tournaments
and other public events

Fee for approval of building plans 

License fees, penalties 

Charges for maintenance of public utilities

Fee on cinemas, theatrical shows and ticket
sales

Tax collection charges 

Professional licence fee 

Fee on sale of animals 

Market fees

Birth, marriage and death
certification fee 

Charges for services 

Remuneration of village and
neighbourhood guards

Fee for maintenance of public
utilities

Table 5: Revenue generation at the local government level

District council Tehsil and town council Union administration

Source: ADB et al. 2004.
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constituted at least once every five
years. Members of the NFC include the
federal finance minister (chair),
provincial finance ministers and others
whom the president may appoint after
consultation with provincial governors.
The purpose of the NFC is to make
recommendations to the president
regarding the distribution between the
federal government and the provinces
of proceeds from specified revenues
(Ahmed et al. 2007).

The NFC was intended to serve as a
mechanism for equitable resource
sharing but has often been mired in
controversy. For one thing, there have
been only three NFC «awards»
(recommendations) in the last 34
years. The most recent, meant to have
been announced in 2000, was delayed
until 2006 after a deadlock between
the provinces and the federal
government on the distribution
formula. During the delay, the interim

NFC award of 1996 was used to make
transfers (Ahmed et al. 2007). The
NFC has consistently used population
as the only criterion for resource
distribution between federal and
provincial governments.

Provincial finance commissions 
Mirroring the federal√provincial
arrangement, transfers to local
governments are determined by the
PFC. It is worth noting, however, that
the claims of local governments over
the province are not the same as the
province»s rights with respect to the
federal government, since local

governments have no constitutional
rights to revenue sharing. 

Each province has a PFC, which makes
«awards» for the distribution of
provincial resources to local
governments (Figure 1). The PFC is
required by law to evolve a formula for
the distribution of resources.
Membership of the PFC includes
provincial ministers, district nazims and
representatives from the private sector
(Figure 2).

The PFC formula takes into account a
number of factors, including

Table 6: Public finance, 2007

Tier Revenue Expenditure Surplus/deficit
share (%) share (%) (%)

Federal 90.7 67.1 23.6

Provincial 4.9 28.8 -23.9

Local 4.4 4.1 0.3
Source: Ministry of Finance.

Figure 1: Transfers at the provincial level

Provincial
Consolidated

Provincial
Finance

Commission
Award

Provincial
Allocable

(PFC Award)

Provincial
Retained

Districts Tehsils Unions

2.5% GST
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population, development (or
«backwardness»), revenue generation
capacity and expenditure requirements.
These transfers are meant to provide
baseline levels of funding for essential
services and to encourage spending in
priority areas.

Prior to the promulgation of the LGOs
and the creation of the PFC

mechanism, district-level departments
functioned as decentralised arms of the
provincial government. Lower tiers of
local government received no transfers
from the province except in the form of
discretionary purpose-specific grants.
The PFC mechanism provided in the
LGOs established for the first time
entitlements for local governments in
the provincial consolidated fund. A

predetermined share of the provincial
consolidated fund is passed on to the
districts. Each local government
operates a fund which includes
revenues received from the provincial
government as well as its own sources
of revenue. The local government
service delivery structure is shown in
Figure 3.

Agriculture Education Health Law Revenue

Community
Development

Finance &
Planning

Information
Technology Literacy

Works and
Services

Council
Naib Nazim

and
Members

District Coordination Officer
Municipal office
(City Districts)

Zila Nazim

Figure 2: Membership of the PFC

Provincial Finance Commission

Government

Minister of Finance
Secretary of Finance

Secretary of LG and RDD
Secretary of Planning

Zila
Tehsil
Union

Nazims Private Sector
Member 1
Member 2
Member 3

Source: NRB 2007.

Source: NRB 2007.

Figure 3: District government service delivery structure
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EFR has been described as a strategy
to redirect government taxation and
expenditure with the aim of supporting
sustainable development (Green
Economics 2008). The idea is to use
fiscal instruments to influence
behaviour, providing incentives for
environmental or biodiversity
conservation by directly or indirectly
modifying the prices of biodiversity-
related goods and services. Taxation,
tax exemptions, permit trading, tax
rebates, direct expenditure, programme
expenditure and tax credits are among
the instruments used. 

Pro-poor fiscal reform differs slightly
from the broader vision of EFR, since it
specifically addresses environmental
concerns that threaten the well-being
of marginalised communities and low-
income groups. Pro-poor EFR can
contribute to poverty reduction directly,
by helping to address environmental
problems that threaten health and
livelihoods. It can also help generate
resources to fund pro-poor initiatives,
including programmes aimed at
achieving MDG targets. For example,
resources generated through EFR can

help finance investment in critical
infrastructure such as water supply and
sanitation. It can also pay for
investment or service provision in
health and education (OECD 2005). 

Rationale for pro-poor EFR 
Human health and well-being depend
on the services provided by
ecosystems (Figure 4). Clean water,
fresh air, fertile soil, disaster and
disease regulation, and climate
regulation are not just matters of
concern to poor communities, but the
poor are most seriously affected when
these services fail, or when they are
available inequitably. 

In developing countries, the majority of
the poor live in rural areas and rely
heavily on environmental assets for
their livelihoods. This makes the role of
natural resources all the more
important, since for such groups
resource degradation leads to a
massive reduction in household
income. In other words, when
resources become degraded, those
who depend on them become ever
poorer.

Even for the economy as a whole,
environmental assets make up a large
share of the national wealth in
developing countries (Table 7).
Environmental degradation costs
Pakistan at least 6% of GDP, or about
365 billion rupees annually (WB 2006a).
What is more, these costs fall
disproportionately on the poor.
Addressing environmental issues
through appropriate investment in
sustainable environmental management
can therefore help break this cycle. 

Linking EFR with
decentralisation
The management and use of natural
resources creates a number of direct
opportunities for revenue generation
(user fees, extraction concessions,
access permits, harvesting permits). At
the same time, resource use can be
subject to taxation and pricing
measures to raise additional revenues
for specific goals such as
environmental protection, biodiversity
conservation or poverty alleviation
(Clairs 2006). Together, such measures
form the basis of EFR. There is
however no guarantee that this type of

PRO-POOR EFR AND FISCAL DECENTRALISATION

Table 7: Total wealth, 2000 (US$ per capita and percentage shares)

Income group Natural Produced Intangible Total Natural Produced Intangible
capital capital + capital wealth share share capital

urban land share
Low-income countries 1,925 1,174 4,434 7,532 26% 16% 59%

Middle-income countries 3,496 5,347 18,773 27,616 13% 19% 68%

High-income 9,531 76,193 353,339 439,063 2% 17% 80%
OECD countries

World 4,011 16,850 74,998 95,860 4% 18% 78%

Source: WB 2006c.
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reform when imposed from above will
be successful. This is where
decentralisation becomes important.

Decentralisation allows decision-
making authority to be delegated to
lower tiers of government. This in turn
leads to improved participation at the
local level, which has the potential to
increase both efficiency and equity
(Clairs 2006). Decentralisation creates
an opportunity to reshape institutions
to focus on issues at the local level,
thereby allowing community
representation and participation. It
thereby allows resources to be
channelled towards those most in need
and, importantly, allows resource
allocation to be tailored according to
the specific requirements of individual
communities.

In many communities, even those that
are relatively prosperous, natural

resource management and use are
sources of revenue and power, and so
have the potential to legitimise local
government bodies (Clairs 2006).
Decentralising authority in such cases
helps bolster local governments and
create confidence within
communities. 

In Pakistan fiscal constraints are severe
and the revenue base is narrow,
resulting in a low tax-to-GDP ratio.
Further issues include the
predominance of indirect and regressive
taxes, a culture of tax evasion, and
fiscal imprudence (Baig and Gandapur
2007). EFR is one way to address
these issues. It provides an opportunity
to promote a coordinated approach to
policy making and implementation since
environmental problems, by their very
nature, cut across spatial,
administrative and temporal boundaries
(IUCN and PIDE 2006).

There are a number of additional
instruments, such as payment for
environmental services, and credit and
insurance schemes, to raise revenues
for investment in environmental assets.
Such investments can be used to
reverse environmental degradation and
ensure the sustainable provisioning of
environmental services. They can also
support environmental resource-
dependent communities to reduce
pressure on ecosystems by providing
basic facilities and subsidising or
supporting basic services. EFR can
encourage investment in the pro-poor
productivity of environmental assets,
thereby supporting efforts to attain
MDG targets, in particular MDG 1
(eradicate extreme poverty and hunger)
and MDG 7 (ensuring environmental
sustainability).

Figure 4: Ecosystem services and human well-being

Provisioning  Services
Products obtained from

ecosystems
● Food
● Fresh water
● Wood and fibre
● Fuel
● Biochemical

Regulating Services
Benefits obtained from
regulation of ecosystem

processors
● Climate regulation
● Flood regulation
● Disease prevention
● Water purification

Cultural  Services
Non-material benefits

obtained from
ecosystems

● Aesthetic
● Spiritual
● Educational
● Recreational

Source: MA 2005.

Supporting  Services
Services necessary for

the production of all
other ecosystem

services
● Nutrient cycling
● Soil formation
● Primary production

Security

● Pesonal safety

● Secure resource access

● Security from disasters

DETERMINANTS OF WELL-BEING

Basic material for good life
● Adequate livelihoods
● Sufficient nutritious food
● Shetter
● Access to goods

Freedom of
choice and

action
Opportunity to
be able to
achieve what an
individual values
being and doing

Health

● Strength

● Feeling well

● Access to clean air and water

Good social relations

● Social cohesion

● Mutual respect

● Ability to help others

ECOSYSTEM
SERVICES
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In line with the UN MDGs, the Pakistan
government developed the PRSP
which takes into account 16 MDG
targets. Pakistan»s MDG commitments
and goals are also part of the MTDF
2005√10 and Vision 2030 documents
(GoP 2005, GoP 2007). Despite these
policy commitments, the country»s
progress in achieving MDG targets has
been uneven (Khan 2007).

Poverty reduction remains a key
concern. The PRSP recognises that
improving governance is essential for
economic growth and poverty
alleviation, and states that ≈addressing
this governance component of the
poverty reduction strategy requires a
major transformation of governance
structures and systems, as well as of
political and organisational culture,
especially at the local level.∆ 

The government»s strategy for
institutional reform takes a bottom-up
approach to restructuring, involving the
devolution of power, decentralisation of
administrative authority, de-
concentration of management
functions and distribution of resources
to the district level. The PRSP calls for

≈full implementation∆ of devolution
through direct elections at the district
level and by strengthening provincial
autonomy. It also acknowledges that
success is contingent on fiscal and
administrative decentralisation (GoP
2003). To what extent devolution has
been implemented on the ground
remains an open question.

Environmental sustainability is the
foundation on which strategies for
achieving all the other MDGs must be
built, because environmental
degradation is directly associated with
poverty, hunger, health and gender

equity. Although focus on the MDGs
and on PRSP commitments to poverty
reduction has highlighted the link
between the environment and
livelihoods, and the environment and
human health, the links between
environmental sustainability and
poverty reduction have not been fully
acknowledged or understood. As a
result, environmental sustainability has
not been adequately emphasised in
Pakistan»s various poverty alleviation
strategies and plans.

While assessments of Pakistan»s
progress on MDG targets have

DEVELOPMENT, SUSTAINABILITY AND DECENTRALISATION

Table 8: PRSP expenditure, target 
and actual (2001-05)

Year Target Actual

2001 - 122.3

2002 167.3 167.3

2003 208.6 208.8

2004 238.8 261.3

2005 316.2 278.0
Source: Tahir et al. 2005.

Table 9: PRSP budget allocations by sector (2001-05)

Rank Sector Allocation Share of 
(million rupees) total (%)

1 Education 415,843 38.7

2 Law and order 154,083 14.3

3 Health 117,522 10.9

4 Irrigation 94,199 8.8

5 Roads, highways and bridges 85,744 8.0

6 Rural development 74,599 6.9

7 Food subsidies 39,634 3.7

8 Water supply 24,899 2.3

9 Population planning 15,306 1.4

10 Social security 12,715 1.2

11 Food Support programme 10,602 1.0

12 Justice and courts 9,730 0.9

13 Land reclamation 9,078 0.8

14 Village electrification 5,776 0.5

15 Natural calamities and other 2,962 0.3

16 Tawana Pakistan programme 2,268 0.2

17 Low-cost housing 776 0.1

Total 1,075,736 100

Source: Tahir et al. 2005.
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suggested that government allocations
for social sectors are inadequate (Khan
2007), it has also been noted that the
government»s failure to properly
implement decentralisation reforms is
partly to blame. At the same time, it is
now clear that poverty reduction and
decentralisation reforms must be
accompanied by investment in
environmental sustainability and the
improvement of ecosystem health. 

Pro-poor expenditure
Total government expenditure in the
period 2001√04 amounted to 4,435
billion rupees, of which an average of
24% (1,075.7 billion) was related to
PRSP expenditure. Over the years, this
share has increased from 17% of the
total in 2001 to 30% in 2005. The
government»s cumulative PRSP
spending for 2001√05, at 1,075.7 billion
rupees, significantly exceeding the
targeted amount of 981.4 billion.
Spending in 2004√05 was more than
twice the amount spent in 2001 
(Table 8).

In terms of priorities, the government
has identified 17 sectors for PRSP
expenditure (Table 9). The three sectors
receiving the highest allocations are
education, law and order, and health,
collectively accounting for nearly 64%
of total PRSP expenditure. The next
three sectors, irrigation, roads and rural
development, together receive nearly
24% of the total. The last 11 sectors,
meanwhile, account for less than 12%
of total expenditure.

Since 2001√02, when pro-poor
expenditure accounted for 3.6% of
GDP, the overall share of poverty-
related spending has increased (GoP
2008). Poverty reduction spending
accounted for 3.8 of GDP in 2002√03,
4.3% in 2003√04, 4.6% in 2004√05,
and 5.6% in 2005√06 (GoP 2008). 

For the year 2007√08, pro-poor
expenditure is projected at 597.5 billion
rupees, up from 497.5 billion in

2006√07 (Table 9). But the overall
percentage share of GDP (5.7% in both
years) is unchanged (Table 10). 

The results of these spending
priorities are hard to assess. The
country»s target for poverty reduction
was set according to 2001√01 figures,
when poverty was as high as 34.5%.
The government»s reports show a
reduction in the percentage of those
living below the poverty line,
according to the mid-term review of
the MTDF 2005√10 (GoP 2008). This is
mainly due to high economic growth
and targeted poverty eradication
programmes, which the government
believes have lifted a large number of
poor households out of poverty. But
during the same period, income
inequality has worsened.

Similarly, as discussed above, poverty
declined in absolute numbers, with the
count of poor persons falling from 34.46
million in 2001 to 23.94 million in 20005
(GoP 2006). But when examined more
closely, with reference to various sub-
categories, the percentage of those
classified as «extremely poor» has not
changed significantly, nor has there
been a noticeable improvement in those
classified as «vulnerable» (GoP 2006).
This data suggests that the benefits of
development are not reaching those
most in need. Meanwhile, the
percentage of those classified as «quasi
non-poor» has increased notably (see
Tables 1 and 2).

Official figures on MDG progress are
also misleading. Of the 34 MDG
indicators Pakistan adopted, the

Table 10: Pro-poor expenditure (2005-08)

Sector Expenditure (billion rupees)
2005-06 2006-07 2007-08
(actual) (actual) (projected)

Community services 63.6 76.6 82.5

Roads, highways and bridges 53.3 60.0 69.1

Water supply and sanitation 10.3 16.6 13.4

Human development 217.9 231.8 316.3

Education 141.7 162.1 224.7

Health 39.2 53.2 62.3

Population planning 10.2 7.0 13.3

Social security and social welfare 7.6 4.5 9.8

Natural calamities and other 19.2 5.0 6.2

Rural development 78.5 101.8 101.9

Irrigation 59.8 74.8 77.6

Land reclamation 2.7 2.3 3.5

Rural development 15.0 22.2 19.5

Village electrification 1.0 2.5 1.3

Safety nets 9.4 9.2 12.2

Food subsidies 6.0 5.5 7.8

Food Support programme 3.1 3.5 4.0

Low-cost housing 0.3 0.3 0.4

Governance 65.2 78.1 84.6

Law and order 59.6 73.0 77.3

Justice and courts 5.6 5.1 7.3

Total 434.6 497.5 597.5

Percentage of GDP 5.6 5.7 5.7
Source: GoP 2008.
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country is ahead on 7, on track with 16
and lagging behind in the case of 11
(Table 11). These figures are taken from
a review conducted in late 2007 and
early 2008. Soon thereafter, the country
witnessed skyrocketing inflation and a
massive increase in food prices, both
of which undoubtedly had a negative
impact on poverty reduction, the extent
of which remains undocumented.

Environmental expenditure
During the first three years of MTDF
2005√10 implementation, the
environmental sector received
unprecedented priority in terms of
government funding. PSDP allocations
started at 745 million rupees in
2004√05, and grew to 3.1 billion in
2005√06, 6.5 billion in 2006√07 and 8.5
billion rupees in 2007√08 (GoP 2008).

Despite the increased allocations,
overall achievements in the
environmental sector are not
encouraging (Table 12). Inefficient
utilisation of resources is partly to
blame, along with inadequate capacity

at various levels of governments to
plan and implement environment-
related programmes. The absence of
monitoring and poor accountability are
also matters of concern.

Decentralisation
An analysis of government spending for
poverty reduction and in the

environment sector shows that while
allocations have increased, in some
cases dramatically, progress is far from
adequate. Besides structural and
capacity concerns, a key issue is that
resources are not reaching priority
development sectors and those
segments of the population who are
most in need. 

Table 11: Progress on MDG targets (2007-08)

Goal Indicators Progress
Adopted

Ahead On track Behind
Eradicate extreme poverty 3 1 2 -
and hunger

Achieve universal primary 3 1 - 2
education

Promote gender equality 4 1 3 -
and women empowerment

Reduce child mortality 6 1 3 2

Improve maternal heath 5 - 1 4

Combat HIV/AIDS, 5 1 4 -
malaria and other diseases 

Ensure environmental 8 2 3 3
sustainability

Total 34 7 16 11

Source: GoP 2008.

Table 12: Environmental and development targets (MTDF 2005-10 and MDGs)

Indicator Year Target Estimated
2004-05 MTDF MDG achievement

(2009-10) (2015) 2007-08
Forest cover including state and private forest and 4.9% 5.2% 6.0% 5.2%
farmland (%age of total area)

Area protected for conservation of wildlife 11.3% 11.6% 12.0% 11.3%
(%age of total area)

Access to sanitation (%age of population) 42% 50% 90% 44%

Access to clean water (%age of population) 65% 76% 93% 65%

GDP per unit of energy use as a proxy for energy 27,000 27,600 28,00 -
efficiency (constant factor cost in rupees)

Energy production from renewable sources 17 MW 880 MW - -

Vehicles using CNG 380,000 800,000 920,000 1,700,000

Industries registered for self-monitoring and reporting 30 300 - -

Continuous air pollution monitoring stations 0 4 - 7

Sanitary landfill sites in major cities 0 2 - -

Functional environment tribunals 2 4 - 2

Improvement of shanty towns (katchi abadis) 60% 75% 95% -
and slums

Source: GoP 2008.
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Decentralisation allows this imbalance
to be rectified. It entails a participatory
approach where communities play a
significant role in the planning and
management of development
processes, increasing both ownership
and accountability. It allows real needs
at the grassroots level to be identified
and prioritised, thereby improving the
effectiveness of government spending.
It also dismantles centralised
bureaucratic structures, allowing for
increased spending efficiency.

The government has already
recognised the need for
decentralisation and acknowledges its
importance in achieving poverty
reduction and development targets. Its
stated strategy is to devolve service
delivery to the local level, especially in
sectors such as health and education
(NRB 2000).

This commitment was given legal cover
in the provincial LGOs promulgated in
2001 but, nearly a decade later, this
process is far from complete. The level
at which each province was able to
adopt devolution measures has varied
and teething problems continue to
plague implementation. The system,
introduced under a military government,
has lost the strong support it once
enjoyed and now faces uncertainty
under a democratic dispensation.

While the subject of the environment
remains under the jurisdiction of
provincial governments, local
government entities are responsible for
assisting provincial agencies in the
enforcement of environmental laws and
regulations. Under the devolved
system, local governments are also

responsible for a number of
environment- and natural resource-
related sectors.

These include agriculture extension,
on-farm water management, soil
conservation, soil fertility, farm forestry
and fisheries, although specific
delegation varies from province to
province. Similarly, local governments
have varying responsibilities with
respect to basic health (rural, child and
women), housing, urban and physical
planning, public health, rural
development, and transport. District
governments also handle certain
functions related to enterprise and
investment promotion, planning and
development, and energy (micro and
for use at the local community level). In
city districts (urban areas), moreover, a
number of environment-related
functions may be grouped together and
managed by local government offices.
Local governments are permitted to
make rules and by-laws for a number
of subjects.

With added responsibilities, local
governments also have the power to
raise resources. The LGOs allow
district, tehsil and union
administrations to levy a range of
taxes, fees and user charges for
specific services. Local governments
are permitted to impose fines and
penalties for a range of offences, many
of which are related to public health
hazards and environmental pollution.

In theory, this allows local governments
to be robust and effective in social-
sector service delivery as well as some
aspects of local environmental
management. But this is not the case

in practice. In fact, the major share of
local government funds goes to pay
administrative costs and salaries, with
a very small share (or, in some cases,
no share at all) allocated for
development activities.

This is not just because local
governments are under-funded, but
also because their own powers to raise
revenues have been curtailed to some
extent by the uncertainty that continues
to surround the implementation of the
devolution system. Overlaps and
duplication between provincial and
local powers, including the power to
raise resources, exist in many areas
and remain to be rectified. 

The financial autonomy of local
governments is further constrained by
the current system of resource
allocation. Although some local
governments earn a profit from the
services they provide, the opportunity
to reinvest these funds is restricted,
because local-level earnings are paid
into the provincial account and it is the
provincial government that makes
decisions about the allocation of
resources to lower tiers. Not only does
this deprive local areas of funds
generated locally, it also serves as a
disincentive for improving revenue
generation and fiscal discipline at the
local level. In other words, the existing
fiscal structure contradicts the very
purpose of decentralisation, where
local communities participate in making
decisions about expenditure, and
become active in ensuring both
transparency and efficiency. This
means that devolution will fail to
produce results unless it includes fiscal
decentralisation.
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Abbottabad is one of 24 districts in the
NWFP. Spread over predominantly
mountainous terrain, the district is
currently home to an estimated 1.08
million individuals, 80% of whom live in
rural areas (GoNWFP 2009a).
Subsistence agriculture is the mainstay
of the local economy, with modest
additional household income generated
through activities such as backyard
poultry farming and livestock rearing.
Deepening rural poverty has, however,
led to increasing urbanisation in recent
years.

The district is rich in biodiversity,
supporting a wide variety of flora and
fauna. The natural beauty and
breathtaking landscape of the district
make it an attractive destination for
tourists. But poverty and
unemployment have led to intense
competition for scarce resources,
putting the fragile ecosystem under
severe pressure. Further ecological
damage is caused by haphazard and
illegal construction, and pollution from
transit traffic.

While environmental degradation is a
serious concern in and of itself, pollution,
congestion and unsanitary conditions
also adversely affect a number of other
sectors. The health of the population,
livelihood security and the tourism
industry are just a few such examples.

Poverty and development 
Compared to other districts in the
province, Abbottabad is both
progressive and relatively well-
developed. In terms of literacy, for
example, it is ranked highest among
the districts of the NWFP. Yet 34% of
Abbottabad»s population lives in
poverty, which is higher than the
national average of 32% (IUCN 2004a). 

Comprehensive data on poverty
indicators for Abbottabad are not
available but it is nevertheless possible
to assess the overall situation. For
example, the government»s interim
PRSP shows that of all the provinces,
poverty is highest in the NWFP in both
urban and rural areas (IUCN 2004b).
The interim PRSP also notes that
poverty is relatively higher when the

head of a household is an unskilled
agricultural worker, or engaged in 
the services, transport, production and
sales sectors, which are the dominant
occupations in Abbottabad. 
Similarly, 27% of the district»s residents
(29% rural, 20% urban) live in one-
room houses, while 31% (35% rural
and 12% urban) live in homes
constructed of unbaked brick or earth
(IUCN 2004b). 

Health care in urban areas is
comparatively good but rural coverage
is patchy and inadequate. Close to
90% of the public sector»s health
budget goes to pay salaries, with few
resources left for basic supplies and
facilities, let alone any expansion of
services (IUCN 2004b). The rate of
immunisation in Abbottabad has
improved, going from 79.2% in 1998 to
92.6% in 2005, but in terms of the
country as a whole, the district»s
ranking remains unchanged over this
period (Table 13). 

Although some official figures claim
drinking water schemes now serve

ABBOTTABAD DISTRICT

Table 13: Abbottabad»s performance and ranking in social sectors (1998 and 2005)

Indicator 1998 2005

Performance Rank Performance Rank

NWFP Pakistan NWFP Pakistan

Net primary enrolment (%) 48.9 1 19 70.0 1 7

Literacy (% 10 years and above) 56.6 1 9 64.7 1 9

Immunisation (% 12√23 months) 79.2 4 11 92.6 2 11

Water supply (% of population) 64.0 5 50 76.9 7 53

Sanitation (% of population) 34.3 15 57 77.7 10 35

Source: GoP 2006.
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85% of rural areas and 90% of the
urban population (IUCN 2004b), other
assessments show that drinking water
supply reaches just 76.9% of the
district»s population (Table 13). The
distribution systems is outdated,
inefficient and unreliable, and there is
also widespread contamination. Across
the district, the management of waste
water and solid waste is far from
adequate, aggravating pollution,
adversely affecting the natural beauty
of the area and creating a serious
public health hazard.

Abbottabad is famous for quality
educational institutions in urban areas,
and a large number of primary and
secondary schools are operating
across the district. Primary level
enrolment ratios are impressive but
numbers decline at higher levels of
education.

Although the majority of the population
lives in rural areas, deepening poverty
is leading to increasing urbanisation
(IUCN 2004b). This in turn has led to a
rise in unauthorised construction and
encroachment, putting additional
pressure on scarce land resources and
over-burdening municipal services. 

But migration to urban centres has not
helped to improve the income status of
most households, since employment
opportunities are limited. Small-scale
mining activities are carried out in rural
areas, but virtually no other industrial
activity takes place in the district.
Unemployment in Abbottabad is as
high as 32% (IUCN 2004b). 

The district government does not
generate sufficient funds to properly
pay for development activities and
allocations from higher tiers are just
enough to cover basic operational
expenses. According to the
Abbottabad district government»s
assessment for the year 2006, more
than 91% of the district budget went to
pay salaries.

Natural resources and the
environment 
Livelihoods in the district rely on
natural resources. Of a total reported
area of 179,654 ha, 48.2% of the land
is designated for farming (of which only
4% is irrigated). Agriculture is practised
mainly at a subsistence level, with
household income supplemented by
backyard poultry, livestock rearing and
off-farm activity. 

Abbottabad district is rich in
biodiversity and accounts for 5.4% of
the total forest resources of the NWFP.
It is home to two protected areas: the
Ayubia National Park and the
Qalandrabad game reserve. Forests
cover a little over 20% of the district»s
total area but the majority of these
forests are severely degraded. They are
subjected to onslaughts from many
directions, including illicit felling and
regeneration failure. Abbottabad
depends on the national grid for
electricity, which is used primarily for
lighting, while wood is the main source
of fuel for cooking and heating in rural
areas. This puts additional pressure on
local forests. 

Other resources are also under threat.
Abbottabad faces acute water
shortages both for irrigation as well as
domestic use. Average rainfall in
Abbottabad in the year 2000 was
recorded at 72.6 mm a month, which
was 40% lower than the average
recorded during the period 1961√90
(IUCN 2004b). Agriculture in the 
district relies almost exclusively on
rainfall, and productivity is thus
affected. At the same time, a growing
population puts additional pressure on
water resources. In the future, 
scarcity is expected to be even more
severe, particularly since the district
has no systematic plan for integrated
water resource management. Of the
seven sub-watersheds identified in
Abbottabad district, only three 
are governed by watershed
programmes.

In terms of water supplied through
pipelines, other issues are of concern.
There are no municipal water treatment
plants in the district and the waste
water disposal system is far from
adequate. In many areas, untreated
waste water is discharged directly into
natural water bodies, contaminating
supply downstream. In areas where
sewerage systems have been installed,
leakage from pipelines, unlined drains
and septic tanks is a common problem,
allowing waste water to percolate into
the soil and contaminate shallow
aquifers which serve as the principle
source of drinking water for the local
population (IUCN 2004a). In some
areas, drinking water pipelines pass
through drainage lines, further
contaminating water supply. Even
waste water from medical facilities is
dumped, untreated, into water bodies.
The Ayub Medical College and Hospital
Complex alone generates 18,000 gal/hr
of waste water, which bypasses the
hospital»s non-functioning treatment
plant and is discharged directly into the
Banda Ali Khan stream that is used not
only for irrigation but also for drinking
water (IUCN 2004b). In a recent study
of drinking water quality in Abbottabad
city, samples were collected from 11
separate areas, covering the major
localities of the city (Kahlown et al.
2008). Of the 11 samples tested, only
three were free from contamination. 

The open dumping of household and
municipal waste on hill slopes, in open
land and on the banks of rivers and
streams is also an issue of concern,
polluting not only freshwater sources
but also damaging the landscape.
Without appropriate disposal facilities
or sanitary landfills, much of the waste
generated in the district is left to rot
and is eventually burned in the open,
creating a hazard to both human health
and the environment.

These problems afflict both urban and
rural areas in the district but the
situation in Abbottabad»s towns is most
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acute. With increasing urbanisation,
moreover, haphazard residential and
commercial construction has occurred
in already congested urban areas,
creating greater difficulties for
municipal service providers. 

Population growth and urbanisation put
additional pressure on already
threatened natural resources. As
livelihoods become more difficult in
rural areas, many of Abbottabad»s
residents are migrating to the district»s
town and cities, where major changes
in land use are now occurring. This
puts further pressure on land as well as
flora and fauna on the outskirts of
densely populated urban areas. 

Inappropriate land use and the
ineffective oversight of construction
projects have led to the degradation of
the environment, particularly the
indiscriminate destruction of forests
and the conversion of agricultural land
in peri-urban areas. As a result of its
location at the crossroads of major
highways, Abbottabad city is also
exposed to excessive pollution from
transit traffic.

Fiscal framework
As discussed above, the provincial
government transfers resources to
district governments through the PFC
and by means of other grants. In the
NWFP, funds from the PFC are divided
among the districts according to a
specified formula:
● population: 60%
● «backwardness» (based on multiple

indicators cluster survey): 20% 
● «lag in infrastructure»: 20% 

This award is intended to fund
development and non-salary
expenditure. But an analysis of the
amount released by the NWFP
government to the district of
Abbottabad for 2009√10 shows that
around 88% of the district budget goes
to pay salaries, while only 2.5% is
allocated for development expenditure
(Table 14). 

The ADP budget was 48.49 million
rupees in 2007√08, 32.47 million in
2008√09 and 48.01 million for 2009√10.
But ADP percentage shares over the
same period decreased from 3.7% to
2.5% (GoNWFP 2009b). Development
funds released for Abbottabad through
various executing agencies and special
allocations from 2002√03 to December
2007 are shown in Table 15.

Transfer of funds to local
governments 
According to the Provincial Financial
Award 2008√09 (GoNWFP 2009b),
funds are transferred to the districts to
meet the following expenditure:
● Salary: This amount is transferred

by the provincial government to
the districts on the basis of actual
expenditure figures. District
governments may make
adjustments within the salary

component but this budget cannot
be diverted for any other purpose.

● Non-salary: This component is
currently based on a formula. The
system is to be modified in the next
award to accommodate the specific
requirement of districts and will be
distributed on the basis of need.
District governments will be required
to prepare their budgets according
to their requirements. For the period
2008√09, 63.479 million rupees has
been provided for performance-
based budgeting for 10 districts
including Abbottabad. A block
allocation is made for the health and
education sectors but the districts
make provisions for medicines,
petty repairs and classroom
consumables. Matching grants are
available in the following cases:

❑ Generation of greater
resources by the district
compared to the previous year
(50% of the additional amount
is provided by the provincial
government as a matching
grant); 

❑ Additional amount incurred on
medicines and roads over and
above the PFC allocation
(100% of the additional
amount is provided as a
matching grant). 

Table 14: Amount released by finance department to Abbottabad district, 2007-08 to 2009-10 (million rupees)

Year Salary Non-salary Non-salary Development Zilla tax
(other) (electricity) funds

2007√08 1334.305 128.657 24.768 48.494 8.34

2008√09 1467.736 113.263 40 32.467 9.174

2009√10 1653.276 123.996 53 48.006 10.091

Source: GoNWFP 2009b.

Table 15: Development funds for Abbottabad, 2002-03 to December 2007

Source of funding Amounts (rupees)

Tameer-e-Sarhad Programme 179,729,722

Khushhal Pakistan Programme I 49,147,950

Khushal Pakistan Programme II 25,000,000

Chief Minister directives 4,788,000

Total 258,665,672

Source: GoNWFP 2006.
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● Development budget: This
allocation is based on a formula.
Of the available amount, 15% is
set aside for chief minister and
finance minister directives (10%
and 5%, respectively). The
remaining funds are apportioned
between district governments and
tehsil administrations (70% and
30%, respectively). The share of
tehsil administrations is based on
the number of union councils.
Funds for citizen community
boards are allocated as prescribed
in the LGO.

● Grant in lieu of octroi and zilla tax:
This amount is transferred to local
governments, with a block
allocation made separately for tehsil
administrations on the basis of
need. Districts retain 10% and the
remaining 90% is distributed to
union councils. 

Political economy of fiscal
transfers 
Fiscal transfers made through the NFC
and the PFC, as well as special grants
and allocations, are influenced by
politics. Different tiers within the
government are in many cases
affiliated with different political parties,
and this interferes with the transfer of
special and other grants from the
federal government to the provinces.
Similarly, in cases where a district
nazim is not affiliated with the same
party as the provincial government,
problems arise even in the release of
regular funds. But if political affiliations
are aligned, a member from any level
of government is often able to attract
for their constituency more than its fair
share of funding. It is worth noting that
although local government elections
across the country were held on a
non-party basis, almost all elected

local officials are affiliated with political
parties.

The importance of political influence is
clear in the case of Peshawar, for
example, which is the most developed
district in the NWFP. It nevertheless
secures the highest share of provincial
allocations even with respect to criteria
such as «lag in infrastructure». This is
partly because of the slums and
refugee camps that are situated in the
district, but a large proportion of the
funds is not spent in those areas and is
instead diverted to the development of
urban areas. The case is similar in
many other districts. Special
development funds and grants, and
random transfers under the control of
the chief minister and provincial
governor, are also disbursed on the
basis of political affiliations.
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EFR fits into the framework of
development and devolution by
opening new revenue streams to
increase funds while discouraging
environmentally harmful practices. It
promotes the sustainable use of natural
resources by internalising negative
externalities and rationalising
expenditure so that environmental
issues can be effectively addressed.
This in turn helps ensure that
ecosystems are able to continue
providing goods and services to those
low-income groups who depend on
these resources for their subsistence. 

To implement EFR in Abbottabad, fiscal
instruments will be proposed to
alleviate poverty by reallocating
revenues. The aim will be to improve
access to essential services, curb
environmental pollution, increase the
quality of environmental goods and
services, enhance in-kind and cash
earnings of low-income groups, and
improve health conditions. The
environmental benefits of introducing
these fiscal instruments will include
reducing pressure on over-exploited
natural resources, improving the
efficiency of natural resource use, 
and regulating the discharge of 
harmful waste. 

The proposed measures will improve
the existing revenue collection system
but new fees and charges will also be
required. In all such cases, the focus
will be on rationalising fees and
charges to reduce the burden on the
poor. Mechanisms will be developed to
determine charges based on the

income and capacity of households
and their willingness to pay for
improved services. Separate rates will
apply in the case of commercial and
industrial users. 

Although the introduction of taxes
and fees is always a contentious
issue, and often a politicised one as
well, it is expected that acceptance
of the proposed measures will
increase once communities are able
to witness first hand the benefits that
will accrue.

Selecting fiscal instruments
EFR can help to achieve a number of
goals simultaneously: resource
generation, poverty alleviation and
environmental protection. Trade-offs will
be required but can be addressed by
the careful design of fiscal measures to
correct price levels, rationalise the
subsidy and tax structure, and introduce
discipline in public expenditure. 

Studies conducted to assess the status
of various services and sectors in
Abbottabad reveal a number of areas
where EFR interventions are likely to
prove beneficial. The variety of fiscal
measures that can be implemented
through EFR and their benefits are
assessed in Table 16.

Of these, the areas identified for the
first phase of EFR in Abbottabad are as
follows:
● water user charges;
● solid waste disposal charges; 
● pollution charges for the mining

sector;

● national park entrance fees with
higher charges for foreign visitors;

● fuel pricing;
● pricing and improved collection of

electricity rates; and
● improved collection and distribution

of timber concession fees.

The design of EFR measures will take
into account the following factors:
● Local government revenues: The

aim will be to increase district
government revenues at the local
level by reducing expenditure and
developing new sources of income,
using instruments such as taxes,
fees and user charges. 

● Political context of decentralisation:
While implementation is anchored
in the district, the federal and
provincial governments will be
engaged to build support for EFR.
This will include addressing political
conflict between the federal,
provincial and local levels over the
necessity of fiscal decentralisation. 

● Using a bottom-up approach: A
consultative process will be
adopted for implementation, to take
into account the needs and
concerns of a broad range of
stakeholders.

● Building partnerships: This is
important not only to develop
consensus for the implementation
of EFR measures but also to create
awareness and ownership among
stakeholders.

EFR OPTIONS FOR ABBOTTABAD DISTRICT
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Table 16: Benefits and political viability of EFR measures

Fiscal instrument Fiscal benefits Poverty reduction Environmental Political viability
benefits benefits

Reform of irrigation
charges 

High ƒ cost of irrigation
could be financed

Mixed ƒ high if it leads to
reliability of supply

Medium ƒ depending on
impact on water use

Medium ƒ better if linked
to farmers organisations

Reduction in tube well
electricity subsidies 

High ƒ savings for the
provincial government

Mixed in short term but
high in medium term, if
decline in water table is
curbed

High ƒ if decline in water
table is curbed 

Medium ƒ crisis situation
has created a climate for
change

Improved collection and
distribution of timber
concession fees

High (in NWFP) ƒ increase
in revenues

High ƒ evasion deprives
rural households of 
income and forest
ecosystem services

High ƒ if it leads to
reduced logging and
sustainable harvesting

Low/medium ƒ timber
mafia is entrenched

National park entrance
fees, with higher charges
for foreigners

Low ƒ visits, especially by
foreigners, are infrequent

Medium ƒ if funds are
used for poverty alleviation

High ƒ if funds are used
for biodiversity
management

High ƒ not controversial

Trophy hunting fees Low ƒ can be important
for some households

Medium ƒ if funds are
used for poverty alleviation

High ƒ increase in wild
populations

High ƒ not controversial

Water user charges Medium ƒ can be costly;
non-payment by some
households

Mixed ƒ requires careful
design to ensure quality
and access 

Low ƒ impact on water
scarcity is not significant

Mixed ƒ requires careful
design

Fuel pricing Low ƒ fuel is already
heavily taxed (except for
CNG, which is subsidised) 

Mixed ƒ high prices can
generate inflation

High ƒ fuel use linked to
indoor and outdoor air
pollution

Low ƒ fuel prices already
high

Motor vehicle excise duty Medium ƒ could be useful
for local government

Medium ƒ if revenue is
used for pro-poor initiatives

High ƒ curbing air
pollution

High ƒ not controversial

Electricity pricing and
improved collection of
charges

High ƒ will reduce costs
for the government 

Mixed ƒ requires careful
design to ensure access 

Medium ƒ efficient use;
reduced air pollution

Medium ƒ requires
willingness to act against
defaulters

Solid waste user charges Medium ƒ revenues
generated, stress on local
fiscal resources reduced

Medium ƒ improved
service, the poor benefit
from cleaner environment

High ƒ pollution in urban
and rural areas reduced

High ƒ significant potential
for savings 

Subsidies for solid waste
management initiatives
and investment

High ƒ burden on
government is reduced 

High ƒ less impact on the
poor; improved solid waste
management

High ƒ environmental
pollution reduced

High ƒ transfer of
responsibilities 

Industrial tax on
discharge of pollutants 

Low ƒ revenue of local
government increased 

High ƒ if allocated for pro-
poor services; pollution
reduced

High ƒ pollution reduced Medium ƒ requires
industry to pay

Pollution charges on
mining 

High ƒ in areas where
mines are located

High ƒ if allocated for
improvement of pro-poor
services 

High ƒ major source of
pollution can be curbed

Medium ƒ requires
industry to pay

Tax exemptions for
pollution control
equipment in mining 

Medium ƒ lower
government expenditure on
mitigation of negative
impact

High ƒ poor suffer most;
expenditure for mitigation
and aversion lowered

High ƒ hazardous waste
discharges reduced 

Medium ƒ loss of revenue
source

Reduction of subsidies
on environmentally
harmful inputs 

High ƒ reduced
expenditure on subsidies

High ƒ poor suffer most High ƒ improved
environmental quality

Medium

Source: IUCN and PIDE 2006.
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The federal government has begun to
take significant steps forwards fiscal
reform. These measures include
changes in electricity tariffs and
improved collection, pilot schemes for
the effective collection of irrigation
costs, and market-based fuel prices.
Overall indirect tax collection has also
improved although issues associated
with a limited tax base and high tax
evasion persist. The collection of user
fees for environment-related services
and infrastructure remains a concern.
Non-payment of electricity, water,
sanitation and solid waste service
charges is a problem across the
country. This affects the quality of the
service provided, which in turn lowers
willingness to pay among users. 

At the provincial level, the PFC formula
for the distribution of resources to
lower tiers is far more equitable than
the NFC formula. PFC allocations,
based on multiple indicators, provide
scope for including environment and
poverty indicators as part of the
assessment of «backwardness».

The process of devolution introduced
through the LGOs of 2001 has the
potential to empower governments at
the local level. Local institutions are
mandated to formulate local policies.
With fiscal autonomy devolved to some
extent as well, resource allocation and
planning can more closely reflect the
real needs of the district. 

Apart from the authority to make
decisions locally, the devolution
process also offers greater

opportunities for resource mobilisation
at the local level through taxes and
user fees. This includes user charges
for water supply and waste disposal,
pollution charges for industry, and
resource extraction fees. Other ways to
strengthen local finances include
rationalising subsidies, streamlining
and improving public financial
management, promoting public-private
partnerships, and privatising public
services in sectors where this is likely
to improve the quality and efficiency of
service delivery.

While some of these areas are under
the jurisdiction of local governments,
others fall within the purview of the
provincial and federal authorities. With
uniform commitment to the process
and intergovernmental coordination,
further reform is possible. 

EFR implementation relies on the local
government framework. But the
devolution process is hampered by a
number of legal, policy, institutional,
political and administrative constraints.
These will need to be accommodated
in planning for EFR. At the same time,
broader issues of governance will also
need to be addressed. 

The position of local governments is
weakened by the fact that they are not
recognised as a separate tier of
government under the Constitution of
1973. They exist as extensions of the
provincial government with certain
functions delegated to them. Article
140A of the Constitution, added by
means of the Legal Framework Order

2002, states: ≈Each Province shall, by
law, establish a local government
system and devolve political,
administrative and financial
responsibility and authority to the
elected representatives of the local
governments.∆ 

Although provinces like the NWFP have
attempted to rationalise fiscal
arrangements, a number of difficulties
remain in the devolution of authority to
local governments. Strong political
influence, ad hoc decision making and
the lack of transparency complicate
matters. 

Law and policy 
The Pakistan Environmental Protection
Act of 1997, and the Rules and
Regulations issued under this law,
together create a robust if not
comprehensive framework for
environmental management and
protection. Particularly in the case of
pollution, the legal framework creates
mechanisms for environmental taxes,
the control of harmful activities and the
prosecution of offences. The LGOs of
2001 require district governments to
assist provincial environmental
protection agencies in the enforcement
of these laws. In addition, the 2001
Ordinances contain provisions related
to environmental and pollution offences
at the local level. Various other sector-
specific laws also allow charges to be
levied and limited action to be taken
against polluters. 

The country»s National Environmental
Policy of 2005 covers a broad range of

ISSUES IN EFR IMPLEMENTATION
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sector-specific issues such as water
management and conservation, energy
efficiency and renewable energy,
agriculture and livestock, forestry and
plantation, biodiversity and protected
areas, climate change, air quality, noise
pollution, and waste management. It
also addresses thematic cross-sector
concerns such as the intersection of
environmental issues with population,
gender, health, trade, poverty and local
government.

National policy has to some extent
been supported, particularly in recent
years, by an increase in funding for
environmental projects. Yet the
country continues to face serious
environmental threats, from rapid and
widespread deforestation to alarming
levels of air and water pollution. The
effects of climate change, which are
already being felt in many parts of the
country, will only intensify in the
future, creating severe water scarcity,
affecting food security and leading to
a wide range of adverse effects on
human health and the health of the
environment.

While the legal and policy framework
needs to be strengthened, the key
issues are enforcement and
implementation. Awareness amongst
stakeholders is poor and, where
awareness exists, implementation will
and capacity are lacking.

Administrative uncertainty
Nearly a decade after the introduction
of devolution, confusion still exists
regarding the powers and
responsibilities of various tiers of
government. Jurisdictional overlaps
and the duplication of responsibilities
have yet to be eliminated, and the role
of local government officials needs to
be clarified.

This uncertainty extends to the
allocation of development funds, with
local government authorities unclear

about what resources they are entitled
to receive and their own powers to
generate revenues at the local level.
This ambiguity leads to administrative
inertia and, in some cases, a vacuum
of authority.

Institutional capacity
The LGO calls for the creation of a
number of new bodies and institutions,
many of which have been established
but have failed to be effective. This is
largely a result of institutional weakness
and the lack of adequate staff and
funding. Capacity development is
needed to ensure that all members of
local government agencies understand
the new structures, systems, functions
and relationships created by the
devolution process. Local-level
capacity is also a concern with respect
to the areas of finance, auditing,
accounting and planning.

Budget preparation 
District budgets are a key factor in
determining the success (or failure) of
the local administration»s ability to deliver
to the people. Across the country, as
well as in Abbottabad, district officials
face a number of problems related to
budget preparation. Most officials
dealing with budget preparation have no
experience in this area. They are also
unfamiliar with rules and regulations
related to this exercise. As a result,
district governments are unable to
prepare their budgets on time, budgets
contain errors and appropriations are
frequently not reflected accurately in
budget documents. Given these
constraints, district administrations will
need assistance to carry out pro-poor
and pro-environment budgeting of the
kind that is critical for the
implementation of EFR.

Monitoring and evaluation 
Monitoring and evaluation is weak at
both the provincial and district level.
Financial monitoring in the form of
expenditure statements and audit

exercises is carried out, but there is no
technical monitoring and evaluation of
projects and ongoing development
activities. There is no performance
evaluation system in the district. Here
again financial and capacity issues
arise, along with technical difficulties. 

Finances
Local governments are not financially
self-sufficient and rely heavily on
transfers from the province. Such
transfers do not always take place
smoothly. In general, district
administrations are unable to generate
additional revenue locally because the
tax base is too small and existing
taxpayers cannot be burdened further.
This issue needs to be explored. The
Abbottabad administration attempted
to increase the tax base but only
managed to raise 254,200 rupees from
local resources in 2005√06 (GoNWFP
2006). Establishment costs
(expenditure on salaries and
overheads) have increased faster than
provincial government transfers to the
district, leading to a cut in 
development allocations.

Other issues
Efficiency concerns, the lack of equity
and the prevalence of political
interference make the work of district
administrations more difficult, and will
need to be addressed in designing EFR
measures. In addition, the following
issues need to be taken into account:
● Limited community involvement in

service delivery.
● Weak resource mobilisation at the

local level.
● Friction between the provincial and

district governments over
development projects.

● Violation of the Rules of Business
by all parties.

● Deteriorating law and order. 
● The absence of municipal services

in rural areas.
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Self-determination and empowerment
are part of a global phenomenon, with
nearly 95% of democracies across the
world electing sub-national
governments, most of which have
devolved political, fiscal and
administrative power to lower tiers of
government (WB 2000). The process is
also receiving unprecedented support
from international donors. Yet, in
Pakistan, decentralisation remains a
problematic subject.

Fiscal decentralisation is a dynamic
process. It can create a fiscal structure
within which provincial and local
governments can operate in an
effective, efficient, accountable,
equitable and transparent manner.
Today the demand is for communities
to have greater self-determination and
more influence in the decisions of their
governments, and fiscal
decentralisation can help increase
public participation. Although there are
a number of issues that hinder
meaningful decentralisation and the
implementation of EFR in Pakistan,
there are opportunities as well that can
be exploited to aid both processes. 

Fundamental tax reform is also needed
to ensure that polluters pay while
sustainable activities are encouraged
and subsidised. Introducing taxes on
air and water pollution has the potential
to generate substantial revenues. 

The introduction of the local
government system in 2001 put in
place a framework for devolution but
local governments need resources and

capacity to fulfil their obligations. A
portion of the revenues generated from
environment- and natural resource-
related sources in the district should be
made available to the district to
improve environmental conditions and
alleviate poverty at the local level. 

A systematic approach to
decentralisation is required that
encourages lower tiers of government to
generate their own revenues in areas
where they are better placed to do so
than the federal or provincial
government. This will help reduce
administrative and resource dependency
on higher tiers. Rules should be
unambiguous and self-enforcing. 

With respect to fiscal decentralisation
in the context of EFR generally, the
following measures are recommended:
● Streamline processes for the

transfer of funds from the province
to districts and lower tiers. 

● Improve coordination between
government departments at
various tiers, particularly on budget
issues. 

● Ensure the timely release of
development funds. 

● Minimise the influence of political
affiliations on resource allocation.

● Establish clear guidelines and
provide training for auditing and
accounting functions to be
performed by local government
departments. 

● Assign clear responsibilities for
administrative units involved in
expenditure decisions and revenue
collection at the district level. 

● Address capacity constraints at the
district level, with the federal and
provincial governments providing
technical support.

● Decentralise management
controls.

● Ensure that the office of the District
Ombudsman, as envisaged in the
LGO, is established in every
jurisdiction. The District
Ombudsman is empowered to
address citizens» grievances against
local officials and this serves as an
important mechanism to promote
accountability, transparency and
fairness. 

● Explore the possibility of special
grants from the federal and
provincial governments to finance
the introduction of EFR at the
district level. 

● Rationalise the system of special
grants and funds, including
discretionary funds held by
members of parliament. Develop a
clear mechanism and guidelines to
eliminate ad hoc decision making
and discourage nepotism. 

● Amend the provincial government»s
Rules of Business and financial
rules to take into account the
current needs of the local
government system and the future
requirements for EFR
implementation.

● Establish a forum where
development proposals can be
presented and considered, to
remove duplication and improve the
efficiency of allocations.

● Ensure that the allocation of
development funds at all levels is

RECOMMENDATIONS
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based on needs and not political
affiliations.

● Identify the specific capacity needs
of district-level staff and provide the
necessary training. Financial
management and budgeting
emerge as urgent issues and should
be addressed on a priority basis.
Additional requirements, such as
community mobilisation and
awareness raising, can be identified
as EFR implementation progresses.

● Encourage district governments to
fully exercise those financial and
decision-making powers that they
already possess, and facilitate the
implementation of EFR pilot
initiatives. Doing so will have strong
demonstration effects not only on
district administrative departments
but also on the broader community
of stakeholders.

● Promote revenue autonomy and
allow local governments to retain a
fair proportion of the revenues
raised locally, especially from
environment- and natural resource-
related sources, to reinvest in the
same sector and to address poverty
issues.

● Ensure that local budgeting and
planning processes are
participatory.

● Develop a system of performance-
based allocations to improve
accountability, promote best
practices and encourage pro-poor
targeted expenditure.

Other important considerations in the
design of EFR measures are as follows:
● EFR should be initiated as pilot

initiatives through existing

programmes. EFR measures can be
integrated into ongoing public-
sector or donor-financed projects.
Based on performance, these
measures can be mainstreamed
into the local government fiscal
system.

● Existing EFR-related processes
need to be identified and
formalised.

● Many of the taxes collected at the
local level are paid to higher tiers of
government. This structure needs
to be reviewed and revised to
enable effective EFR policy design.

● Well-defined property rights are an
essential pre-condition for EFR.
Strengthening property rights,
especially with respect to common
property, public goods and natural
resources, will serve as the
foundation for successful EFR
implementation.

● Wider reform is also needed,
beginning with the removal of
pervasive subsidies in many
sectors.

● It is important that the local
government plays a major role in
implementing EFR initiatives. It is
widely believed that public services
associated with poverty alleviation
are best delivered by local
governments. 

● Local governments should be
assigned functional responsibilities
for a wide range of pro-poor public
services. At the same time, an
effective system of accountability
needs to be put in place.

● The lack of technical capacity in the
public sector, particularly at the
local government level, is likely to

hinder the successful
implementation of EFR. Technical
capacities will need to be improved,
especially with respect to fiscal
management.

● The lack of awareness among
communities and even within
public-sector agencies about the
benefits of EFR is another area that
requires attention. 

● A key recommendation for the
implementation of EFR is the
establishment of a district
environment conservation and
management fund, to support long-
term planning. All environmental
revenues can be paid into the fund
and allocated according to the
district»s priorities.

● Building coalitions between
politicians and bureaucrats to
initiate cross-sector dialogue is
crucial. In the case of Abbottabad,
greater coordination with the NWFP
provincial government is required.
Improving linkages to international
networks will also prove useful.

● No EFR initiative can hope to be
successful without accurate and
up-to-date statistical information
and financial data. It will be
essential to develop, maintain and
regularly update information on
socio-economic sectors, fiscal
trends and the state of
environment. This will provide a
solid basis for effective EFR
planning and implementation.


