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Introduction 
 
The last two years have been significant for Pakistan in a number of ways. During this period, Pakistan 
faced what is arguably the most traumatic natural disaster in its history. AJK and NWFP were severely hit 
by an earthquake in October 2005, which caused tremendous loss of life. Politically, Musharraf’s 
popularity graph seems to have been dented somewhat due to the cumulative effect of a number of events 
and he has had to reach out to opposition political parties, most notably the PPP. Internationally, Pakistan 
has continued to support the US in its War on Terror. However, the support has come at the cost of 
domestic backlash in terms of a volatile law and order situation. The peace process with India is moving 
at a snail’s pace, but with little breakthrough on the key issues. The Government’s economic miracle has 
also begun to face some serious problems, with inflation levels remaining high despite promises to the 
contrary. Majority of the forecasts suggest that the future economic path may be fraught with hurdles. The 
high cost of earthquake related reconstruction has proven to be an additional burden. Socially and 
environmentally, the Government has been found wanting on various counts despite claims to the 
contrary. International agencies have repeatedly pointed major weaknesses in Pakistan’s social and 
environmental processes.  
 
As the election year approaches, the country seems to be placed at a defining juncture. The key events of 
the last two years provide valuable insights into the future direction the state is likely to take. In this 
document, we have compiled three semi-annual reports providing an overview of the key political, 
economic, social, foreign policy, and environmental developments in Pakistan. The reports cover the 
periods May-September 2005, October 2005-April 2006, and May-September 2006 respectively. While 
much of the literature has been drawn from secondary sources, we have conducted a thorough analysis to 
point to key underlying anomalies in the system as well as the potential opportunities that ought to be 
targeted to maximize gains. For any student of current affairs, this report provides a perfect combination 
of updates on major developments as well as an in depth analysis of the above-mentioned sectors. 
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May – September 2005 
 
 

Synopsis  
 
 
Economic Conditions 
 
High growth, high investment levels, but equally high inflation rate and poverty levels characterize the current 
state of the Pakistani economy. The economy continues to grow at an impressive pace. FY05 saw a GDP 
growth rate of 8.4 percent. Industry as a whole grew at 10.2 percent, largely due to high growth in large-scale 
manufacturing, agriculture and services sectors. FDI levels crossed the $ 1 billion mark during FY05, with 
financial businesses receiving the highest inflow. While liquid foreign exchange reserves increased by $ 295.5 
billion during FY05, reserves have seen a declining trend since the last quarter of FY05. The single biggest 
challenge for policy makers remains the strong inflationary pressures. Year-end inflation was recorded at 9.3 
(average CPI) percent, which given the projected increase in money supply is likely to remain high during 
FY06. Inflationary pressures are a result of supply side constraints including transport costs and hoarding of 
food supplies, and demand driven pressures including raise in house rents, much higher oil prices, and high 
domestic consumption. The trade deficit at the end of FY05 reached an alarming $6.2 billion, largely due to 
steep increase in the import of machinery, chemicals, metals, food items, and POL products.  FY06 budget 
provides Rs. 1.098 trillion in overall outlay. Although development expenditure has seen a significant increase, 
there are no direct measures to curb inflation and no real provisions that could be expected to impact poverty 
levels substantially. Poverty levels remain high, despite Government claims to the contrary, since the strong 
macroeconomic performance has failed to generate any significant employment.   
 
Foreign Policy 
 
Pakistan’s relations with the outside world did not undergo any dramatic shift, but for one exception: 
movement on Pakistan-Israel rapprochement. The peace process with India continues to maintain at a snail’s 
pace. Agreements between the two sides have been reached on reducing the risk of nuclear conflict. Pakistan 
has also lifted a ban on imports of certain food items from India. However, the substantive issues in trade, i.e. 
India removing non-trade barriers, and Pakistan providing India MFN status have made no headway. The only 
positive development on the Kashmir front was the initiation of the Muzzafarabad-Srinagar bus service. 
Relations with the US continued on a positive track. The US finally approved Pakistan’s long-standing 
demand for F-16 jets. Under the deal, Washington has authorized the sale of 24 jets to Pakistan. Collaboration 
between the two sides on the War on Terror is also continuing. The single most important foreign policy 
development however has been an attempt from Pakistan and Israel to establish a working relationship. A 
Foreign Minister level meeting took place in Istanbul, Turkey. Pakistan maintains that recognition of Israel is 
not on the cards yet. Finally, Japan recently resumed its Official Development Assistance (ODA), which it had 
suspended after Pakistan’s nuclear tests in 1998. It has pledged a $ 154.2 million soft loan. 
 
Security-related Conditions 
 
Situation on the domestic security front remained largely unchanged. The military operation in Waziristan 
continues. However, information on its current status, casualties, and extent of US involvement remains 
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sketchy. Pakistani forces managed to capture Al Libbi, the third highest-ranking Al Qaeda operative. The 
conflict in Balochistan has been subdued for the time being. The Government reached an agreement with the 
Bugti Tribe after extensive negotiations. The deal involves a Rs. 9 billion development package and payment 
of arrears on gas royalties. Incidents of sectarian violence were reported primarily in Gilgit where violence 
resurged after a few months of calm. Violent incidents include kidnap, murder and a suspected sectarian attack 
on a bus traveling from Gilgit to Rawalpindi, which killed four and injured six. While active violence seems to 
have tapered off for the moment, tensions in Gilgit City remain high. Sectarian violence also led to loss of life 
in an attack on a Shia mosque in Karachi and an Islamic shrine in Islamabad. Election related violence was 
reported in some cities during the local body polls held in August. 
 
Social Conditions 
 
Pakistan’s social performance remains dismal. No significant improvement has been noted in the prevailing 
social conditions, despite the fact that Pakistan has risen to 135th in the Human Development Index in 2005. 
The budget for FY06 has increased allocations for development expenditures significantly. However, with 
high inflation and high unemployment, no drastic improvement is likely in the near future. 32.1 percent of the 
population continues to live below the poverty line. The Government has made public education free in all 
provinces. Yet enrollment in pubic schools has seen only a nominal increase. Moreover, the reforms in the 
curriculum and changes in textbooks are contentious issues where not much headway has been possible. The 
human rights situation is equally worrisome. Crimes against women have been reported regularly, with a rise 
in acid cases and suicides in the past year. Instances of police brutality against women, activists, and journalists 
have also been reported. The Government has passed a number of bills to amend existing laws and introduce 
new ones to strengthen human rights. Unfortunately, these reforms merely scratch the surface and lack 
political will needed to implement them.  
 
Environmental Conditions 
 
Pressures on the environment and natural resources have not eased. There is growing awareness about 
environmental hazards from the grassroots level to the Government. However, despite policy initiatives by the 
Government, no major breakthrough has been made in this area over the past few months. This is attributed 
largely to inconsistent policies and lack of implementation mechanisms. 
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Exposition 
 
 

 
 
A. Political Conditions 
 
Changes Improvement Stability Deterioration 
Political Development Conditions   ↓ 
Rule of Law / Good Governance   ↓ 
Public Finances  →  
Political Unrest   ↓ 
Overall Change   ↓ 

 
Domestically, the current Government continues to see opposition from certain quarters, especially the 
religious political parties, for its pro-US policy. The military operation in Waziristan continued. There 
have been a few cases of successful captures of prominent militants. However, information on the current 
state of the operation, casualty figures, and the extent of US involvement on the ground remains sketchy. 
No conclusive analysis is possible at the moment, but this is certainly an issue to keep track of in the 
coming months. 
 
The security situation in Balochistan has calmed down over the past few months. Tensions started mounting 
after the Federal Government decided to build 3 new cantonments and increase its military presence in the 
province – among other things it accused the tribal chiefs of blocking development work in the area. The 
Pakistan Petroleum Limited (PPL) rape case in January triggered a showdown between the Balochi 
nationalists and the Government, with major gas pipelines and other Government installations being blown up. 
This led to speculation of an all-out military action. However, negotiations between the PML-Q Parliamentary 
Committee Government and a prominent tribal leader, Akbar Bugti, defused the situation. The two sides were 
able to reach an agreement, with the Government announcing a Rs.9 billion development package for the 
province and payment of arrears on gas royalties. While analysts view this as a fragile, short-term 
solution, it has preempted a full-fledged military action in the province, at least for the time being.  
 
Sectarian Violence 
 
Periodic sectarian violence erupted in the country during this period. Gilgit continues to be the primary 
trouble spot. After a period of relative calm following the fatal incidents at the beginning of the year, 
there was a resurgence of violence in the area in mid-July. Violent incidents include kidnap, murder and a 
suspected sectarian attack on a bus traveling from Gilgit to Rawalpindi which resulted in four deaths and 
six injuries. Tensions in Gilgit City remain high.  
 
Recent sectarian attacks in other parts of Pakistan include an attack in May 2005 on an Islamic shrine in 
Islamabad causing numerous deaths. This was followed by a fatal attack against a Shia mosque in 
Karachi, which led to widespread riots in the city, including an attack on a KFC fast food outlet, causing 
more deaths. Election related violence was also reported in some cities during the local body polls held in 
August. 
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Responding to the US pressure for crackdown on militants and to curb extremism, President Pervez 
Musharraf announced new measures to bring religious seminaries into the mainstream. Registration of all 
madrassahs operating in Pakistan and disclosure of their financing sources has been made mandatory. The 
need for secularizing madrassah education was also emphasized. These measures followed in the wake of 
the London July 7 bombings and the spate of related arrests in madrassahs across the country. Three of 
the four London suicide bombers were identified as being of Pakistani origin.  
 
Islamic Legislation 
 
The Provincial Assembly adopted the controversial Hasba Bill moved by the NWFP's Muttahida Majlis-i-
Amal Government in July 2005 by 68 votes to 34. The civil society and major political parties raised 
serious concerns on the Bill, rejecting it as a fundamental violation of human rights and an attempt to 
create a parallel judicial system in Pakistan. Sub-sections 2 and 3 of Article 23 of the Bill clearly 
empower religious police to enter private houses, interfere in the affairs of media, Provincial Assembly 
and even the lives of individuals. On August 4, 2005, a nine-member Supreme Court bench declared 
several clauses of the Hasba bill relating to powers of the mohtasib in violation of the constitution. This 
unanimous short-order was announced after a four-day hearing on a reference filed by President General 
Musharraf against the Bill under the advisory jurisdiction of the court. The Bill has further intensified the 
rift between the center and NWFP. Meanwhile, the MMA Government has decided to continue their 
struggle for the implementation of the Bill. 
 
Local Government Elections 
 
The Local Bodies Elections went ahead as scheduled. The first round of elections took place on August 
18 and the second on the August 25, 2005 with the third round scheduled for October 2005. Complicated 
polling instructions led to a large number of ballots being rejected, as well as allegations of widespread 
rigging in Sindh. 
 
In Karachi, the MQM along with the PML-Q and its allies defeated the Jamiat-i-Islami comprehensively, 
which triggered rigging allegations against the MQM. Analysts regard the elections in Sindh as being 
engineered in favor of the PML-Q via the creation of 4 new districts.  
 
Not surprisingly, the PML-Q, often called the King’s Party because of its close ties with the military 
rulers, emerged victorious. However, its notable successes were in the rural areas. The main cities in the 
Punjab such as Lahore, Shiekhupura, Kasur and Faisalabad saw the PML-N and MMA claim electoral 
ascendancy. In the NWFP, the situation is reminiscent of the pre-2002 election situation. The MMA and 
Jamiat-e-Islami (JI) have retreated to their traditional strongholds and are no longer an overwhelming 
presence in the province. Many see this as the beginning of the end for the MMA. The elections pitched 
the MMA and the JI against each other in several places, revealing the divide between the two key 
religious parties in the NWFP. A surprising outcome of the elections was the emergence of the ANP as a 
major player. The extremist injunctions barring women from contesting polls also made headlines. In 
Balochistan, several alliances were made by parties to contest the elections. The Jamiat-e-Ulema Islam -F 
and the PML-Q emerged as the winners in the province. The elections were conducted peacefully despite 
several areas of Balochistan being declared sensitive areas. 
 
The recent amendments to the local Government laws vest more power in the office of the Chief Minister. 
The Chief Minister can now dismiss the district nazims and can also withhold development funds. Legal 
experts view this as a highly personalized style of governance. Further, an amendment made to the 
Provincial Local Government Ordinance (PLGO) Act 2001 section 30(4) removes the police from under 
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the nazim’s control. This is a continuance of the Police Order, 2002, which had already diluted 
institutional checks and balances on the police force. 
 
Other Issues 
 
The thaw in Government-PPP relations saw the return of Asif Zardari to Pakistan from Dubai on April 
16, 2005, despite extant money laundering cases against Ms. Bhutto and Zardari in Swiss courts. His 
return revived rumors of a Government-PPP deal regarding post-election power-sharing and received an 
adverse reaction from PML-Q and the MMA. Independent analysts see this as a sign that the military 
rulers are finally deciding to look for new power-sharing arrangements and distance themselves from 
religious parties. 
 
Several cases of blasphemy have been reported in NWFP, the most notable one occurring in Nowshera district 
where a mob of 400 people chased and killed an alleged blasphemer. Other incidents include blasphemy 
allegations made against people belonging to the Hindu and Christian minorities, which made people 
belonging to the minorities, feel insecure. 
 
Sources: The News International  

The Daily Dawn 
The Herald 
Newsline 
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B. Economic Conditions 
 
Changes Improvement Stability Deterioration 
Production  ↑   
Employment  →  
Poverty  →  
Saving and Investment ↑   
Imports and Exports ↑   
Monetary Policy   ↓ 
Financial Infrastructure  →  
Overall Change  →  

 
Comments/Issues/Trends 
 
Pakistan’s economy is currently characterized by a high growth rate, primarily driven by the strong 
performance of the large-scale manufacturing sector, increased foreign exchange reserves, and record high 
levels of FDI. Despite official claims, growth however, does not appear to have reduced the poverty headcount 
levels. High inflation, coupled with late tightening of monetary policy, along with weak employment 
generation are the key factors responsible for the latter. The increased trade deficit and the significant 
likelihood of this trend continuing in the current fiscal year are worrisome. The Government has sought to 
broaden the focus of its economic policy, as outlined in the PRSP. Along with the emphasis on growth, the 
recently released MTDF stresses on generating employment in targeted sectors as the principal means of 
poverty alleviation. However, the recently announced FY06 budget by and large fails to provide any direct 
measures that could influence poverty in the short run. It provides a minimum wage, which has restricted 
applicability, given the large informal sector of the economy, and only provides indirect measures to control 
inflation.  
 
Pakistan’s economy continued on its impressive upturn during this period. Official figures for the overall 
GDP growth for FY05 put it at 8.4 percent, which was fuelled by a 7.5 percent growth in agriculture, 7.9 
percent in the services sector, and 15.4 percent in the large scale-manufacturing sector. The official figure 
for GDP growth compares favorably with IMF projections, at 6.4 percent (factor cost).  
 
Industry as a whole grew by 10.2 percent during FY05. The growth in the manufacturing sector owed 
greatly to a record increase in private sector credit and strong inflow of remittances from abroad. The 
growth in agriculture surpassed expectations and is the highest in 9 years. The two leading crops were 
cotton, whose production increased by 45.5 percent and wheat, which grew by 8.2 percent, due to a 
bumper crop. The success of the services sector was fuelled by an aggressive competition agenda, 
especially in the telecommunication sector. New private companies entered the market, resulting in a 150 
percent increase in the number of mobile phone subscribers. The financial sector grew by 21.8 percent, 
whereas the wholesale and retail trade sub-sector grew by 12 percent. 
 
Inflation continues to be a major concern for policy makers. The year-end inflation was recorded at a 9.3 
percent (average CPI), much higher than the 5 percent projection. This reflects three things: supply side 
constraints (hoarding of food supplies), demand pressures (rise in house rents, generalized increase in 
domestic consumption due to negative real interest rates) and imported inflation (rising oil prices). The 
State Bank of Pakistan’s (SBP) much-delayed move of tightening monetary policy came in April-May. 
The SBP raised the cut-off yield on the 3-month T-bills to 7.24 percent, on the six-month T-bills to 7.9 
percent and on the one-year T-bills to 8.24 percent. The SBP’s monetary policy for the first two quarters 
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of FY06 is likely to be further tightened. However, money supply is still likely to grow at 13 percent, 
which would keep inflationary pressures strong.  
 
Tax revenues for the CBR increased in FY05 over the previous year despite a shortfall in oil tax revenues. 
The year-end collection surpassed the Rs. 580 billion target by Rs. 11.1 billion. During the last quarter of 
FY 05, total revenue collection amounted to Rs. 189.8 billion, the highest in any quarter of the fiscal year. 
Despite this fact, the overall tax revenues for the Government fell short of the Rs. 655 billion target by Rs. 
29 billion. This, despite, an increase of Rs. 249 billion in non- tax revenues during the year.  
 
During 2004-05, Pakistan’s liquid foreign exchange reserves increased by US $ 295.5 million. During the 
last quarter of FY 05, foreign exchange reserves actually decreased by US $ 170.2 million, down from US 
$ 12.97 billion. In the first two months of the current fiscal year, a further decline of approximately US $ 
580 million has taken place. SBP currently holds 77.7 percent of the total foreign exchange reserves while 
the rest are held by commercial banks.  The exchange rate remained stable during these months.  
 
The trade deficit for FY05 reached an alarmingly high US $ 6.2 billion. This reflects a 93 percent increase 
over the previous year. In large part, the increase in the trade deficit is a result of a steep increase in the 
import of machinery, chemicals, metals, food items, and POL products, attesting to increased 
manufacturing growth. Such imports have more than compensated for the 17.7 percent increase in exports 
over the previous year. The Government’s latest trade policy projects the trade deficit at US $ 4.8 billion 
by the current fiscal year’s end. However, just in the first month of FY06 the trade deficit increased 
further by US $ 724 million due to the sharp rise in the import bill, which was driven by higher oil prices. 
This trend suggests the Government is unlikely to meet its target. 
 
Pakistan crossed the US $ 1 billion FDI figure during FY05. This was led by investment in financial 
businesses (US $ 214 million), oil and gas (US $ 189.6 million) and communications (US $ 171.7 
million). The performance showed a 14 percent increase over the previous fiscal year (July-May 05). In 
July 2005, FDI recorded a 137 percent surge over the previous month (US $ 161.4 million) increase in 
FDI.  
 
The Government continued to pursue its privatization agenda and sold off 26 percent of the telecom giant, 
Pakistan Telecommunication Corporation Limited (PTCL) to a UAE based firm, Etisalat. The deal 
transfers company management responsibilities to Etisalat. 
 
The Senate passed the Fiscal Responsibility and Debt Limitation Bill 2005 in June. The bill sets targets to 
reduce the revenue deficit to zero by 2007, and bring public debt down to 60 percent of GDP by 2013, 
with a further 2.5 percent yearly reduction thereafter. According to the bill, PRSP spending is to increase 
by 4 percent of GDP and Government guarantees are to decrease by 2 percent of GDP by 2007. 
 
The debate on the level of poverty continues. Official figures claim a significant decline in poverty. 
However, independent analysts contest this claim. The discerning view is that the trickle-down effects of 
growth are not occurring, and that such growth is capital intensive with limited impact on employment 
generation. This tends to reinforce the quantitative finding that the poorest 10 percent continue to pay 16 
percent of their income through indirect taxation. Also, the official poverty figures mask rural-urban and 
regional disparities. 
 
On June 6, 2005, the Government announced a Rs.1.1 trillion budget (overall outlay) for FY 06 
representing an increase of 5.5 percent over the previous year. The budget builds in a 34.7 percent rise in 
development expenditure which, encouragingly, takes the total figure of Rs. 272 billion above defense 
expenditure. However, one should not lose track of the important caveat that the defense budget is a 
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single line item, and that it understates the extent of spontaneous unreported expenditures. Infrastructure 
takes 45 percent of the budget share. Social sector spending is also projected to increase significantly:  
education by 31 percent and health by 56 percent. The budget projects a sustainable fiscal deficit (before 
grants) at 3.8 percent of GDP. However, this is based on extremely optimistic revenue projections. The 
projected increase in revenue is 17 percent, which given the almost stagnant tax to GDP ratio, will have to 
rely on an increase in nominal GDP growth, targeted at 14 percent. Were the revenue targets not met, the 
Government would have to choose between fresh borrowing and cuts in spending. In view of the current 
inflationary trends, money creation would not be a feasible option. Consequently, development 
expenditures would take the brunt of the foreseeable cuts.  
 
The budget, by and large, failed to provide any direct measures to control inflation during FY06. Indirect 
measures include a further tightening of monetary policy, and exemptions or reductions in tariffs on some 
essential items.  The wages and pensions of active and retired government employees respectively have 
increased marginally. Also, the minimum wage has been set at Rs. 3,000 per month, but has restricted 
applicability in the Pakistani context, given the large informal sector. On the whole, the inflationary 
impacts are likely to swamp the budgetary provisions to alleviate poverty. 
 
Sources: State Bank of Pakistan: www.sbp.org.pk 

Federal Bureau of Statistics: www.statpak.gov.pk 
Ministry of Finance, Government of Pakistan, www.finance.gov.pk 
Pakistan Economic Survey, 2004-05 
Asian Development Outlook 2005, Asian Development Bank 
World Development Report 2006, World Bank 
World Development Report 2005, World Bank 
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C. Social Conditions  
 

Changes Improvement Stability Deterioration 
Living Conditions: Poor-
Income/Consumption Patterns 

 →  

Access to Education ↑ →  
Access to Health Services  →  
Access to Safe Water  →  
Role and Status of Women in Society   ↓ 
Police Functioning  →  
Overall Change  →  

 
Pakistan’s GDP per capita grew from US$ 415 in 2003 to US$ 555 in 2005 and its ranking in the Human 
Development Index rose to 135th, from 144th in 2004. While these are encouraging signs, official statistics 
also show that as many as 76 percent of the poor continue to live without access to proper sanitation and 
10 percent without access to a sustainable water source. With the year-end inflation rate at 9.3 percent, 
which is projected by the Asian Development Bank to decrease slightly to 8.5 percent, the purchasing 
power of poor people is being undermined steadily. 
 
The Government allocated Rs. 3.8 billion in the FY06 budget for the education sector, which is 31 percent 
higher than the previous year. The provincial Governments have made public education free in all four 
provinces, with free education up to high school in Punjab and NWFP, and up to Intermediate level in 
Sindh and Balochistan. The Government is targeting 100 percent literacy by the year 2015. Enrolment in 
Government schools increased as a consequence of these policies – official data shows an increase from 
71 percent enrolment to 86 percent. However, curriculum reforms and changes in textbooks are 
contentious issues where no headway has been possible. 
 
For the development of the health sector, 9.4 billion rupees have been earmarked in FY06, which is 56 
percent more than last year. The population has access to only 66 doctors per 100,000 people, and as 
many as 55 percent of children aged 1 to 5 years in poor households have not been fully immunized 
against diseases. Government figures show a decline in infant mortality, from 83 per 1000 births in 2003-
04 to 79.9 per 1000 births in 2004-05. 
 
Human rights conditions continue to deteriorate. Crimes against women continued unabated, with a large 
number of reports of police officials perpetrating rapes appearing in the newspapers. A few rape cases 
became well-publicized and were debated in the Parliament as well as the international media. A 
defensive attitude appears to have permeated through to the highest leadership level, and casual 
statements to the press on the subject reveal a remarkable lack of sensitivity. 
 
The incidence of acid attacks on women has risen. About 325 suicides were committed in 2005 alone for 
personal and economic reasons. In the military action in North Waziristan, several instances of human 
rights violations came to light, especially with regard to the killing of innocent children and women. 
Instances of police brutality against women, journalists, activists and prisoners were frequent with 120 
journalists detained in 2005 as compared to 70 in 2004. The number of child beggars is on the rise and 
despite being a signatory to children’s rights conventions, corporal punishment in Pakistan is common.  
 
Some policy initiatives are on the radar screen. These include the establishment of the Anti Trafficking 
Unit by the Government of Pakistan, which has led to Pakistan’s name being taken off the US Watch List 
on Human Trade; the launch of the Government’s Gender Reforms Action Plan in June 2005; enactment 
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of a bill in favor of establishing the National Commission for Human Rights and; the passing of the 
Honor Killing Bill. The Supreme Court declared most of the clauses of the controversial Hasba Bill 
unconstitutional but did not rule the Bill out completely, leaving the option of implementation with 
modifications. This ruling is being regarded by civil society as an attempt to appease the religious right. 
No headway has been made on changes to the Hudood Ordinance. While the policy initiatives are 
impressive on paper, the perception is that they are largely cosmetic, without the political will to 
implement them.  
 
Sources: Federal Bureau of Statistics, Government of Pakistan 

Pakistan Economic Survey, 2004-05 
Human Development Report, 2005 
Human Rights Commission Pakistan, July 2005 Newsletter 
http://www.finance.gov.pk/poverty/home.html 
The News International, June 2005 
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D. Foreign Policy and Security-related Conditions 
 
Changes  Improvement Stability Deterioration
Military  →  
Terrorism   →  
Exceptional Safety Measures  →  
Foreign Policy ↑   
Sectarian Violence and Crime  →  
Overall Change  →  

 
Pakistan’s relations with the outside world did not undergo any dramatic shift, but for one exception: 
movement on Pakistan-Israel rapprochement. The first ever official meeting between Foreign Ministers of 
Pakistan and Israel took place in August. The peace process with India is progressing albeit without any 
major breakthrough on the major contentious issues. Pakistan remains deeply engaged in the War on 
Terror. For now, the country’s foreign policy is likely to continue on its current path. Developments on 
the Israel front are likely to be extremely modest in the near future. The situation within the country has 
followed the long-standing trend of relative calm, punctuated by periodic incidents of sectarian violence. 
There is no indication that the Government has managed to devise any coherent plan to tackle 
sectarianism. 
 
Indo-Pak Relations 
 
The peace process with India is proceeding at a snail’s pace. The major worry continues to be the lack of 
tangible movement on the key contentious subjects. That said, discussions have continued periodically on 
all outstanding issues during this period. These include a meeting between the Pakistani President and 
Indian Prime Minister in April. Secretary and parliamentarian level talks have also been held. In addition, 
in a landmark move, the Indian Government allowed leaders from the Kashmiri separatist movement to 
visit Islamabad and meet with Pakistan Government officials.  
 
Perhaps the only positive development in the otherwise unchanged scenario in Kashmir was the initiation 
of a bus service between Srinagar and Muzaffarabad. The service began in April despite the fact that prior 
to the first scheduled trip, a militant attack successfully targeted a bus station in Srinagar. While periodic 
militant attacks have continued in Kashmir, they have not been allowed to stall the peace process. 

Negotiations on reducing the risk of nuclear conflict produced conclusive results. The rivals agreed to set 
up a telephone hotline to prevent accidental nuclear conflict and to pre-notify each other about any missile 
tests. The telephone hotline will be operationalized in September 2005.  

Talks on the issue of trade are also progressing. Pakistan recently lifted the ban on import of certain staple 
food commodities and livestock to cope with domestic shortages. This led to the restoration of the historic 
land trade route through the Wagah border, Lahore, as garlic and onions crossed over into Pakistan on 
July 29, 2005. In the latest round of talks held in August, Pakistan stressed the need for India to reduce its 
trade barriers and non-trade barriers, while India continued to call for expansion of trade to include 
presently restricted commodities. There has been no movement on the MFN issue. With the SAFTA 
implementation deadline looming, experts from SAARC countries including India and Pakistan have met 
to finalize the SAFTA agreement. The outstanding issues are expected to be resolved by the end of 
October this year.  
 



SDPI Project Report Series # 11 

 13

There has been no progress on the Siachen front. The only development was a statement by the Indian 
Army Chief that India had prepared a plan to demilitarize Siachen. 
 
There was also progress on the controversial Baglihar hydropower project being constructed by India in 
the state of Jammu Kashmir. Pakistan referred the matter to the World Bank, which appointed a neutral 
expert to look into the issue. The expert held his first round of meetings with both sides in June. Later, 
India showed willingness to alter the design of the project.   
 
US-Pak Relations 
 
Relations with the US have continued on a positive track. These months saw meetings between key 
officials from both sides. These included visits from US Secretary of State, Condoleeza Rice and a 
meeting between Pakistani President Pervez Musharraf and US Secretary of Defense, Donald Rumsfeld. 
The latter resulted in the US approving the sale of 24 F-16 jets to Pakistan.   
 
President Bush continues to praise Pakistan’s role in the War on Terror publicly. Most notably he 
acknowledged the capture of the third highest-ranking Al Qaeda member, Al Libbi in May.  
 
A recent development in Indo-US relations has caused concern among Islamabad’s strategic elite. The 
Indian Prime Minister Manmohan Singh visited Washington in July 2005. At the end of the visit, the two 
leaders issued a joint statement under which the US agreed on a long-term cooperation plan with India. 
The framework laid down in the joint statement signals clearly that the India-US alliance is based on a 
much sounder footing and has a greater degree of permanence than the Pakistan-US alliance. The most 
troublesome aspect of the deal is US willingness to allow transfer of dual use nuclear technology, which 
could conceivably enhance India’s military nuclear program. While Pakistan has conveyed concern to the 
US, the reaction has been limited.  
 
Bilateral Relations with other Countries 
 
The single most important foreign policy development has been the recent overtures between Pakistan 
and Israel. The foreign ministers of the two countries met in the Turkish city of Istanbul on August 31, 
2005. Although Pakistan continues to deny that this meeting amounts to contemplation of recognizing 
Israel, many suggest that this is the first step in a potentially substantial working relationship. Opponents 
however, point to one major weakness in the model: given Pakistan’s stake in the Islamic world, the 
relationship will largely depend on the status of Israel-Palestine relations. Were the peace effort in the 
Middle East to stall, Pakistan would find it difficult to continue opening up to Israel. The Pakistan-Israel 
contact is a serious development with implications not only on the bilateral level, but also for Pakistan’s 
position in the Islamic world. Islamabad has suggested that both Saudi Arabia and Palestine have 
supported this development. As expected, the religious political parties within the country opposed the 
move. Future developments in the Pakistan-Israel relationship need to be closely monitored in order to 
predict the extent of future dealing between the two sides.  
 
On the Moscow-Islamabad front, Moscow rescheduled Pakistan’s entire debt (US $ 127 million) under 
the Paris Club agreement in March. It also confirmed US $ 18.8 million for Pakistani exporters who had 
filed claims with the Russian Government.  
 
Pakistan-Japan relations took a positive turn. Japanese Prime Minister Junichiro Koizumi announced 
resumption of Japanese Official Development Assistance (ODA) to Pakistan, which had been suspended 
after Pakistan went nuclear in 1998. Japan has pledged a soft loan of US $ 154.2 million for Pakistan. 
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E. Environmental Conditions 
 
Changes Improvement Stability Deterioration 
Natural Resource Base   ↓ 
Degradation   ↓ 
Waste Management  →  
Awareness ↑   
Policies ↑   
Overall Change   ↓ 

 
Pakistan is the world’s 7th most populous nation, with a growth rate of 1.9 percent, leading to the over-
exploitation of natural resources. Environmental degradation is a direct consequence of this pressure. The 
Human Development Report 2005 states that Pakistan’s forest cover shrank from 3.6 percent of the land 
area to 3.1 percent from 1990 to 2000, which reflects an extremely rapid rate of deforestation. Carbon 
dioxide emissions per capita rose to 0.4 in 2002. Water toxicity related deaths have reached worrisome 
proportions. 
 
Awareness about environmental issues is increasing and has led to civil society activism. The most 
notable initiative concerns the controversial New Murree Project, which has resulted in suo moto action 
by the Supreme Court. While NGOs and activists continue to pursue national (drainage) and local 
(Margalla Hills) agendas, poor resource-dependent sections of the population, such as fishermen and 
farmers are also getting involved in policy advocacy with regard to sustainable resource management and 
protection of their livelihoods.  
 
The Government has also undertaken several policy initiatives. Most notably, they include the 
formulation of the National Environment Policy, 2005. Intervention in other areas is grouped under policy 
coordination, environmental governance, pollution control, natural resource conservation and promotion 
of renewable energy. The Government also aims to increase the forest cover to 5.8 percent over the next 
few years. With the help of the ADB, 105 environmental projects are being planned over the next five 
years. However, such measures need to be balanced against the implementation failures.  For instance, the 
National Environmental Quality Standards (NEQS) introduced 13 years ago have yet to be implemented. 
Similarly, while Environmental Impact Assessments (EIA) have been made mandatory for all large 
projects, they tend either to be ignored or are biased in the project’s favor. The State of Environment 
Report 2005 concedes wide capacity and knowledge gaps which hamstring Government efforts at 
resource conservation and remediation. 
 
Sources: Human Development Report 2005 
 Human Development Report 2004 
 Ministry of Environment, Government of Pakistan: www.environment.gov.pk 
 The News International, June 6, 2005 
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October 2005 – April 2006 
 
 

Synopsis 
 
 
Political Conditions 
 
On October 8, 2006 an earthquake measuring 7.9 on the Richter scale shook the northern parts of the 
Northwest Frontier Province (NWFP) and Azad Jammu and Kashmir (AJ&K). The toll on human lives, 
livestock and infrastructure was devastating: an estimated 73,000 dead, over 70,000 injured, and around 
3.3 million homeless. The response was instantaneous and effective. However, the fact that the army, 
donors and civil society dominated it brought into stark reality the frail political institutions and the inept 
provincial administrations, which proved incapable of handling the massive relief effort. Not surprisingly, 
the army continues to dominate the long-term rehabilitation effort through its constituted Earthquake 
Reconstruction and Rehabilitation Agency (ERRA) – yet another demonstration of its intrusion in civilian 
administration and governance. Evolving political events also suggest that the army is not about to 
relinquish power. Its handmaiden, the PML-Q won most of the district nazim seats in the 108 contested 
districts in the third and final phase of the local bodies elections (held in October 2005). Musharraf is 
also, reportedly, reaching out to the Pakistan People’s Party (PPP) to cut a political deal. His desire to 
remain in power beyond 2007, seems to be driven by three considerations: a reluctance to see the 
erstwhile corrupt regimes reinstated; a self-perception of indispensability and a desire to give material 
shape to his self-constructed (rather than participatory) vision of Pakistan’s future. However, resistance to 
army rule at home is building up. Unrest in Balochistan, the ‘Talibanization’ of the tribal agencies and 
adjoining districts, and the stiff opposition to the Kalabagh dam are some of its manifestations. The 
Government’s failure to deal with its internal problems may be driving its foreign backers (primarily the 
US) towards the realization that enduring solutions may only be possible in a democratic environment. 
Musharraf’s concerns  notwithstanding, the emerging political calculus may demand negotiations with 
outlawed politicians in an effort to hold the Majlis-e-Muttahida Amal (MMA) and the resurgent Taliban 
in check. The recent favored status granted to India and Afghanistan, their common fear of 
fundamentalism and Musharraf’s own desire to retain political power may eventually drive him towards 
political rather than unitary or military solutions. In particular, provincial and cross-border disagreements 
on the water issue are far from resolved and this is one area, which is likely to create recurrent tensions 
among provinces, between the provinces and the center and between India and Pakistan in the future.  
 
The Pakistan economy continues to grow impressively, albeit in a structurally imbalanced manner.  A 
GDP growth rate of 6-6.5 percent is estimated for FY06 – slightly lower than the original forecast. 
Foreign Direct Investment (FDI) levels in the country stood at USD 2.2 billion at the end of the third 
quarter, representing an increase of 180 percent year-on-year (YoY).1 Over this period, foreign exchange 
reserves decreased by US dollars (USD) 1.0 billion from the baseline USD 12.6 billion and IMF projects 
that end-year reserves will allow 3.3 months of import coverage. Tax collection statistics remain 
impressive. By the end of February 2006, the Central Board of Revenue (CBR) collected Pak. Rupees 
(PKR) 419.3 billion compared to the PKR 340.9 billion YoY. The trade deficit has ballooned in recent 
months with imports exceeding exports by USD 8.6 billion at the end of the third quarter. The inflation 
                                                 
1  FDI includes a transfer of ownership (i.e. privatization). Strictly speaking this is more efficient - as  
 opposed to production-generating investment.  
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rate rose to 8.25 percent in the first three quarters of FY 06 and is a tangible concern for policy makers. 
The major drivers of inflation include high oil prices, with ripple effects on transport and communication 
costs; a rise in education fees; house rent increases and rising food and medical bills. The Government 
pursued its privatization agenda aggressively during the reporting period; the two major developments on 
this front were the successful privatization of KESC and PTCL. 
 
The Government recently claimed that the population below the poverty line decreased to around 25 
percent, 6-7 percent lower than estimates in 2000-01. Independent analysts dispute the figure -both in 
numerical terms and for the underlying reality that it conceals. Thus, an erosion in purchasing power due 
to inflationary pressures and stagnant incomes does not, at the outset, justify the official claim of reduced 
poverty. Second, the claim masks rising income disparity, consumption related inequality, and the large 
number of people falling in the category of ‘transient’ poor. While consumption for the poorest 20 percent 
households has risen by 9 percent in the last 4 years, the figure is 22 percent for the richest 20 percent. 
Moreover, almost three-fourths of the country’s population is living on less than USD 2 per day. While 
this population is categorized as ‘transient’ poor, it is extremely vulnerable to external shocks and can 
easily end up in the ‘chronically’ poor category, thus raising national poverty levels considerably. Further 
the national estimate conceals differences across the rural-urban divide, gender and provinces. 
 
Regional Relations  
 
Pakistan’s foreign relations and external security concerns appear to be taking a slight turn for the worse 
compared to the previous reporting period. Pakistan-Afghanistan relations remain volatile. The Afghan 
Government accuses Pakistan for not doing enough to contain the Taliban wave on both sides of the 
border. In fact, it has blamed Pakistan for being complicit in the suicide attacks in Afghanistan - an 
accusation President Musharraf has rebutted forcefully. Pakistan’s relationship with the US remains 
cordial. However, the recent Bush visit to the sub-continent (February-March, 2006) demonstrated a tilt 
towards India, underscored by nuclear and investment collaboration. In contrast, Bush’s message to 
Pakistan was essentially defensive - to curb its terrorist activities. The pro-India tilt could put at risk the 
composite dialogue engineered painstakingly by the two countries, which saw friendly consultations on 
water issues, convergence on the Siachen and Sir Creek disputes and heightened cultural diplomacy. 
However, in recent weeks, India has become more belligerent towards Pakistan, refusing to sign a no-war 
pact. The US needs to tread carefully not to upset a precarious balance. Ultimately, peaceful relations 
between the two countries are central to its geo-political and nuclear ambitions for the region. Internally, 
as mentioned, political analysts sense that the US may be considering a democratic option. In this context, 
the joint pipeline decision with Iran has a ring of defiance about it – even though it makes sound 
economic sense. Pakistan-Iran relations remain stable. With the threat of an Iran-US military 
confrontation looming, Pakistan is calling for a diplomatic settlement to the Iranian issue. Developments 
on establishing relations with Israel have been modest. With the deteriorating situation in the Middle East, 
this status quo is unlikely to change. 
 
Internal Conditions  
 
The domestic security situation deteriorated considerably during the past six months. After a temporary 
lull in tribal resistance, conditions in Balochistan have become extremely volatile evidenced by the rising 
violence in recent months. The Government blames foreign agencies for assisting tribal sardars and 
indigenous nationalist movements. The military operation in North Waziristan has continued. The 
Government has repeatedly publicized its success in rooting out a substantial number of ‘foreign’ 
elements. However, independent reports suggest huge collateral damage, including loss of innocent 
civilian lives and damage to infrastructure that has led to resentment among the locals. The country has 
been gripped by intermittent incidents of sectarian and domestic violence over the reporting period. A 
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series of strikes occurred throughout the month of February protesting the blasphemous cartoons 
published in European dailies. However, the protests were less violent than expected and, to a large 
degree, could be attributed to an administrative breakdown resulting from the incomplete transition to the 
nazim system. Much of the anti-cartoon sentiment was mingled with anti-Government and anti-US 
rhetoric as the opposition parties sought to draw political mileage from the protests. The most recent 
incident of sectarian violence took place in Karachi on April 11, 2006 where a suicide attack at a religious 
congregation wiped out the top leadership of the Sunni Tehreeq/Jamaat Ahle-e-Sunnat, a Sunni religious 
faction. Retaliatory attacks against Shias have begun. 
 
Social Conditions 
 
The devolution process has contributed to an improvement in social indicators by ensuring greater 
accountability at the grass roots level. The Education Sector Reform program 2002-06, which works 
through local bodies, has increased the net national primary enrolment rate to 52 percent, up from 42 
percent in its first two years. However, an estimated 5.7 million children of primary school going age 
continue to remain outside the secular education system and are vulnerable to the intolerant and rote 
education that the   madrassahs promote.  
 
Pakistan’s health indicators, while among the lowest in the region, have shown consistent improvement.  
During 2000-05, the health sector was incremented by 50 mother and child health centers, approximately 
20,000 doctors, 2000 dentists, 11,000 nurses, 1000 mid-wives and 1300 female health workers.  
 
Human rights conditions continued to deteriorate. Amnesty International documented scores of cases of 
arbitrary arrests and detention, torture, extra judicial executions, ‘disappearances’ and use of excessive 
force by security and intelligence forces. Several instances of prisoner abuse were also recorded. Crimes 
against women continued unabated. Over 1400 honor killings were reported in 2005 alone. At the same 
time, women representation in the political arena reached an all-time high. However, the transition from 
agitation to implementation remains slow; for instance, the overall female economic participation in 
Pakistan, at 44 percent, is the lowest in SAARC countries.  
 
Environmental Conditions 
 
Environmental degradation in Pakistan has reached alarming proportions. The impact from massive 
deforestation was experienced when the October 8 earthquake struck. Some commentators have attributed 
about a third of the destruction to denuded forests and erosion that resulted in massive landslides. 
Encouragingly, civil society sponsored awareness campaigns have spread across all strata of society. 
There are existing reports that residents of several small villages took active measures to counter 
environmentally harmful practices of industrialists. In an attempt to combat the high number of deaths 
resulting from water toxicity, the Government of Pakistan drew up the National Drinking Water Policy 
and a National Sanitation Policy. The Ministry of Environment established the National Council for 
Sustainable Development and a National Sustainable Development Strategy is also being drawn up. A 
number of measures seeking to address environmental degradation have been outlined in the PRSP. There 
will be the inevitable lag between policy formulation and implementation and mainstreaming 
environment into national policy will continue to be a slow process. 
 
Sources:  Earthquake Reconstruction and Rehabilitation Authority 

World Bank Economic Updates, Pakistan 
State Bank of Pakistan Quarterly reports 
State Bank of Pakistan: www.sbp.org.pk 
Federal Bureau of Statistics: www.statpak.gov.pk 
Ministry of Finance, Government of Pakistan: www.finance.gov.pk 
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Exposition 
 
 

 
 
A. Political Conditions 
 
Changes Improvement Stability Deterioration 
Political Development Conditions   ↓ 
Rule of Law / Good Governance   ↓ 
Public Finances ↑   
Political Unrest   ↓ 
Overall Change   ↓ 

 
By far the most drastic event in Pakistan’s recent history took place on October 8, 2005 when an 
earthquake measuring 7.6 on the Richter scale struck N.W.F.P and AJ&K. Official figures point to 73,000 
dead, over 70,000 injured, and around 3.3 million homeless. The earthquake caught the Government 
completely unprepared and the task of coordinating the relief and rehabilitation effort presented it with a 
logistical nightmare. The Army, civil society and international donors largely orchestrated the relief 
effort. Subsequently, the Government set up the Earthquake Reconstruction and Rehabilitation Agency 
(ERRA) to coordinate long-term rehabilitation. While the Prime Minister, Shaukat Aziz, also established 
a 19-member parliamentary committee to oversee the relief and rehabilitation work, it is largely viewed as 
a toothless body compared to the authority vested in the army-dominated ERRA. 
 
The third and final phase of the local bodies elections took place in October 2005. As expected, the ruling 
party, the PML-Q won most of the district nazim seats in the 108 contested districts. The opposition 
parties including the MMA and PPP failed to make any inroads, even in their strongholds in NWFP and 
Sindh. The clear indications are that Musharraf wants to continue staying in power post the 2007 national 
elections, and is preparing the grounds for it through the PML-Q. Recently, his two key spokespersons, 
the Railways Minister, Sheikh Rashid Ahmed, and the Punjab Chief Minister, Parvez Elahi, stated they 
would accept Musharraf’s candidacy post-2007. Without a civilian constituency, that would also mean 
extending his tenure as the Army Chief.  
 
The PML-N and PPP will challenge the incumbent Government in the 2007 elections. Reportedly, 
Musharraf’s Government has approached the PPP and a political deal may be in the offing. However, the 
PPP is hedging its bets too and has engaged with the PML-N to discuss possible cooperation in a bid to 
alter the current political set-up.2 A number of post-2007 scenarios are being contemplated. Ideally, 
Musharraf would want the backing of one of the two mainstream parties. However, this would make 
members of his present Government nervous. On the other hand, a combined opposition consisting of the 
main parties poses an even greater threat. The situation has placed the ruling Government in a difficult 
situation.  It is unlikely that Musharraf will continue to sideline the moderate opposition in the face of 
increasing global pressure to restore democracy. On the other hand, in what is largely seen as a bid to 
strengthen the ruling party’s hand in the 2007 elections, the Prime Minister (with the blessings of the 
                                                 
2   To this end, former Prime Ministers Nawaz Sharif and Benazir Bhutto met recently in London. 
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President) re-shuffled and expanded his cabinet. Of special note is the change in Sheikh Rashid Ahmed’s 
portfolio from the Information to the relatively lower-profile Ministry of Railways.  What is becoming 
increasingly clear is that Musharraf is unlikely to yield power willingly after the 2007 elections.  
 
The Kalabagh Dam issue has shaken the Central Government’s credibility in the provinces, where its 
unitary development agenda is seen as being increasingly at odds with social (livelihood) and 
environmental concerns. The issue of water management and the consequent need to build large dams 
constituted the most prominent domestic debate over the past few months. Not only did the debate on the 
Kalabagh Dam highlight the serious inter-provincial disagreements on the issue of water availability and 
sharing, it also demonstrated an unexpected resolve among affected communities, civil society groups and 
opposition politicians. Despite his authoritarian predilections, the President has to deal with the need for 
forging rather than forcing consensus. The process is proving difficult as the NWFP and Sindh refuse to 
be lulled by his assurances. Ultimately, the Government has conceded lack of unanimity on the issue and 
settled for alternate projects for the time being. The less controversial Bhasha dam would be built as the 
first in a series of dams, followed by Munda, Kalabagh, Akori, and Kurrum Tangi dams. Provincial 
disagreements on the water issue are far from resolved and this is one area, which is likely to create 
tensions among provinces and between the provinces and the center in future. Just one example of the 
provincial resentment on water sharing is that an arbitration tribunal had to be set up in November 2005 to 
settle the dispute between the NWFP Government and WAPDA over the computation of net hydel profit.  
 
An active insurgency in Balochistan has challenged the central Government’s writ. After a lull in tribal 
and nationalist activities, the situation in the province has become extremely volatile with an upsurge in 
violence during the last six months. Although negotiations between the PML-Q parliamentary committee 
and Nawab Akbar Bugti, a prominent tribal leader produced a temporary thaw in tensions, the 
Government has been subsequently reneged on promises to the tribal sardar. Bugti was forced to retreat 
into the mountains and; in an effort to diffuse his influence, the Government has encouraged the banned 
Kalpar and Maissori sub-clans of the Bugti tribe, back into his territory.  
 
Increasing attacks by nationalist groups has triggered military action. The Government banned the 
Balochistan Liberation Army (BLA) in April under the Anti-Terrorist Act. During the first quarter of 
2006, security personnel, army bases, gas pipelines and railway infrastructure has come under rocket and 
land mine attacks. The Government has reportedly adopted a three-pronged long-term strategy. It consists 
of isolating anti-center tribal leaders, pacifying the active insurgency through military action, and 
initiating development projects for the economic uplift of the province. The strategy falls short of 
devolving authority to the Provincial Government in Balochistan and giving it its rightful share in natural 
gas profits. There are reports of foreign agencies assisting the BLA and other insurgent elements. 
However, one needs to be careful about resurrecting the bogey of the ‘foreign hand.’ 
 
The military operation in Waziristan has also gathered momentum. Accurate information on the details of 
the operation and the casualty figures is unavailable, and conflicting statements issued by the Government 
and the local tribesmen belie the effectiveness of the operation. The Government has repeatedly 
publicized its success in rooting out a substantial number of ‘foreign’ elements, a claim endorsed and 
lauded by the US. However, independent reports suggest unacceptable collateral damage, including loss 
of civilian life and damage to infrastructure. The very fact that the operation is being conducted to satisfy 
US interests (though the Government officially denies this) suggests that it will continue in the future. 
However, US involvement in the operation has led to persistent opposition from political forces within 
the country. The most embarrassing incident for the Government took place on January 13, 2006 when a 
US air assault in the Bajaur Agency area killed 18 civilians. The Pakistan Government expressed its 
ignorance of any such action at the time then, subsequently, lodged a complaint with the US Government. 
As it turned out, the US had acted unilaterally on intelligence information that the Al-Qaeda number-two, 
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Aiman Al Zawahiri, was in the area. The incident generated violent protests in the agency. Another major 
incident coincided with President Bush’s visit to Pakistan, when clashes broke out between the security 
forces and militants who were accused of having fired rockets on an army base near Miranshah. The 
resentment these on-going operations have engendered among local residents is being downplayed 
considerably. One of its visible manifestations is growing support for the indigenous Taliban who have, in 
effect, created de facto parallel Governments in North and South Waziristan agencies and whose 
influence is spilling over into adjoining districts. 
 
Pakistan continues to be gripped by intermittent incidents of sectarian and domestic violence. The 
sectarian tensions in Gilgit reported in the last update subsided but not before violent riots between Shia 
students and Rangers left at least ten people dead and 25 injured and forced imposition of a curfew in the 
city in mid-October 2005. Sectarian strife also played out in other parts of Pakistan, such as Karachi, 
Quetta and Multan with murderous consequences. The most recent incident took place in Karachi on 
April 11, 2006 when a suicide attack was staged at a huge religious congregation gathered to mark the 
birth of the Prophet Muhammad (PBUH). The death toll from the incident is stated to be 57. The blast 
caused the death of the top leadership of the Sunni Tehreeq/ Jamaat Ahle-e-Sunnat, a Sunni religious 
faction. The situation remained tense for a few days after the incident with paramilitary and military 
troops being called in to patrol the streets. While investigation into the incident is still continuing, fingers 
are being pointed in all directions, including sectarian and political opponents of the Tehreeq and even 
towards ‘foreign agencies’.  
 
The country also witnessed a series of strikes throughout the month of February to protest the 
blasphemous cartoons initially published in Denmark in October 2005 and later reprinted by a number of 
European newspapers. While such protests were witnessed throughout the Muslim world, protests in 
Islamabad and Lahore turned violent, with substantial losses to public and private property. However, the 
violence could have been worse -even its present extent could have been curbed had there not been an 
administrative cusp, brought about by the inept transition to the nazim system. Political parties extracted 
considerable mileage from the event. In particular, the politico-religious parties floated a number of strike 
calls, which, by and large, were observed nationwide. The end of the chain of protests coincided with 
President Bush’s visit to Pakistan in the beginning of March. Consequently, much of the anti-cartoon 
sentiment was mingled with anti-Government and anti-US rhetoric. Some prominent political leaders like 
Imran Khan were also detained temporarily for disrupting law and order during this period.  
 
Pakistan was rated the world’s 9th most failed state according the Failed State Index 2006, a rating worse 
than the ratings of countries like Afghanistan, Sierra Leone and North Korea. The Index compiled by the 
US Foreign Policy magazine and the US-based Fund for Peace think-tank shows Pakistan move from the 
34th position in 2005 to the 9th in 2006. The index rates countries on twelve indicators covering social, 
economic and political conditions. The Index triggered a backlash from not only the Government of 
Pakistan which rejected the rating calling it ‘the joke of the year’, but also from the civil society. 
However, the reaction seems to be more of a reflex action to another undesirable label being attached to 
the country’s name rather than an objective view of the reasons why Pakistan’s ratings plummeted. A 
more substantive concern is with the methodology which could produce such sharp movements in such a 
short space of time, as opposed to the expected incremental ones. However, by the same token, even the 
broad findings are worrying and the Government should sit up and take notice rather than reacting 
reflexively. 
 
Sources: The News International 

The Daily Times 
The Dawn 
The Friday Times 
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The Herald 
The Newsline 
Inter-services Public Relations 
www.fundforpeace.org/programs/fsi/fsindex2006.php 
news.bbc.co.uk 
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B. Economic Conditions 
 
Changes Improvement Stability Deterioration 
Production    ↓ 
Employment  →  
Poverty  →  
Saving and Investment ↑   
Imports and Exports   ↓ 
Monetary Policy   ↓ 
Financial Infrastructure  →  
Overall Change  →  

 
Comments/Issues/Trends 
 
The Pakistan economy continues to register impressive GDP growth rates. Although a slightly lower GDP 
growth rate is forecasted for FY06, the economy on the whole remains strong courtesy of the substantial 
investments in the current (and preceding) year, strong domestic demand, buoyant exports and high FDI 
levels. The single biggest concern for the Government remains the persistently high inflationary pressures 
that have eroded real incomes and purchasing power of the poor.  
 
The State Bank of Pakistan revised its estimates for GDP growth rate for FY06 to 6-6.6 percent from the 
earlier estimate of 7 percent. The revision comes largely due to the slow down in the growth of the large-
scale manufacturing sector, which was at the behest of the remarkable growth the previous year. The 
LSM sector grew by only 8.7 percent during the first quarter of FY06 compared to the 24.9 percent during 
first quarter of FY05. This is largely a result of the decreased demand due to the tightening of the 
monetary policy as well as capacity constraints in the sector. State Bank’s second quarterly report for 
FY06 confirms the lower estimates, as the real GDP growth is likely to settle between 6-6.5 percent. The 
slowdown of growth in the commodity producing sectors has been witnessed. However, this has been 
partly compensated for by a stronger than expected performance by the services sector. Despite the slight 
slowdown, the Standard and Poor’s rating agency revised Pakistan’s foreign currency rating from ‘stable’ 
to ‘positive’ owing to a decrease in external debt and high economic growth. The new foreign currency 
rating has improved from ‘B’ to ‘B+’. 
 
Initial estimates of the earthquake’s impact on economic growth suggested a minimal bearing given that 
the affected areas accounted for only 15 percent of the national economic output. In fact, the 
reconstruction effort is expected to lead to an increase in output. However, the fiscal deficit is set to rise 
beyond the targeted 3.8 percent of GDP. The international community has come to Pakistan’s rescue by 
pledging as much as USD 5.8 billion including grants, loans, and money in program assistance.  
 
After having crossed the USD 1 billion mark in FY05, foreign direct investment (FDI) levels continued 
their impressive increase. During the first quarter of FY06, FDI levels reached USD 328.7 million. FDI 
levels for the same period in FY05 were 81 percent lower at USD 181 million. From July to November 
2005, FDI soared to USD 734 million, which represents an increase of 124 percent YoY. Portfolio 
investment rose by a remarkable 533 percent YoY, to USD 271 million. The latest data released by the 
State Bank of Pakistan shows FDI at the end of the third quarter of FY06 at USD 2224 million, 
representing an increase of 180 percent YoY. Portfolio investment at the end of the third quarter stood at 
USD 407.4 million, an increase of approximately 276 percent. Remittances at the end of the third quarter 
stood at USD 3228.2 million, an increase of over 5 percent YoY. 
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Pakistan’s foreign exchange reserves decreased during the first three quarters of FY06. From USD 12.6 
billion at the beginning of the fiscal year, they declined to USD 12.0 billion at the end of the first quarter 
and USD 11.6 billion at the end of the second quarter of FY06. World Bank estimates at this point 
suggested the reserves would allow Pakistan 4.1 months worth of imports of goods and services based on 
World Bank’s projected imports for FY06. During the third quarter, foreign exchange reserves have 
declined further to USD 11.3 billion. IMF projects year-end foreign exchange reserves to be lower and 
allow only 3.3 months worth of imports. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The Central Board of Revenue’s tax collection has seen an upward trend during FY06. From July-October 
2006, CBR tax collected amounted to PKR 195.1 billion representing an increase of 17 percent over the 
same period in FY05. This figure is 1.5percent higher than the CBR target for collection during the 
period. During the first half of FY06, collection was already 22.7 percent higher than the first half of 
FY05. Equally impressive is the fact that tax collection was broad based. Direct tax collection increased 
by 32 percent, sales tax by 20.5 percent, and customs duty by 20 percent. By the end of February 2006, 
CBR had collected PKR 419.3 billion compared to the PKR 340.9 billion during the same period in 
FY05. The Central Board of Revenue's (CBR) collection target for FY06 is PKR 690 billion. 
 
The trade deficit of the country has seen a relentless increase in recent months. During the first quarter of 
FY06 trade deficit rose to USD 2.37 billion reflecting a 187 percent increase over the previous year. 
Imports during the first quarter increased by 52 percent (YoY) while exports increased by only 20 percent 
(YoY). The surge in imports was a result of the tremendous increase in imports of petroleum products 
(35percent increase), motor vehicles (96 percent increase) and textile machinery (30 percent increase). 
The major drivers of export growth were cotton cloth (41 percent increase), bed linen (42 percent 
increase) and readymade garments (65 percent increase). Much of the rise in trade deficit was expected as 
global oil prices continued to rise. Moreover, the Government’s new import policy has exempted textile 
sector imports from General Sales Tax (GST). The trend in trade deficit has continued since the first 
quarter of FY06. According to State Bank of Pakistan figures, aggregate exports for FY06 till the third 
quarter amount to USD 12 billion while imports amount to USD 20.6 billion.  
 
Inflationary pressures remain persistently high and are perhaps the biggest concern for policy makers at 
present. CPI inflation has been on the constant increase. The highest inflation recorded in FY06 was in 
July when CPI inflation recorded an 8.99 percent increase over July 2005. In September 2005, CPI 
inflation rose by 8.53 percent YoY, with non-food inflation’s increase recorded at 9.25 percent YoY and 
that of core inflation at 8 percent YoY. During October CPI inflation rose by 8.27 percent, in December it 

Source:  Federal Bureau Statistics 
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was up by 8.51 percent, in January by 8.76 percent, and in February by 8.42 percent (all figures are YoY). 
Overall, in the first three quarters of FY06, inflation has risen by 8.25 percent. Major drivers of 
inflationary pressures include high oil prices leading to rising transport and communication costs, rise in 
prices of education fee, house rent, food items, and medical bills. 
 
The debate on the level of poverty in the country continues amidst Government claims of an exceptional 
decline in poverty levels contested by independent opinions suggesting skepticism about Government 
calculations. The Government has recently suggested that the population below the poverty line has 
decreased to around 25 percent, 6-7 percent lower than estimates in 2000-01. However, this does not 
confirm with independent analysis and the sentiment on the street, where high inflationary pressures and 
stagnant incomes have eroded purchasing power significantly. Some independent opinions suggest the 
number of ‘poor’ has grown over the past five years.  
 
That the Government figures on poverty do not correspond with other officially commissioned surveys 
casts doubts on official claims. The Labor Force Survey 2003-04 points to lower real wages on average 
than 1997-98. It also shows 14 percent of regular workers earning less than the prescribed minimum 
wage. Two other major concerns on the issue of poverty are the rising income disparity and consumption 
related inequality and the large number of people falling in the category of ‘transient’ poor. While 
consumption for the poorest 20 percent households has risen by 9 percent in the last 4 years, the figure is 
22 percent for the richest 20 percent. The share of transport and house rent has also risen for the poorest 
20 percent households by 50 and 20 percent respectively. Finally, almost three-fourths of the population 
is living on less than USD 2 per day. While these are categorized as the ‘transient’ poor, they are 
extremely vulnerable to external shocks and can easily end up in the ‘chronically’ poor category.   
 
The Government continued to pursue its privatization agenda aggressively during the reporting period. 
The two major developments on this front were the successful privatization of KESC and PTCL. The 
Cabinet Committee on Privatization approved the sale of 73 percent shares of KESC at PKR 1.65 per 
share to a consortium comprising of Hassan Associates, Al-Jomaih Holding Company, and Premier 
Mercantile Services Limited. The control of Karachi Electrical Supply Corporation (KESC) was handed 
over to the consortium on payment of PKR 15.9 billion, with the remaining PKR 4.3 billion to be invested 
in improving KESC’s utility infrastructure. KESC marks the first successful privatization of a state-
owned energy distribution company. The PTCL privatization bid has finally gone through but not without 
a major setback. The winning bidder, the UAE based Etisalat, failed to make the payment for the first 
installment by the deadline. For a while, the deal seemed to have been put off permanently. However, the 
Government has managed to renegotiate and has given the bidder the luxury of paying the USD 2.6 
billion bid price over five years. The Cabinet Committee has approved the sale of 26 percent shares of 
PTCL. The Cabinet Committee also approved the highest bids for the privatization of Mustehkam Cement 
Limited and Javedan Cement Limited. Meanwhile, the State Bank has issued a license to a UAE based 
investment firm allowing it to establish the Emirates Global Islamic Bank with a paid-up capital of USD 2 
billion. This will be the fourth Islamic bank in Pakistan.  
 
Sources: The News 
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C. Social Conditions 
 
Changes Improvement Stability Deterioration 
Living Conditions: Poor-
Income/Consumption Patterns 

 →  

Access to Education ↑   
Access to Health Services ↑   
Access to Safe Water  →  
Role and Status of Women in Society   ↓ 
Police Functioning  →  
Overall Change  →  

 
The process of devolution has facilitated the effective implementation of some reform programs that are 
meeting with slow but sure success. The education sector has benefited from the devolution process, 
which has brought service delivery closer to the people. The Education Sector Reform program 2002-06 
has increased the net national primary enrolment rate to 52 percent from 42 percent in its first two years, 
aiming to increase it to 76 percent by the end of the program. Other initiatives include the on-going 
National Education Policy and the Education for All National Plan of Action. The international donors, as 
well as the Government of Pakistan, which has allocated PKR 3.8 billion to this sector for FY 06 and 
aims to increase it to 2.2 percent of the GDP by 2007, support the reforms. However, Government 
estimates suggest that about 5.7 million children of primary school going age are still out of the education 
system and the gender disparity remains, with girls making up only 42 percent of the total number of 
children enrolled. Moreover, most of the advancement made in this sector has been limited to Punjab. The 
same kind of success has not been witnessed in other provinces, especially NWFP and Balochistan. 
 
According to a report by the WHO, USD 34 per capita is required for a package of essential health 
services in Pakistan. The total expenditure on health in Pakistan is USD 18 per capita, out of which the 
total Government health expenditure is USD 4 per capita, falling drastically short of the recommended 
level. In spite of this, Pakistan’s health indicators, while among the lowest in the region, have shown 
consistent improvement.  During 2000-05, there has been an addition of 50 Mother and Child Health 
centers, approximately 20,000 doctors, 2000 dentists, 11,000 nurses, 1000 mid-wives and 1300 female 
health workers. Recently, rampant drug injection and high-risk behavior has forced WHO/UNAIDS to 
rate Pakistan as a high-risk country for the spread of HIV /AIDS.   
 
Human rights conditions continued to deteriorate. Amnesty International took severe notice of the new 
aspect of human rights violations in Pakistan in the context of the Balochistan conflict with reports of 
scores of cases of arbitrary arrests and detention, torture, extra judicial executions, ‘disappearances’ and 
use of excessive force by security and intelligence forces. Political activists as well as women and 
children have become a target of such violations. Moreover, Baloch militants have taken to the use of 
landmines, which have resulted in civilian deaths. The military operation in Waziristan has also caused 
high numbers of civilian casualties.  Several instances of prisoner abuse were also recorded. Crimes 
against women continued unabated as the Human Rights Commission of Pakistan reported over 1400 
honor killings in 2005 alone, as well as several cases of acid attacks. 
 
Women representation in the political arena has reached an all-time high, with 33 percent seats reserved 
for women in the local councils, and 17.2 percent in the Senate, National and Provincial Assemblies. 
However, overall female economic participation in Pakistan remains the lowest in SAARC countries, 
with the average for SAARC being 65 percent and the figure for Pakistan at 44 percent. Implications for 
development are many, especially as there is a negative correlation between fertility rates and female 
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economic participation. Among positive developments for the status of women in the Pakistani society 
was the inclusion of 4 female cadets in the ranks of the Pakistan Air Force GD pilots, a landmark 
achievement for the women of the country.  
 
Almost 70 percent of the 160,166,742 people in Pakistan are under 30 years of age. Few employment 
opportunities and recreational facilities for the youth exist in the country, leading to frustration, 
widespread drug abuse and degeneration of the society. In the recent past, the Ministry of Youth Affairs 
has taken a few concrete steps to improve the conditions for youth. Soft loans of PKR 4694 million were 
given to 57088 youth through the Youth Investment Promotion Society (YIPS). Construction of several 
youth hostels and medium-level stadiums was undertaken to provide the youth with opportunities to get 
involved in constructive activities. A national Youth Policy is currently in the process of being drawn up, 
with inputs from all stakeholders. However, such initiatives need to be sustained in order to make a long-
lasting impact. The lack of financial resources and the sheer number of uneducated and unemployed 
youth in Pakistan are constraints faced by the Government in this regard. 
 
Progress on policy initiatives with regard to social issues is slow. No major breakthroughs in the social 
reform process were made. In part, this can be attributed to more pressing matters such as the October 8 
earthquake and the pre-occupation of the Government with the unrest in Balochistan. 
 
Sources: The Daily Times 
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D. Foreign Policy and Security-related Conditions 
 

Changes Improvement Stability Deterioration 
Military  →  
Terrorism   →  
Exceptional Safety Measures  →  
Foreign Policy   ↓ 
Sectarian Violence and Crime   ↓ 
Overall Change   ↓ 

 
No dramatic change in Pakistan’s foreign relations or external security concerns was witnessed over the 
last six months. The key developments with regard to foreign relations have taken place vis-à-vis 
Afghanistan, India, US, and Iran.  
 
The most volatility was experienced in Pakistan-Afghanistan relations as tensions spiraled considerably 
between the two neighbors. The long-standing intermittent tensions on border infiltration came to a head 
after Afghan President Hamid Karzai and other senior officials openly blamed Pakistan for a spate of 
suicide attacks in Afghanistan. Karzai also lodged a complaint with the visiting US President George W 
Bush expressing skepticism on Islamabad’s sincerity towards targeting Taliban leadership, especially 
Mullah Omar who was allegedly operating from within Pakistan. President Musharraf’s subsequent 
rebuttal to Karzai’s allegations and Pakistan’s overt accusation of an Afghan role in the ongoing 
Balochistan insurgency deteriorated the situation further. While tensions on this count are not likely to 
escalate to a conflict situation, it would be interesting to see how Islamabad and Kabul react to each other 
in the face of US pressure on both to continue supporting the War on Terror.  
 
Pakistan’s relationship with the US remains cordial as Pakistan continues to collaborate on the War on 
Terror in North Western Pakistan. The US has repeatedly acknowledged Pakistan’s assistance on the US 
effort against terrorism, including praise for the killing of the senior Al Qaeda commander Hamza Rabia 
in North Waziristan on December 1, 2005. To its credit, the US played a commendable role in the relief 
effort in the immediate aftermath of the October 8, 2005 earthquake in Pakistan.  
 
Perhaps the single most important foreign policy related event in the past six months was the visit of US 
President George W. Bush to India and Pakistan. The visit proved to be of utmost importance for the 
strategic equation in South Asia. The outcome of Bush’s visit has led many experts to reinitiate the 
analysis of the 1990s, where Pakistan-US relations were viewed through New Delhi’s lens. President 
Bush’s visit to India was a major success as both countries signed a number of defense and economic 
agreements. The flagship deal for civilian nuclear technology transfer was also signed despite staunch 
opposition from the global non-proliferation lobby. That the US and India are set to be enduring partners 
in a long term strategic relationship has caused a stir in Islamabad. This was accentuated by the fact that 
the Bush visit did not yield any tangible gains for Islamabad. In fact, Bush categorically ruled out any 
possibility of reciprocity and reportedly was also critical of Pakistan’s role in Afghanistan (as alleged by 
Hamid Karzai) and the lack of genuine democracy in the country.  
 
Pakistan is currently in negotiations with the US to provide it with energy assistance, although a nuclear 
energy deal of the sort India received is not on the cards. A bilateral investment treaty has also been 
negotiated and is to be signed in the coming weeks. Finally, given the need for immediate resources to 
tackle the earthquake disaster, President Musharraf announced delaying the purchase of the 24 F-16 
aircrafts from the US, which had been approved previously.  
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There is no denying the fact that Pakistan will now have to play second fiddle to the Indo-US relationship. 
However, the US interest in Pakistan as a partner in the War on Terror and its stake in ensuring peace 
between Pakistan and India will not allow Washington to turn its back completely on Islamabad. Rather, 
the US is likely to play a ‘balancing’ act, which will ensure that both Pakistan and India remain key 
pillars of US strategy in South Asia.  
 
Pakistan-Iran relations have remained stable. However, as US pressure mounts on Iran in order to force it 
to dismantle the country’s uranium enrichment program, Islamabad is likely to be caught in an 
increasingly difficult diplomatic situation. Given the potential for tremendous domestic opposition in case 
Musharraf decides to side with the US in any armed conflict, Pakistan is categorically calling for a 
diplomatic settlement to the Iranian issue. Clearly, a military confrontation would put the Government in 
a bind. Thus far, Pakistan, by and large has managed to play a successful balancing act in the face of US 
pressure. Despite US opposition, Islamabad remains committed to the IPI gas pipeline, much to Iran’s 
pleasure. Not to mention, Pakistan’s economic interest in the pipeline is another reason why Islamabad is 
opposed to any military action in Iran.  
 
The Pakistan-India peace process continues to move at a snail’s pace according to our previous forecast. 
On the positive side, the earthquake, which affected areas on both sides of the Line of Control, provided 
an opportunity for the two countries to collaborate in the relief effort. Talks between Pakistan and India 
resulted in opening of five crossing points across the LOC, which allowed two-way movement of 
Kashmiris to assist in the post-earthquake relief and rehabilitation efforts. Trade talks also progressed, as 
did discussions on the issue of initiation of a ferry service between Karachi and Mumbai. Pakistan and 
Indian security officials have also met to discuss the issue of border security and drug control. The 
Khokhrapar-Munabao rail link has already been restored. Moreover, India has agreed to modify the 
design of the controversial Baglihar dam after signs that the World Bank may prepare a verdict against 
India on grounds that it had indeed violated the Indus Water Treaty. At the same time however, India has 
opposed Pakistani plans of building the Bhasha dam in Pakistan’s Northern Areas.  
 
Despite movement on the composite dialogue, the major concern that many analysts feel may lead to a 
stalemate of the process is the lack of movement on the key contentious issues between the two sides. 
Undoubtedly, Kashmir remains the single most important factor, where no tangible progress seems likely 
any time soon. Although Kashmiri leaders have recently visited Pakistan and are in dialogue with India, 
there is little hope that either side would be willing to compromise on the issue. Other contentious issues 
like Siachen and Sir Creek have also not witnessed any positive movement. Furthermore, underlying 
tensions between Pakistan and India remain alive as India continues to raise the issue of cross border 
terrorism and training camps infrastructure in international forums while Pakistan is now blaming India 
for actively supporting the insurgency in Balochistan in a bid to destabilize the country. In the coming 
months, the peace process can be expected to move ever so slowly, but with no breakthrough on the key 
issues.  
 
There has been little movement on the SAARC front. The implementation of the SAFTA agreement has 
been delayed further. The only significant development relevant to Pakistan was the Bangladeshi Prime 
Minister’s visit to Islamabad, the first in 13 years by a high-ranking Bangladesh official. A number of 
agreements were signed during the visit. The most prominent was the agreement in principle to set up a 
functioning FTA by September 2006.  
 
The most significant development was the first ever-official meeting between Pakistani and Israeli 
Foreign Ministers. As we forecasted, developments on this front have been quiet and modest. In October 
2005, President Musharraf addressed the American Jewish Congress in New York, the first official 
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address by a Pakistani leader to a Jewish forum. The President reflected the sentiment that while Pakistan 
was interested in opening up relations with Israel, the future of Islamabad-Tel Aviv communication 
hinged upon the outcome of the Middle East Peace process. With the deteriorating situation in the Middle 
East, status quo is likely to remain on Pakistan-Israel relations for the foreseeable future.  
 
Sources: The News International 
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E. Environmental Conditions 
 

Changes Improvement Stability Deterioration
Natural Resource Base   ↓ 
Degradation   ↓ 
Waste Management    
Awareness ↑   
Policies    
Overall Change   ↓ 

 
Environmental degradation in Pakistan has reached alarming proportions. The gravity of the extensive 
damage resulting from forestry mismanagement was clearly seen when the October 8 earthquake struck 
the northern areas of Pakistan. Some commentators such as the WWF have attributed about a third of the 
destruction to denuded forests and crushed rocks that resulted in massive landslides. It is estimated that 
while in 1947 the forest cover of Azad Kashmir was 42 percent, it has been reduced to 10 percent at 
present. 
 
Awareness campaigns have spread across all strata of society and gathered momentum. Several incidents 
of residents of small villages taking active measures to counter environmentally harmful practices of 
industrialists in their areas have occurred. Additionally, there is mounting pressure on the Government 
from civil society to focus on environmental improvement as a measure for poverty alleviation. 
 
Several policy initiatives have been undertaken to address these growing environmental concerns and to 
ensure sustainability of natural resources. As a measure to combat the alarming number of deaths 
resulting from water toxicity, the Government of Pakistan has drawn up the National Drinking Water 
Policy and a National Sanitation Policy. 
 
The Ministry of Environment has undertaken the establishment of the National Council for Sustainable 
Development and a National Sustainable Development Strategy is also being drawn up. The Poverty 
Reduction Strategy Paper, too, includes a comprehensive list of proposals to address environmental 
concerns, such as access to safe drinking water and sanitation, introduction of cleaner fuels and promotion 
of reuse and recycling by privatization of collections among others. However, such initiatives are long-
term plans that hinge on increased awareness, adequate funding, proper implementation and monitoring 
and are not likely to yield results in the short term.   
 
Sources: World Wildlife Fund 
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May – September 2006 
 
 

Synopsis 
 
 
Political Context 
 
The current reporting period brings into sharp relief the divisive forces threatening Pakistan’s stability. 
The military regime has opened up too many fronts: its extended tenure and the US supported War on 
Terror may be lulling it into a false sense of security. If precedent is anything to go by, neither forms a 
basis for permanence. In particular, US support is expedient. Disillusionment with the army’s role, both in 
the War on Terror, and on more eclectic governance issues are inducing it to flirt with the civilian option, 
as articulated in the Charter of Democracy. While the charter is poorly fashioned and the opposition 
fragmented- weakly reminiscent of the erstwhile Movement for the Restoration of Democracy (MRD) it, 
nonetheless, represents a long-awaited effort to restore civilian rule. It appears that the US – and by 
extension, its western allies, are not weighing in fully behind this initiative. This probably reflects their 
concern that the civilian institutions already in a state of collapse, could succumb to extremist pressures 
and further destabilize a fragile regional environment.  
 
However, be that as it may, centralized military rule has inherent contradictions. These have produced 
growing dissent within the ‘king’s’ party, provoked opposition from fundamentalist elements – both 
within and outside the Government, incited provincial separatist movements, and alienated civil society. 
On the premise of having to decide between the lesser of two evils, the scales in the West may eventually 
tilt towards a preference for genuine civilian rule, rather than an endorsement of its existing distorted 
form. Recognizing that, Musharraf will be banking on the ‘king’ party’s victory to extend his stay in 
office post-2007 elections. There are even problems on that count for Musharraf, as was evident from the 
near-political disaster in Sindh. Disagreements between the PML-Q and MQM coalition Government 
prompted the latter’s ministers to resign in late August, causing a virtual collapse of the Government. 
While the issue has subsided for the time being, it has made obvious the fragility of the political set-up in 
Sindh. Moreover, incidents of internal rifts within the PML-Q are becoming commonplace. Given our 
view that Musharraf will end up banking on a PML-Q victory in the 2007 elections, this is a matter of 
serious concern for the President. The ongoing row on the issue of dam building in the country has 
subsided temporarily, without resolving the underlying disconnect among provinces on the issue of water 
sharing.  
 
Prime Minister Shaukat Aziz has had his own share of problems. On August 29, 2006, the opposition 
benches jointly tabled a no-trust motion in the National Assembly against the Prime Minister, charging 
him on various counts. While the Prime Minister survived the motion, analysts within the country believe 
that his future post-2007 remains uncertain. 
 
Economic Conditions 
 
The Pakistan Development Forum was held in May 2006 with the aim of highlighting the Government’s 
pro-investment, pro-growth and pro-poor outlook. The federal budget FY07 also has a pro-poor tinge to 
it. The total outlay of the federal budget is PKR 1.5 trillion. Allocation for development expenditure has 
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seen a tremendous increase, with a total allocation of PKR 435 billion, up by 59.9 percent. The defense 
expenditure has also seen an increase, the current allocation being set at 250.2 billion.  
 
Pakistan’s macro-economic performance remains impressive, albeit some worrisome signs. The country’s 
GDP growth rate at FY06 year-end was estimated at 6.6 percent. The major factor behind the lower than 7 
percent GDP growth rate (which was initially estimated) in FY06 was a drastic slow down in the large-
scale manufacturing sector’s growth. The country’s FDI showed an impressive track record in FY06, 
largely at the behest of privatization proceeds. By the end of FY06, the total FDI amount stood at USD 
3.52 billion compared to the 1.52 billion in FY05. Total liquid reserves stood at USD 13.13 billion at the 
end of the fiscal year.  
 
Foremost among the worries for economic policy makers is the ever-burgeoning trade deficit. During July 
to May FY06, the trade deficit increased by 93 percent YoY. Moreover, the Government’s inability to 
curb inflationary pressures rightly persisted. The year-end CPI inflation stood at 7.92 percent. The FY07 
budget estimates CPI inflation to drop to 6.5 percent YoY. The Government’s privatization program 
continues, albeit turbulently. While initial proceeds from the PTCL and KESC privatization have been 
received, the Government’s program experienced a major setback when the Supreme Court of Pakistan 
declared the privatization deal of the Pakistan Steel Mills ‘void’, a verdict which may make further deals 
more transparent but will also impact investor confidence negatively.  
 
The State Bank has reoriented its priorities under the new Governor and is laying emphasis on facilitating 
intermediation of market based or high priority credit and capacity development to exploit new niche 
areas. The organizational structure of the State Bank has also been revamped to setup four distinct 
clusters: (i) banking cluster, (ii) monetary policy and research center, (iii) financial markets and reserve 
management cluster, and (iv) corporate services cluster. Interestingly, Pakistan’s access to credit 
indicators- the Legal Rights Index, Credit Information Index and public registry coverage- compare 
favorably with the rest of the region. 
 
Regional Relations 
 
There have been a number of important developments in Pakistan’s inter-state relations during the 
analysis period. The most worrisome movement has been on the Pakistan-India peace process front. A 
string of deadly bomb blasts that hit Mumbai on July 11, 2006 saw an instant Indian signal towards 
Pakistan as the perpetrator of the attacks. The result was that the peace process virtually stalled. After two 
months, the Pakistani President Musharraf and Indian Prime Minister Manmohan Singh met on the 
sidelines of the NAM summit in Havana, Cuba and issued a welcome joint statement which announced 
the reinitiation of the peace process.  
 
Pakistan continues to be the front line US ally in the War on Terror. The US Secretary of State 
Condoleezza Rice visited Islamabad in June 2006 primarily to attempt a thaw in Pakistan-Afghanistan 
relations, in which she seems to have succeeded to some extent given that President Musharraf made a 
two-day ‘good will’ visit to Kabul in early September. During the Afghan visit, both Musharraf and 
Hamid Karzai assured each other of their good will and were categorical in their emphasis on the need for 
both to have warm relations. The long-awaited Pakistan-US deal for purchase of F-16 aircraft was to be 
inked later this month but yet another delay has been caused reportedly due to Pakistan’s objection to the 
‘downgraded’ capabilities of the aircraft being supplied. Notwithstanding, an increasing number of 
sticking points are beginning to appear in the Pakistan-US relationship. The Indo-US nuclear deal has 
been passed by the US House and thus a gradual shift in Washington’s South Asian policy towards New 
Delhi (without sidelining Pakistan) seems certain. Pakistan-US interests in the IPI gas pipeline project 
also clash. In addition, the US’ unofficial opposition to Chinese presence in Gawadar is sure to become 
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another sticking point once the port materializes. On the other hand, the Pakistan-China relationship has 
become pivotal in acting as a counter-balance to the Indo-US alliance, which both Islamabad and Beijing 
have a significant stake in curtailing. Chinese involvement in the Gawadar port project, which China has 
partly financed in return for sovereign guarantees, is a major development in this regard. The most direct 
impact of the Gawadar development is on the US, as it will likely undermine Washington’s aim to 
establish outright supremacy in the Persian Gulf region.  
 
Internal Conditions  
 
The internal security situation in Pakistan remained extremely turbulent during the analysis period. 
Nawab Akbar Bugti, a prominent Baloch tribal leader and a major actor in the anti-Center insurgency was 
killed in a military operation in Chalgri area of Bhamboor hills in Dera Bugti district. Bugti’s killing 
sparked a chain of violence across Balochistan and parts of Sindh. Moreover, Bugti’s killing has 
witnessed a tremendous backlash on the military Government from political opponents as well as 
domestic and international civil society organizations. While official pronouncements continue to portray 
that things remain under control, there seems to be a consensus that the situation is likely to remain tense 
in the short-term. Whether this will force the Government to the negotiating table, or whether it would 
increase official resolve to wipe out all opposition swiftly, is an open question. How the Musharraf 
Government handles the Balochistan issue till the 2007 elections may well decide its popularity level 
come-elections. Quite contrary to the official modus operandi in Balochistan, in North Waziristan, the 
second trouble spot in the country, the Government signed a peace deal with the pro-Taliban militants in 
early September. The Government maintains that the agreement is a means to bring in economic vitality 
under peaceful circumstances. However, skeptics have pointed out that the deal is a de facto 
acknowledgment of the military operation’s failure. The peace deal is likely to come under severe 
pressure from international actors. Depending on its initial impact, the US, NATO and Afghanistan are 
sure to question the effectiveness of this approach dealing with militants by implicitly bowing to their 
pressure rather than continuing to confront them. For Musharraf then, the choice remains between 
standing up to continuous external pressure or persisting with a military action that is highly unpopular 
domestically.  
 
Social Conditions 
 
Social conditions in the country have hardly witnessed any significant change. A recent World Bank 
vulnerability study estimates that 56 percent of the population is facing a greater than 50 percent 
probability of falling into poverty in the next few years. This puts the spotlight on the lack of a social 
protection policy in Pakistan. Moreover, Pakistan’s burgeoning population continues to concern many. 
The latest population estimates report approximately 165 million citizens, 39 percent of whom are 
between 0-14 years of age. 
 
The amount earmarked for health and population under social sector development in FY07 is PKR 15.4 
billion, an increase of 21.3 percent over FY06. With 12 percent of all health issues in Pakistan related to 
reproductive problems, a positive development is the increase in prenatal consultations by pregnant 
women. Infant mortality rates continue to decline. On the other hand, the country has also seen an 
increase in water-borne health problems. In parts of Sindh and Faisalabad, recent outbreaks of 
gastroenteritis induced by consumption of contaminated water have caused a significant number of 
deaths.  
 
Allocation to education including the allocation for the Higher Education Commission has been increased 
to PKR 22.9 billion, marking a 52.7  percent increase from FY06. In the education sector, Pakistan still 
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lags behind other comparable nations in overall adult literacy, which hovers around 53 percent. However, 
the Gross Enrolment Rate for primary school has increased from 72 percent in 2000-2002 to 86 percent. 
Similarly, the retention rate from primary to middle and middle to secondary schooling are high at 80 
percent and 87 percent respectively. The gender gap of 17 percent has persisted over the past fiscal year. 
Overall, despite improvements in key education indicators, attaining MDG goals is likely to pose a 
challenge. 
 
Human rights conditions in the country have not undergone any changes. There have been continued 
reports of civilian disappearances in the military operation in Balochistan. Women’s rights are at the 
forefront of parliamentary debate once again, as the reforms in the controversial Hudood Ordinances were 
tabled in the National assembly recently. Unfortunately, despite the Government’s keenness to modify the 
Ordinance, it failed to pass amendments in the National Assembly. This has disappointed members of the 
civil society and women’s rights activists who have persistently demanded the repeal of the Hudood 
Ordinance. 
 
The situation with regard to decentralization seems to have improved marginally. Greater citizen 
involvement in service delivery is being achieved gradually. CCBs are now functional in most districts 
and citizen committees are promoting better performance with regard to management of schools, health 
and water facilities.  
 
Environmental Conditions 
 
Some significant environment related policy developments have been made in the recent past. Pakistan 
ratified the Kyoto Protocol in early 2006. Amendments have also been made to the Liquefied Natural Gas 
policy in order to promote use of alternate fuels. The National Land Use and Forestry Program and the 
National Sanitation Policy are currently being drafted, given that water logging and salinity and 
deforestation are major problems for Pakistan. Moreover, the Government has also declared 2007 as 
‘Visit Pakistan Year’ in order to fully utilize the tourism potential of the country. However, opening up 
the natural resources-rich areas in a country, which loses 3-4 percent of its GDP due to environmental 
degradation, where increase in industrialization is largely unplanned and where implementation of 
legislations is weak is likely to have far-reaching environmental implications unless safeguards against 
unsustainable exploitation of resources are developed.   
 
The budget allocation for environment for FY07 is PKR 5.7 billion, out of which PKR 4 billion is 
reserved for the ‘Clean Drinking Water for All project.’ Currently, although the Government perceives 
water quality and shortage as a major environmental problem in the country, the identification of the need 
for concrete measures such as water treatment plants and regulating the release of industrial effluents in 
water is not followed up with timely action. 
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A. Political Conditions 
 
Changes Improvement Stability Deterioration 
Political Development Conditions   ↓ 
Rule of Law / Good Governance   ↓ 
Political Unrest   ↓ 
Overall Change   ↓ 

 
The political situation in Pakistan remained extremely turbulent during the analysis period. Arguably the 
most worrisome development has been the escalation of tensions in Balochistan. A major blow was the 
killing of Nawab Akbar Bugti, a prominent tribal leader, chief of the Jamhoori Watan Party (JWP), as 
well as one of the key actors in the anti-Center insurgency ongoing in the province.  
 
After a temporary lull in the turbulence, the situation in Balochistan remained volatile with the BLA and 
other opposing factions periodically attacking State infrastructure and security personnel. The military 
retaliated persistently. The Balochistan issue continued to be discussed in the Parliament and Senate with 
opposition parties repeatedly calling for an end to the military operation. Reportedly, all official attempts 
at forging a common ground with the opposing sardars failed to bear fruit. Consequently, in a move that 
shocked the entire country, news of Akbar Bugti’s killing surfaced amidst great controversy. Nawab 
Akbar Khan Bugti was killed, along with 37 armed tribals, and 21 security personnel in a military 
operation in Chalgri area of Bhamboor hills of Dera Bugti district on August 26, 2006.  
 
Bugti’s killing sparked a chain of violence across Balochistan and in parts of Sindh. The situation 
continues to be tense. Moreover, Bugti’s killing has witnessed a tremendous political backlash on the 
military Government. The BNP, with four members in the National Assembly, tendered resignations in 
protest against Bugti’s killing. The mainstream opposition parties (and some members of the ruling 
coalition) also severely criticized the Government for taking such an action.  
 
The Government machinery, in a display of utter confusion, initially sought to take the hard line approach 
and suggested that Bugti’s killing ought to send a strong signal to all other opposing factions. However, 
under pressure from the opposition, the State manifested signs of weakness and readily backtracked its 
stance. DG ISPR, in complete contradiction to earlier official statements suggested that a ‘mysterious 
blast’ led to Bugti’s killing, implying that the State did not intend to target Bugti. Nonetheless, in the final 
outcome, the move has backfired for the authorities. More importantly, the situation has quickly evolved 
into a civil-military discourse (as most political debates in Pakistan tend to do). Parallels are even being 
drawn with the pre-break up situation in East Pakistan in 1971.  
 
The situation is likely to remain tense in the short-term. Whether this will force the Government to the 
negotiating table, or whether it would increase official resolve to wipe out all opposition swiftly, is an 
open question. How the Musharraf Government handles the Balochistan issue till the 2007 elections may 
well decide its popularity graph. 
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Quite contrary to the official modus operandi in Balochistan, in North Waziristan, the second trouble spot 
in the country, the Government signed a peace deal with the militants in early September. The deal 
reflects a dramatic turnaround of events since the pro-Taliban militants, with whom the deal has been 
struck, have been the targets of the military’s operation in the region as part of support to the US War on 
Terror. According to the agreement, air and ground operations would cease in return for a guarantee of 
peace from the militants. The authorities have even agreed to release all those arrested during the 
operations and return confiscated weaponry.  
 
The official version suggests that the agreement is a means to bring in economic vitality under peaceful 
circumstances. Indeed, similar deals concluded in South Waziristan previously did reduce attacks on 
security personnel and the related violence. However, skeptics have pointed out that the deal is a de facto 
acknowledgment that the military action has not been able to subdue resistance as was initially 
envisioned. Critics maintain that a short term, politically expedient gain has been chosen over a 
permanent solution. Despite the deal, the Government has made clear that the army will not be recalled 
from North Waziristan and will even be permitted to conduct surgical strikes despite the peace deal.  
 
The peace deal is likely to come under severe pressure from international actors. For now, the US and 
Afghanistan have shown conscious optimism on the deal. Notwithstanding, depending on the initial 
impact of the deal, they are sure to question the effectiveness of an approach to deal with militants by 
implicitly bowing to their pressure rather than continuing to confront them. For Musharraf then, the 
choice is between standing up to continuous external pressure or persisting with a military action that is 
highly unpopular domestically. For now, he has chosen the latter, perhaps in a bid to ease off some of the 
political opposition against him.  
 
Politically, the Government has been under constant fire for various reasons. One recent development was 
the approval of the Charter of Democracy by the leaders of the two mainstream political parties, the PPP 
and PML-N. In a bid to increase pressure on General Musharraf and to reiterate the need for true 
democratic credentials to ensue in Pakistan, the two former Prime Ministers signed the agreement on May 
14, 2006. In spirit, the agreement does seek to ensure that the military is pushed out of politics and all 
constitutional amendments vesting additional powers in the President passed during Musharraf’s rule are 
undone. More than any imminent implications for the incumbent Government, the Charter signifies the 
realization of the need to ensure an uninterrupted period of democracy in the country.  
 
Interestingly, subsequent to the Charter, reports of reinvigorated efforts from Musharraf to co-opt one of 
the two mainstream parties resurfaced. However, both Benazir Bhutto and Nawaz Sharif have denied any 
interaction with the Government. Indeed, given the increasing internal pressure on Musharraf and the fact 
that vested interests of those currently allied to the President have a stake in ensuring that the two 
mainstream parties do not return in full-force, a Government deal with either of the two parties is looking 
unlikely. Consequently, Musharraf has recently begun to lay added emphasis on ensuring end to all rifts 
within PML-Q.  It seems increasingly likely that he will be banking on the ‘king’ party’s victory to extend 
his stay in office post-2007 elections. Interestingly, the President who is supposedly a neutral political 
player, has been openly lobbying for PML-Q at various political congregations.  
 
Prime Minister Shaukat Aziz has had his own share of problems. On 29 August 2006, the opposition 
benches jointly tabled a no-trust motion in the National Assembly against the Prime Minister, charging 
him on various counts. The most prominent concern was the alleged corruption (with his involvement) in 
the Pakistan Steel Mills privatization case. The Prime Minister survived the motion with a 173-136 vote. 
However, the opposition’s move did sound a strong warning, underscoring the ever-increasing pressure 
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on the incumbent Government. Despite Musharraf’s categorical statements reflecting trust in Shuakat 
Aziz, analysts within the country believe that his future post-2007 remains uncertain. 
 
The incumbent Government’s problems are not limited to opposition pressure. A political nightmare for 
Musharraf was narrowly avoided in Sindh, as disagreements between the PML-Q and MQM coalition 
Government prompted the latter’s ministers to resign in late August, causing a virtual collapse of the 
Government. Musharraf successfully managed reconciliation, but not without playing to MQM’s tune, 
subduing the role of the PML-Q Chief Minister and assuring the MQM of considerable freedom in 
running the Government in Sindh. While the issue has subsided for the time being, it has made obvious 
the fragility of the political set-up in Sindh. Unfortunately for the Government, incidents of internal rifts 
within the PML-Q are becoming commonplace. Given our view that Musharraf will end up banking on a 
PML-Q victory in the 2007 elections, this is a matter of serious concern for the President.  
 
The ongoing row on the issue of dam building in the country has subsided to some extent. President 
Musharraf performed the ground breaking of the Bhasha Dam on April 26, 2006. However, the 
underlying disconnect among provinces on the issue of water sharing remains unresolved. Moreover, the 
linkage between the Government’s policies to opt for mega-dams and poverty remains contested.  The 
Government is categorical in claiming that dam construction is necessary to counter projected water 
shortage in the country, a key to future poverty alleviation goals. At the same time, a number of pro-poor, 
environmental and social NGOs and lobbying groups have detested the move and have highlighted the 
severe negative impacts the dams are likely to have. Sindh continues to oppose the development citing the 
likelihood of increased poverty in these provinces (due to losses for small farmers). NWFP and Sindh 
claim the initiative to be a ploy to strengthen Punjab’s hand.  
 
Finally, the civil-military disconnect in the country is ever visible in the management of the earthquake 
reconstruction. The civil society is pressurizing the military high command to pull out and allow civilian 
authorities to take charge of the effort. Notwithstanding, the military remains in control and chances of a 
pure civilian set-up taking over seem remote. Currently, the role of civilian authorities with constitutional 
responsibility in disaster situations remains minimal. The local Governments were stripped off their 
constitutional role to manage post-disaster events, and all their functions are being conducted under the 
military mandate. The AJK Government acted as little more than a puppet for the military establishment 
involved in post-disaster activities and has virtually no role in the activities. The major task being 
performed at the moment is distribution of the compensation for human losses and a house-damage 
assessment survey. The latter has been completed in the rural areas and is underway in the urban areas. 
Notwithstanding, only a small percentage of houses are likely to be ready by the coming winter. 
 
The NWFP political, economic and social context remains distinct from the other provinces. Courtesy of 
the ongoing military operation in the adjacent tribal areas and tense relations with bordering Afghanistan, 
NWFP continues to be a critically important peg in the Government’s anti-extremism policy. The MMA 
Government has had an off-again, on-again relationship with the Center, given its staunch opposition to 
the use of military force against the Taliban and its successful bid to stall many of the Center’s initiatives 
on reforming Islamic laws. In May 2006, the NWFP Governor Khalil ur Rehman resigned, reportedly due 
to differences both with the Center as well as the provincial Chief Minister. Currently, there remains an 
uneasy truce between Peshawar and Islamabad, with the latter turning a blind eye to MMA’s moves to 
institute rigid Islamic regulations within the province but objecting strongly to MMA’s opposition to 
parliamentary reforms on Islamic laws at the national level. The economic indicators for NWFP lag 
behind Punjab and Sindh for the most part. Social indicators, especially those related to females remain 
dismal. For example, female literacy stands at a mere 26 percent compared to the 40 percent national 
average. 
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Sources: The News International 
The Daily Times 
The Dawn 
The Friday Times 
The Herald 
Defence Journal 
news.bbc.co.uk 
www.cnn.com 
Government of NWFP website: www.nwfp.gov.pk 
Earthquake Reconstruction and Rehabilitation Authority: www.erra.gov.pk 
Interviews with political analysts 
Interviews with Government spokesmen 
Roundtable meeting on ERRA’s reconstruction plans hosted by The Asia Foundation (September 
2006) 
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B. Economic Conditions 
 
Changes Improvement Stability Deterioration 
Production    ↓ 
Employment  →  
Saving and Investment  →  
Imports and Exports   ↓ 
Monetary Policy   ↓ 
Financial Infrastructure ↑   
Overall Change  →  

 
The Pakistan Development Forum 2006 titled Drivers of Economic Growth: Unleashing the Potential of 
the Private Sector was held in Islamabad from May 11-12, 2006. The Forum highlighted the 
Government’s pro-investment, pro-growth, and pro-poor outlook by focusing on issues relating to the 
private sector, SME sector, MDGs and human development, environmental protection, social protection, 
infrastructure, devolution, second-generation reforms, and aid effectiveness.  
 
The major event on the economic front during the last quarter was the announcement of the federal 
budget for FY07. The total outlay of the federal budget is PKR 1.5 trillion, reflecting an increase in total 
expenditure of 8.4 percent over the previous year. Allocation for development expenditure has seen a 
tremendous increase, with a total allocation of PKR 435 billion, up by 59.9 percent. The defense 
expenditure has also seen an increase, the current allocation being set at 250.2 billion, a double digit 
increase over the last year. The target for increase in revenues has been set at 6.7 percent higher than 
FY06. Subsidy allocations have been raised from PKR 64 billion to PKR 89 billion, while public debt is 
estimated to experience a downward movement declining from 54.7 percent of GDP in FY06 to 49.5 
percent of GDP in FY07.  
 
Official sources have termed the budget pro-poor. Indeed, on paper a number of pro-poor initiatives have 
been undertaken. The Government has raised the ‘ tax exemption ceiling’ from Rs.100,000 to Rs.150,000. 
Another pro-poor safeguard admittedly built is the 15 percent dearness allowance to all Government 
employees and a 15 and 20 percent allowance to pensioners having retired before or after 1977 
respectively. The minimum wage has also been increased from Rs. 3000 to Rs. 4000. Finally, as the 
Economic Survey of Pakistan 2005-06 figures recommended, the Government has prioritized housing and 
construction, SMEs, and IT and Telecom as sectors, which are key to employment generation.  
 
A contentious economic concern has been the debate on poverty figures. The Government has stood by its 
stance on the drastic reduction in poverty in the country. The Government’s estimates suggest a decline in 
poverty from 34 percent in 2001 to 23 percent in 2005. Political and academic circles have challenged 
these figures. Post-budget, political opponents strongly criticized the Government’s stance on poverty. 
Experts are suggesting that achievement of poverty related MDG goals (21 percent by 2009-10) may 
prove to be a challenge thanks to low social and poverty related spending and declining income 
distribution. Meanwhile, the Government is finalizing the PRSP II document, which was initially to be 
launched by September 2006. While no formal information has been released as yet, indications from the 
various stakeholder consultations conducted in the PRSP II formulation process indicate that the pillars of 
the poverty reduction strategy outlined in PRSP I will remain unchanged. The major change is the 
introduction of the MDG costing- accounting for the resources required to achieve MDG goals. Several 
changes in the monitoring and evaluations system proposed by PRSP I are also likely.  
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Recently, a report titled, State of Economy: Growing Macroeconomic Imbalances was released by the 
Karachi based Social Policy and Development Center (SPDC). The report covers the macroeconomic 
situation of the country for 2006. Economic indicators suggest that on the whole, Pakistan’s macro-
economic performance remains impressive, despite a few worrisome signs. The country’s GDP growth 
rate at FY06 year-end was estimated at 6.6 percent, which lies at the higher end of SBP’s revised figures 
provided in the second quarter of FY06. The major factor behind the lower than 7 percent GDP growth 
(which was initially estimated) in FY06 was a drastic slow down in the large-scale manufacturing sector’s 
growth. Agriculture value added also decelerated by 2.5 percent, but this largely reflects the high base 
effect from the previous year. The main driver of growth was the services sector which contributed 52 
percent of GDP, reflecting an 8.8 increase YoY. Like initial projections of FY06, GDP growth for FY07 
has been projected at 7 percent. 
 
At the end of FY06, the total FDI amount stood at USD 3.52 billion compared to the 1.52 billion in FY05. 
As much as USD 1.54 billion of this amount was received through privatization proceeds. The two main 
contributors to the FDI receipts were the privatization of PTCL (USD 1.14 billion received) and KESC 
(USD 255 million received). Interestingly, almost one third of the total privatization proceeds were used 
to provide budgetary support in FY06, an extremely high proportion that violates the country’s 
Privatization Commission Ordinance.  
 
After having declined marginally, foreign exchange reserves of the country saw an increase during the 
last quarter of FY06. At the end of May 2006, total liquid reserves stood at USD 13 billion, up from USD 
11.6 billion at the end of the second quarter of FY06. The increase was largely a result of USD 1.8 billion 
worth of privatization proceeds as well as the issue of a USD 800 million sovereign bond in March 2006. 
By the end of FY06, liquid reserves stood at USD 13.13 billion. The IMF’s reserve definition puts the 
figure equivalent to approximately 3.5 months of imports of next year’s goods and non-factor services. 
The level of foreign exchange reserves has experienced a turnaround since the beginning of FY07. Liquid 
reserves declined to USD 12.85 billion at the end of July 2006, and were even lower at USD 12.63 billion 
at the end of August 2006. 
 
The CBR has shown an impressive performance in terms of federal tax collection in FY06. The CBR 
surpassed its target for the FY (PKR 690 billion). Its year end collection figures amounted to PKR 712.6 
billion. Collections were up in direct as well as indirect taxes. Tax collection targets for FY07 have been 
set at PKR 835 billion. 
 
On the negative side, perhaps the biggest macro-economic concern for the country’s policymakers 
remains the ever-burgeoning trade deficit. During July to May FY06, the trade deficit increased to USD 
10.6 billion, representing a 93 percent increase YoY. While exports increased by 16 percent YoY during 
this period, increase in imports was as high as 39.6 percent YoY. POL products, automobiles, and iron 
and steel principally drove the import rally. POL products alone accounted for an increase of USD 2.1 
billion to the import bill. Although the import quantity increased by 6 percent, the major factor behind the 
increase was higher POL prices in the international market. Automobile imports cost the national 
exchequer USD 1.4 billion. The SBP’s figures of trade including goods and services show a deficit of 
USD 12.8 billion at the end of FY06. The high trade deficit has also caused a substantial upward revision 
of the current account deficit. SBP estimated the FY06 year-end current account deficit to reach 4.7 
percent of GDP, up from 1.6 percent of GDP for FY05. 
 
According to the FBS, in July FY07, the unfavorable terms of the balance of trade were further 
exacerbated. Exports declined by 4 percent YoY compared to the increase of 23 percent YoY in imports. 
The FBS’s trade figures calculated from customs records show exports at USD 1.2 billion and imports at 
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USD 2.46 billion. The SBP figures based on payments put exports at USD 1.3 billion and imports at USD 
2.37 billion.  
 
The Government’s inability to curb inflationary pressures rightly persisted during the last quarter of 
FY06. In April 2006, the first month of FY06 final quarter, CPI inflation saw a welcome decrease to 6.2 
percent YoY, down from 6.9 percent YoY in March 2006. Thereafter, the rising inflationary trends have 
resurfaced. The year-end CPI inflation stood at 7.92 percent. The SBP reiterated its aim to maintain a 
tight monetary policy to check inflation as it remained wary of the rising international oil prices. 
Regardless, the interest rates on the six-month T-bills were not raised at all between November-June 
FY06, when they were finally increased by 15 basis points. The FY07 budget estimates CPI inflation to 
drop to 6.5 percent YoY. 
 
The major drivers of the CPI inflation have been transport and communication charges and fuel and 
lighting prices. Interestingly, the increased cost of these items pushed the non-food inflation up 
considerably. However, food inflation has decelerated. According to the SBP, in July FY07, non-food 
inflation rose by 7.77 percent, while food inflation rose by 7.44 percent, down from 7.78 percent in the 
previous month.  
 
As already mentioned in the context of FDI, the Government’s privatization program continues. While 
initial proceeds from the PTCL and KESC privatization have been received, the Government’s plans 
received a major setback when the Supreme Court (SC) of Pakistan declared the privatization deal of the 
Pakistan Steel Mills (PSM) ‘void’. In June 2006, the SC issued a directive, nullifying the PSM 
privatization deal worth USD 362 million concluded with a consortium consisting of three parties and 
ordering the Government to refer the matter to the Council of Common Interests (CCI). In August 2006, 
the SC followed up with a detailed directive declaring the PSM deal as having violated the established 
legal protocols. Apart from causing tremendous political embarrassment, which also led to a no-trust 
motion against the Prime Minister (see section on politics), the SC decision is sure to hurt investor 
confidence and dampen the Government’s privatization program.  
 
Standard and Poors (S&P), which had raised Pakistan’s currency rating has expressed concern over the 
Government’s emphasis on an expansionary fiscal stance, and has sounded a warning of a possible 
revision of S&P’s outlook if further fiscal slippage takes place. The fiscal deficit for FY06 was 4.2 
percent of GDP. However, this was largely a result of the PKR 65.8 billion increase in earthquake related 
expenditure. Abstracting from this, the fiscal deficit stood at a mere 3.4 percent of GDP.  
 
Moreover, concerns with regard to the slow pace of inter-tier fiscal decentralization remain. In Pakistan, 
85 percent of the resources are transferred from the federal level. There is a need for a systematic 
approach to fiscal decentralization, specifically with regard to vertical program modalities. Recent 
literature has recommended appropriately designed grant systems as key to incentivizing efficient 
province-to-local integration. 
 
In January 2006, Dr. Shamshad Akhtar was appointed as the first female Governor of the State Bank of 
Pakistan. Under Dr. Akhtar the State Bank’s organization structure has been revised, reflecting the 
reoriented priorities. The major change has been the setting up of four distinct clusters: (i) banking 
cluster, (ii) monetary policy and research center, (iii) financial markets and reserve management cluster, 
and (iv) corporate services cluster. Within the banking sector, the Development Finance Group has been 
formulated whose principal focus will be on infrastructure, housing finance, Islamic banking, SME and 
microfinance. With regard to the latter, the State Bank of Pakistan also issued a directive to all 
commercial banks to engage in micro finance and has developed detailed guidelines to facilitate their 
entry into the sector. The National Bank of Pakistan has launched a micro-lending ‘President’s Rozgar 
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Scheme’ under the brand name of NBP Karobar. NBP estimates that the scheme will provide direct and 
indirect jobs to the tune of approximately 5.4 million Pakistanis.  
 
Finally, the access to credit indicators for Pakistan compare well with the rest of the region. Pakistan’s 
Legal Rights Index  (scale of 0-10) stands at 4 compared to the regional average of 3.8, implying 
existence of laws that are better designed to expand access to credit. The Credit Information Index (scale 
of 0-6), which measures the scope, access and quality of credit information is 4, which is only slightly 
less than OECD countries whose average stands at 5. The country’s public registry coverage is also 
higher than the region’s average, while the private bureau coverage is slightly lower than that in the 
region. 
 
Sources: The News 
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C. Social Conditions 
 
Changes Improvement Stability Deterioration 
Living Conditions: Poor-
Income/Consumption Patterns 

 →  

Access to Education ↑   
Access to Health Services  →  
Access to Safe Water   ↓ 
Role and Status of Women in Society   ↓ 
Police Functioning  →  
Overall Change  →  

 
Despite an increase in Pakistan’s real GDP per capita over the past three years, and a sharp rise in the 
development budget, high inflation has meant rising cost of living for the common citizen. A recent 
World Bank vulnerability study estimates that 56 percent of the population is facing a greater than 50 
percent probability of falling into poverty in the next few years. This puts the spotlight on the lack of a 
social protection policy in Pakistan. As already mentioned, the Government has raised the minimum wage 
from PKR 3000 to PKR 4000 in FY07, but the huge informal sector and overall weak implementation has 
limited the positive impact of the policy measure. 
 
Pakistan’s burgeoning population, especially the number of youth is considered by some to be one of the 
most serious long-term development concerns for the country. The latest population estimates report 
approximately 165 million citizens, 39 percent of whom are between 0-14 years of age, with the median 
age being 19.8 years. The population growth rate for 2006 is estimated at 2.09 percent. 
 
The amount earmarked for health and population under social sector development in FY07 is PKR 15.4 
billion, an increase of 21.3 percent over FY06. A reduction in the duties for medical machinery and 
equipment and diagnostic kits used for HIV Aids, cancer and thalassemia was also announced as part of 
financial incentives offered to the health sector. Indicators reflect the need for stronger initiatives. 
Currently there is one doctor per 1310 patients in the country, which is below the recommended one 
doctor per 1000 patients. Communicable diseases make up 40 percent of the burden of diseases in the 
country despite having national programs for tuberculosis, malaria and hepatitis. Although five of the 
eight Millennium Development Goals pertain to the health sector, in FY06, most Government initiatives 
under the health program such as the establishment of Rural Health Centers, Basic Health Units and 
hiring more medical staff have failed to achieve 100 percent of the set physical targets, with successful 
implementation averaging around 80 percent. 
 
With 12 percent of all health issues in Pakistan related to reproductive problems, a positive development 
is the increase in prenatal consultations by pregnant women, which increased from 34 percent in 2001-02 
to 50 percent in 2005. However, an estimated 34 percent of pregnant women still continue to be 
malnourished. Infant mortality rates continue to show a downward trend making attainment of the MDG 
goal on infant mortality realistic. The country has seen an increase in water-borne health problems. In 
parts of Sindh and Faisalabad, recent outbreaks of gastroenteritis induced by consumption of 
contaminated water have caused a significant number of deaths. Measures to rectify the situation include 
the launch of the National Clean Drinking Water project through the Ministry of Environment, with an 
allocation of PKR 4 billion. 
 
In the education sector, Government reforms continue to meet with slow but steady success. While 
Pakistan still lags behind other comparable nations in overall adult literacy which hovers around 53 
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percent, the Gross Enrolment Rate for primary schools has increased from 72 percent in 2000-02 to 86 
percent. Similarly, the retention rate from primary to middle and middle to secondary schooling are high 
at 80 percent and 87 percent respectively. While the gender gap has narrowed from 24 percent in 2000-
2002 to 17 percent in 2004-2005, findings of the Pakistan Social and Living Standards Measurement 
Survey (PSLM) show that the gap persisted at this level over the past fiscal year. Despite the progress, the 
Government has not been able to achieve the interim goals of achieving 58 percent adult literacy, or the 
complete elimination of the gender gaps as set in the Medium Term Development Framework. Moreover, 
the MDG goal of achieving 100 percent enrolment rate and 100 percent completion ratio seems elusive at 
present. 
 
The Government has launched an aggressive media campaign to promote universal primary education, 
supported with measures such as free textbooks at the primary level and scholarships for girl students 
designed to ease the financial burden on parents and further narrow the gender gap. Allocation to 
education including the allocation for the Higher Education Commission has been increased to PKR 22.9 
billion, marking a 52.7 percent increase from FY06. The allocation to science and technology is up by 
95.3 percent at PKR 4.4 billion in FY07 as opposed to PKR 2.3 billion in FY06. 
 
Human rights conditions in the country have not undergone any changes over the analysis period. There 
have been continued reports of civilian disappearances in the military operation in Balochistan. Moreover, 
Amnesty International has reported the disappearance of hundreds of Pakistani citizens in connection with 
the War on Terror. Furthermore, the extra-judicial killing of Nawab Akbar Bugti has also elicited the 
attention of human rights groups across the globe.  
 
The situation with regard to decentralization seems to have improved marginally. According to a 
forthcoming report that analyzes decentralization comprehensively, greater citizen involvement in service 
delivery is being achieved gradually. The report states: ‘after a slow start, CCBs now feature in most 
districts, and citizen committees for management of schools, health and water facilities are in various 
ways promoting better performance.’ 
 
Women’s rights are at the forefront of parliamentary debate once again, as the reforms in the 
controversial Hudood Ordinances were tabled in the National Assembly. Unfortunately, despite the 
Government’s keenness to modify the Ordinance, it failed to pass amendments proposed in the Assembly 
in early September. The revised bill (meant to reduce misuse of the Ordinance against women) was tabled 
in the National Assembly on September 14, 2006 with the news that the PML-Q and MMA have agreed 
to the changes under the Ulema Committee’s vision (the committee was formed by the Government to 
finalize the changes). However, once the bill was tabled, MMA refused to support it, maintaining that the 
bill had been changed considerably from the draft on which a consensus was forged. According to latest 
press reports, the matter has been deferred ‘indefinitely’. This has disappointed members of the civil 
society and women’s rights activists who have persistently demanded the repeal of the Hudood Ordinance 
through a series of demonstrations and high-profile seminars and conferences having rape victims and 
other women in attendance in large numbers. 
 
The report of the Committee on the Elimination of all Forms of Discrimination against Women has been 
formulated. It discusses in detail matters pertaining to gender discrimination including trafficking, 
political rights, employment, education, social and cultural rights, violence and the like and provides 
detailed recommendations on the way forward.  
 
Sources: The News  

Daily Times 
The Herald 
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D. Foreign Policy and Security-related Conditions 
 
Changes Improvement Stability Deterioration
Military   ↓ 
Terrorism    ↓ 
Exceptional Safety Measures  →  
Foreign Policy   ↓ 
Sectarian Violence and Crime  →  
Overall Change   ↓ 

 
There have been a number of important developments in Pakistan’s inter-state relations during the 
analysis period. The most worrisome movement has been on the Pakistan-India peace process front. 
While murmurs of a considerable slow down in the initial momentum gathered by peace overtures were 
already surfacing, the peace process was dealt a severe blow when a string of deadly bomb blasts hit 
Mumbai on July 11, 2006. Going against the spirit of the peace process, India instantly signaled to 
Pakistani involvement in the blasts and categorically stated that the peace process would be affected if 
Pakistani involvement was proven. India also unilaterally postponed the secretary level talks planned as 
part of the peace process for the week following the blasts. Although claims of Pakistan’s involvement 
were never substantiated, the result was that the peace process virtually stalled.   
 
Two months later, both President Musharraf and Prime Minister Manmohan Singh met on the sidelines of 
the NAM summit in Havana, Cuba. In a joint statement after their meeting, they agreed to reinitiate the 
peace process at the secretarial level in the hope that the process would be put back on track. Both leaders 
have also agreed to set up an institutional mechanism to ensure that future terrorist threats can be tackled 
jointly. Prime Minister Manmohan Singh has also accepted an offer to visit Pakistan in the near future.  
This is a welcome development as in the run up to the meeting, while the Indian Prime Minister was 
talking of presenting various proposals on Kashmir and calling Pakistan ‘a victim of terrorism’ (quite 
contrary to the sentiment expressed in the aftermath of the Mumbai attacks where Pakistan was portrayed 
as the problem, and not the victim), the Pakistani President, while expressing his eagerness to restart 
negotiations had suggested that India must make concessions on Kashmir if the process is to move 
forward.  
 
The Pakistan-Israel relationship has also been put in cold storage and is likely to remain so for the 
foreseeable future. As was clear from the last MERV analysis, any developments on this front remained 
strictly linked to the progress in the Middle East peace process. Since the situation in the region has 
deteriorated drastically in the past few months, courtesy of Israel’s full-fledged attack on Hezbollah in 
Lebanon, any talk of improvement in the Pakistan-Israel relations is redundant for the moment. As was to 
be expected, the Pakistan Government severely condemned the Israeli action. Anti-Israel debates raged in 
the National Assembly, which officially condemned Israel’s operation. In addition, a number of anti-
Israel rallies were staged in the country during the operation as Pakistanis sought to reiterate their 
solidarity with the Muslim world.  
 
Pakistan continues to be the front line US ally in the War on Terror. During the analysis period, the US 
Secretary of State Condoleezza Rice visited Islamabad and signed a USD 200 million bilateral assistance 
package, which signified the inking of an earlier agreed upon assistance deal. Perhaps higher on Rice’s 
agenda was to broker a thaw in Pakistan-Afghanistan relations which had deteriorated significantly due to 
Kabul’s persistent allegations against Islamabad with regard to the Taliban insurgency. Given President 
Musharraf’s subsequent visit to Kabul (see below), the Secretary of State’s objective seems to have been 
achieved. 



A Critique of National Political, Economic, Social, Foreign Policy and Environmental Trends 

 48 

The long-awaited F-16 deal between Pakistan and the US, which was to be inked later this month, is 
facing another delay reportedly due to Pakistan’s objection to the ‘downgraded’ capabilities of the 
aircrafts being supplied. The deal provides for 18 new F-16 block-52 aircraft, with an option to buy 18 
more. Upgradation of the existing fleet is also part of the agreement.  From Pakistan’s point of view, the 
major concern with regard to the deal is that no guarantees for delivery of the entire fleet are attached. 
This means that a downturn in bilateral relations could prompt the US to stall delivery, just like it did 
after the Pressler Amendment was invoked on Pakistan in 1990.  
 
Domestically, criticism on the Musharraf Government for allowing the US excessive hold over Pakistan’s 
anti-extremism operations has continued. Recently, reports suggesting that the US-led forces are allowed 
to cross into Pakistan territory in pursuit of suspected terrorists surfaced, which brought political 
opponents to bear tremendous pressure on Musharraf. However, the official rebuttal was categorical in 
denying any such permission and reiterated that Pakistani forces did not need any such help from foreign 
troops.  
 
The Pakistan-US bilateral context is getting increasingly complex. Pakistan is likely to remain a frontline 
ally for the foreseeable future. Yet, given that the Indo-US nuclear deal has been passed by the US House, 
a gradual shift in Washington’s South Asian policy towards New Delhi (without sidelining Pakistan) 
seems certain. Moreover, the Pakistan-US interests in the IPI gas pipeline project also clash. The US 
Assistant Secretary of State visited Pakistan in late April and was candid about his Government’s 
disapproval of Pakistan’s involvement in the project. Instead, the US continues to push for a gas pipeline 
through Central Asia, which is at best a secondary option for Pakistan. Islamabad, on the other hand, 
seems unruffled by US pressure and has continued to discuss the pipeline with Iranian counterparts. 
Reportedly, the current delay in finalizing the project is a result of disagreement on the pricing issue 
rather than any strategic concerns. Moreover, given Pakistan’s difficult position in case of a US attack on 
Iran and the likelihood of possible fallout, Islamabad has been categorical in repeatedly calling for a 
diplomatic solution to the Iran row.  
 
The US’s unofficial opposition to Chinese presence in Gawadar is sure to become another sticking point 
once the port materializes, an issue that Pakistan would not want to make concessions on at any cost. The 
Pakistan-China relationship has become pivotal to acting as a counter-balance to opposing hubs of power. 
Perhaps the most important is the Indo-US alliance, which both Islamabad and Beijing have a significant 
stake in curtailing. Chinese involvement in the Gawadar port project, which China has partly financed in 
return for sovereign guarantees, is a major development in this regard. For China, the arrangement allows 
it to fulfill its ambition to extend its influence. Through its presence at Gawadar, China will only be 250 
miles from the Strait of Hurmuz, a key channel for world oil supplies flow. A relevant development is the 
Pak-China agreement to extend the KKH to connect it with the Central Asian republics. For Pakistan, 
such a Sino-Pak arrangement allows for buffering of the Indo-US influence in the Arabian Sea and 
Persian Gulf region. Pakistan has made its intentions of using the Chinese naval force as a ‘forward 
defense’ against any hostilities in the region as well as treating Gawadar as a ‘sensitive defense area’ 
clear. Moreover, the importance of the significant economic gains through port revenues as well as 
domestic manufacturing boost to maintain the port and supporting infrastructure for Pakistan cannot be 
discounted.  
 
The most direct impact of the Gawadar port development is on the US. The US, with its existing and 
projected interests in the Persian Gulf region was looking to establish outright supremacy through its 
naval presence and amenable Governments. Moreover, the US-Indo maritime cooperation in the Arabian 
Sea was developed to achieve exactly what Pakistan and China are attempting through Gawadar, i.e. 
extending their spheres of influence to oversee the ‘great game’ of oil flows from the region. That the US 
has not welcomed the Gawadar development is clear from the fact that internal Pentagon reports are 
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already pointing to the Chinese presence in Gawadar as a major worry. In fact, there are already 
significant moves from the Indo-US club to help develop alternate port facilities to divert any potential 
traffic from Gawadar.  
 
The balance of power framework emerging around the Gawadar port has developed an ‘alliance maze’ in 
the region. An analysis of the current alliance structure opens up a number of possibilities for the future. 
The most likely scenario is as follows: On a bilateral level, the Sino-Indian relationship will remain 
cordial in the short to medium term. However, China will continue to build stronger ties with Pakistan 
and signal to New Delhi as well as Washington of Islamabad’s supreme importance from time to time. In 
all likelihood, Pakistan and US will continue to collaborate, albeit in an increasingly disparate framework. 
However, Islamabad would draw its lines clearly, ensuring that US pressure does not lead to the 
undermining of the Sino-Pak relationship. India will enhance its influence in West Asia, but it is unlikely 
that Iran would play on India’s tune unless the US-Iran tensions subside. The overarching alliance 
structure will not conform to the bilateral arrangements. Within the next decade, the strategic balance of 
power in South Asia is likely to be defined by an Indo-US versus Sino-Pak alliance.  
 
The Gawadar port ought not to dampen the importance of economic cooperation between Pakistan and 
China. Pakistan-China trade relations are on the rise with bilateral trade in the first quarter of 2006 
amounting to over $1 billion, a multifold increase YoY. However, unlike the Sino-Indian relationship, 
trade balance is heavily in China’s favor. Moreover, the two countries are also negotiating and 
concurrently implementing an FTA. While the FTA is sure to increase the overall trade volume even 
further, the balance will continue to benefit China. 
 
The state of Pakistan-Afghanistan relations presents an interesting picture as well. In the earlier section, 
we had reported a significant deterioration in bilateral relations, with the Afghan President blaming 
Pakistan for supporting the Taliban insurgents and President Musharraf presenting an equally blunt 
rebuttal. Subsequently, the US and NATO reinforced pressure on Pakistan to curb the Taliban, since they 
naturally support the Afghan claims given that the Taliban insurgents are directly targeting their personnel 
present in Afghanistan. The US Secretary of State’s visit to Pakistan mentioned above is important in this 
regard. 
 
A significant breakthrough was achieved in early-September when President Musharraf made a two-day 
‘good will’ visit to Kabul to discuss Pakistan’s role in curbing the Taliban insurgency. The press 
statements by both leaders clearly signaled to tensions in relations on the issue of the insurgency, but both 
expressed hope that differences would be sorted out in due course. Both leaders also assured each other of 
their good will towards the neighbor and were categorical in their emphasis on the need for both to have 
warm relations. The timing of the visit coincided with the peace deal with militants in North Waziristan, 
on which the Afghan President expressed ‘cautious optimism’. The two leaders are also set to meet in 
Washington in a three-party meeting later in September. While the visit by itself will not redress Afghan 
complaints, it is at least certain to ensure that the tensions will not escalate further in the immediate 
future. Musharraf’s move was welcomed by the US, which seems convinced that warm Pakistan-
Afghanistan relations are an imperative for progress in the War on Terror in the region. 
 
Notwithstanding, underlying tensions were exposed soon after the Musharraf visit, when the Pakistan 
President suggested that ‘Talibanization’ was a greater danger than Al Qaeda, and that the Taliban had 
their roots in Afghanistan. As has been usual in the past year, the statement saw a strong rebuttal from 
Kabul, which was again refuted by the Pakistani Foreign Office, which rejected the Afghan criticism as a 
‘storm in a teacup’.  
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Sources: The News  
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Inter-services Public Relations 
www.pak.gov.pk 
New York Times  
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E. Environmental Conditions 
 
Changes Improvement Stability Deteriorati

on 
Natural Resource Base   ↓ 
Degradation   ↓ 
Waste Management    
Awareness    
Policies ↑   
Overall Change    

 
According to UNDP estimates, Pakistan loses 3-4 percent of its GDP due to environmental degradation. 
While changes in climatic patterns are an obvious outcome of degradation, in Pakistan’s context, over-
exploitation of natural resources contributes significantly to poverty as well. Continuous decrease in 
forest cover has made attainment of the MDG goal of having a forest cover of 6 percent by 2015 
unrealistic. Compounding the damage from population pressure, which is estimated at a burgeoning 157 
million is the unplanned increase in industrialization in the country, and the weak implementation of 
legislation controlling emissions. The Government has also declared 2007 as ‘Visit Pakistan Year’ in 
order to fully utilize the tourism potential of the country. However, opening up the country’s natural 
resource rich areas has many far-reaching environmental implications, safeguards against which need to 
be developed prior to exposing them to tourists.   
 
The budget allocation for environment for FY07 is PKR 5.7 billion, out of which PKR 4 billion is 
reserved for the Clean Drinking Water for All project. In connection with the National Drinking Water 
Policy, water quality monitoring has been initiated in reservoirs around Islamabad. Although the 
Government perceives water quality and shortage as a major environmental problem in the country, the 
identification of the need for concrete measures such as water treatment plants, and regulating the release 
of industrial effluents in water is not followed up with timely action. 
 
Water logging and salinity continue to render 14 million hectares of land unfit for use, while overgrazing 
and deforestation affect 11 and 24 million hectares respectively. Current reforestation measures and 
initiatives to address water logging and preservation of wetlands are inadequate. Growing concern from 
all circles has resulted in the drafting of the National Land Use and Forestry Program and the National 
Sanitation Policy, which are currently in different stages of approval. 
 
Pakistan ratified the Kyoto Protocol in early 2006. Moreover, the Government has shown a degree of 
commitment to the promotion of alternative fuels, as highlighted by the amendments to the Liquefied 
Natural Gas Policy, which facilitates the use of natural gas as opposed to petroleum-based fuels. Nitrogen 
emission levels are being monitored in major cities of the country with a view to understand emission 
patterns and to formulate policies pertaining to air pollution.  
 
The civil society and communities continued to highlight environmental problems. Protests and 
demonstrations against illegal industrial practices at village level have been reported. The civil society 
and communities have also been engaged in a consultative role by assisting the Government in identifying 
major causes of pollution, and as stakeholders in Environmental Impact Assessments of smaller projects. 
 
Sources: The News  

The Daily Times 
Ministry of Environment: www.environment.gov.pk 
Ministry of Population Development 
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