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There is a renewed focus on the development of Newly Merged Areas (NMAs) after the
passage of 25th constitutional amendment, which mainstreamed the erstwhile Federally
Administered Tribal Areas (FATA) and merged the region into the province of Khyber
Pakhtunkhwa (KP). Given the historical neglect of these newly merged areas, both federal and
provincial governments have showed commitments of increased resource allocation for the
development of the newly merged areas. International donor agencies too have shown
commitment for increased focus on the newly merged areas to improve infrastructure and socio
economic indicators of the region. The region with a population of more than 5 million people
has suffered over the last 70 years due to terrorism and lack of resource allocation. As per
UNDP figures of poverty for the year 2014-15", headcount poverty incidence in erstwhile FATA
is highest at 73.7% as compared to the average poverty rate of 38.8% for the rest of Pakistan.

Purpose of the current study is to track the recent resource allocations of different levels
of governments for the development of newly merged areas. The most recent resource
allocation for the newly merged districts of about Rs162 billion by federal and provincial
government under its 10-year development plan will be specifically tracked in the current study.
The study will also review resource commitments of Khyber Pakhtunkhwa and Federal
governments for the development of the newly merged areas as given in different budget and
policy documents. The study will also review the historical neglect of erstwhile FATA in terms of
budget allocation in different policy documents of both federal and provincial governments. The
study will try to present the case of newly merged districts to be properly included in the new
National Finance Commission (NFC) award for due constitutional share of the region.

The objective of the study is to analyze the patterns of development spending of Federal
Government and Provincial Government in the newly merged districts of Khyber Pakhtunkhwa.
The review process for this study took into consideration various policy documents, which
include Federal budgets, National Finance Commission Award (NFC), Public Sector
Development Programmes (PSDP), and Annual Development Programme (ADP) of the Khyber
Pakhtunkhwa province. The data used in the study will be mainly secondary published data of
the federal and provincial budgets and other relevant policy documents to the newly merged
areas. Different reviews of the budget for the NMAs in newspapers were also studied and
included in the analysis. Review of literature and different publication reports were also the part
of the research analysis.

The new federal government formed after the merger of erstwhile FATA into Khyber
Pakhtunkhwa province presented its first federal budget on 10" June, 2019 which specifically
committed itself to the development of the newly merged areas. Finance minister in his budget
speech, committed Rs 152 billion allocations for development of the newly merged districts and
declared that high priority was awarded to mainstreaming of FATA in the province of Khyber







trillion which is 33% more than the revised estimates of last fiscal year of 2018-19. These are
very ambitious targets for tax and non-tax collection and if materialize then will benefit provinces
and the newly merged areas due to increase availability of resources. Provincial revenue share
in gross revenues (divisible pool taxes) are estimated to raise by 32% in fiscal year 2019-20 to
Rs 3.3 trillion from Rs 2.5 trillion in the revised estimates of 2018-19. However, during the first
five months of the current fiscal year, Federal Board of Revenue (FBR) is facing a massive
shortfall of Rs 220.4 billion as it collected only Rs 1,608 billion as compared to the target of Rs
1,828.4 billion during July-Nov 2019%. This will have consequences on the transfers to
provinces, as the transfers under the total federal divisible pool is expected to be lower than
predicted if the tax targets of the federal government are not met. Similarly, transfers to the
newly merged areas will also get a cut if the tax targets were not achieved.

On the expenditure side, the major chunk of the federal expenditure goes to the current
expenditure, which constitutes mainly of debt servicing/interest payment, defense affairs and
salaries of the federal government employees. There is a huge rise in the public expenditures,
almost 73%, in last three fiscal years. In 2017-18, total public expenditures were Rs 5.36 trillion,
which rose to 8.23 trillion in 2019-20. However, development spending has been reduced from
Rs 1062.8 billion in 2017-18 to Rs 949.9 billion in 2019-20. The actual reduction in development
budget is even more when accounts for the inflation effect.

Out of total expenditure of federal government in the budget for the year 2019-20, a total
of Rs 151 billion was earmarked for the newly merged areas. Of this Rs 151 billion, Rs 79 billion
is estimated to go to the current expenditure side of the NMAs while Rs 72 billion is earmarked
for the development of the newly merged areas. The PSDP document for the year 2019-20
shows that out of these Rs 72 billion for the development budget of NMAs, Rs 48 billion were
earmarked for the 10 year development plan for the newly merged areas while Rs 24 billion for
the development of newly merged districts. This amount is however down from the Rs 100
billion per year amount, which was promised under the Rs 1 trillion 10-year development plan
for erstwhile FATA.

The overall disbursement to the newly merged areas thus largely depends on the will of
the federal government and the tax collection performance of the Federal Board of Revenue for
the year 2019-20. There are signs of slower growth of Pakistan economy during fiscal year
2019-20 which may also adversely affect the tax collection potential of the federal government.

Presenting 2019-20 budget tor the KP, the finance minister ot the KP province starts with
welcoming the people of newly merged areas into the province. This was possible due to
passing of the 25" amendment bill, which was passed with consensus and thus led to the
merger of erstwhile FATA into the province of Khyber Pakhtunkhwa. Acknowledging it as big
challenge for the province and country as a whole, the finance minister commit his government
to take care of the development needs of the people of the merged districts. Presenting
headlines in his budget speech, the finance minister commit to spend Rs 162 billion in the
merged districts out of which Rs 83 billion will be spent on the development budget in the
merged districts. As per finance minister's budget speech, the overall amount for the newly
merged areas is increased from Rs 55 billion to Rs 162 billion. Finance minister termed this as
“historic package” for the newly merged tribal districts and announced that Rs 24 billion will be
used to fund the creation of 17,000 new jobs with regularization of the levies and khasadars.













After the passage of 25" constitutional amendment on 31% May, 2018, which merged
erstwhile FATA into the province of Khyber Pakhtunkhwa (KP), KP government presented a first
ever consolidated budget for the entire province including the newly merged areas. KP
government successfully carried out the administrative merger by integrating all directorate of
merged areas civil secretariat with respective administrative departments of KP. Similarly,
financial integration has also been successfully achieved by presenting distinct yet integrated
budget for the year 2019-20 for merged areas as part of government of Khyber Pakhtunkhwa
budget. For example, the Annual Development Plan (ADP) for the merged areas with details of
projects and costs was presented with the usual Khyber Pakhtunkhwa’'s Annual Development
Plan (ADP) budget.

The white paper for the budget 2019-20 outlined the following achieved milestones by
provincial government towards financial integration of the merged areas into the mainstream
province of Khyber Pakhtunkhwa;

a. Financial inclusion strategy for merged areas

b. Proactive engagement of the federal government to provide alternative funding
modalities till finalization of next NFC award

c. Management Information System (MIS) for the merged areas to track current and
development spending in the merged areas

d. Establishment of district account, account IV, for all the 7 newly merged districts

e. Introducing inclusive, participatory, and needs based planning and budgeting model
in the merged areas on the same model of Khyber Pakhtunkhwa

KP government also took the following specific measures for the development of merged areas;

a. To incentivize greater economic activity, exemption of merged areas from some of
the taxes
b. Expansion of Sehat Insaf Card, a health insurance scheme, to all families of merged
areas
c. Creation of 18,000 more posts in various sectors to strengthen judiciary, police, local
government, and other allied social services
d. Levies and khasadars are converted to regular Police force
e. Pays and parks in merged areas were brought at par with the rest of KP
Introduction of high impact projects to spur economic growth through merged areas
development strategy.

In this section, we will briefly review policy documents of the KP government regarding its
commitments of funds allocation for the development of the newly merged areas.



Sustainable Development Strategy (SDS) for the year 2018-23 of the Government of Khyber
Pakhtunkhwa highlights in its very beginning emphasized that both the federal and provincial
government are ruled by same political party while the province too is being shifted from one
PTI government to another. This, the strategy highlights, will ensure the continuity of polices in
the province which will be getting full support from the federal government. This conducive and
enabling environment to all the stakeholders will help in consolidation and continuity of political
and governance reforms in the financial management of the province. SDS laid a special
emphasis on the development planning and institutional development in the newly merged
districts of Khyber Pakhtunkhwa which eyes key political reforms to be implemented and public
investment made in the Newly Merged Area. The document highlights that mainstreaming the
newly merged areas into Khyber Pakhunkhwa also pose key development and institutional
challenges i.e. taxing the existing provincial government agencies with the additional work, the
pangs of transition, and the additional investment for infrastructure and service delivery.
However, it mentions that special initiatives of the federal government offers a unique
opportunity to the province in terms of an additional Rs 100 billion development funds each year
for the coming ten years. This will not only alleviate the socio economic condition of the people
of the merged areas but will also boost the economy of the rest of the province by injecting huge
additional money into different sectors.

SDS highlights the low levels of human development in the province by acknowledging
that nearly half of the population in the province and 73 % of population in merged areas is
impoverished in terms of education, health and living standards. As compared with 39 % for the
whole of Pakistan, the strategy warrants more efforts for investment in human development in
the province and its newly merged areas. Similarly, health indicators both for RoKP and Merged
Areas are not very satisfactory. The maternal mortality ratio (MMR) for RoKP is estimated to be
206 per 100,000 live births and 395 per 100,000 for Merged Areas. The total fertility rate in
RoKP is 4 and 5 for NMA; while it is 3.8 in Pakistan. The share of fully immunized children aged
12-23 months in RoKP is 40 % and 33.9% for NMA. Overall literacy rate in RoKP is 53% and
33.3% for Merged Areas; Net Enrolment Rate (NER) at primary level (age 6-10 years) in RoKP
and NMA are 59% and 52.1% respectively. Similar gaps exist at the middle and matric levels®.
The Sustainable Development Strategy aims at financing the socio-economic sector of the
merged areas to spur economic growth in the whole province through multiplier effect.

To finance the SDS, KP government eyes a new NFC award based on new census and
poverty figures while including merged areas in the NFC award. For the merged areas, the
strategy document in its scenario no 3 based on interim arrangement expect Rs 107.5 billion for
the merged areas with gradual increase in the next years. By fiscal year 2022-23, the strategy
expects that the transfers for the merged areas from federal government will reach Rs 157.3
billion.

While newly merged areas are part of Sustainable Development Strategy for the period
2018-22 but it was treated separately in the document and not part of the main sectoral priorities
of the province of Khyber Pakhtunkhwa. The strategy for Newly Merged Areas as outlined in the
Sustainable Development Strategy is given below;

For the NMAs, SDS approaches the medium term development planning on the model
adopted in the TDS which is a long term multi-sectoral strategy specifically for those areas, to

® Sustainable Development Strategy (2018-23), Govt of Khyber Pakhtunkhwa



be funded from a special allocation of 3% of a non-fungible resources from the Federal
Government through the P&DD and the line Departments of the Provincial Government. The
strategy adopted by the line departments in the SDS for the rest of the Khyber Pakhtunkhwa
will supplement and complement the TDS and vice versa. The detailed TDS forms part of the
SDS as its annexure. The TDS sets five main themes for development socio-economic
progress of the area to bring it at par with the rest of Pakistan.

Pillar 1: Building Responsive and Accountable Institutions
Pillar 2: Enhancing Human Potential

Pillar 3: Expanding Economic Infrastructure

Pillar 4: Enhancing Economic opportunities

Pillar 5: Instituting Sustainable Resource Management

While strategy for the settled districts of KP give detailed description of program for
the coming 5 years with year-wise budget allocations for all sectors, the strategy for the
newly merged areas lake clear outline. However, a separate policy document for the newly
merged areas was prepared by the KP Government called Tribal Decade Strategy. An
Accelerated Implementation Programme (AIP) for the first 3 years of the tribal decade
starting with the year 2019-20 was adopted with the above five main pillars detailing the
overall policy interventions with the financing arrangement.

According to the Accelerated Implementation Programme (AIP) for the first 3 years of Tribal
Development Strategy, if Pakistan decides to spend Rs.100 billion per year to bring human
development and public services in the newly merged areas closer to the rest of Pakistan, it will
only amount to 0.002 percent of GDP.

The lag in development in MA is a direct manifestation of chronic public underspending
over the last 7 decades. Provinces with their meagre own-source revenue derive most of their
funds from the fiscal transfers under the National Finance Commission awards. In the last
decade, these transfers contributed to keep mean values of Rs. 13,261 per capita per annum
public expenditures for Punjab, Rs. 16,489 in Sindh, Rs. 19,480 in Balochistan and Rs. 14,165
per capita in KP. FATA never enjoyed such mandated transfers and consequently the level of
public expenditure in FATA remained at a mean value of Rs. 8,411 per capita that is manifestly
low. This therefore shows that mean spending in the provinces under NFC transfers remained
at levels well above FATA, in some cases twice the per capita spending in FATA. No wonder
that schools and health facilities in FATA remained below par.

If the underfunding of FATA comes to Rs.377 billion in 2018 rupees over the last one
decade alone, projected for the last 7 decades since independence, the total size of
underfinancing of FATA comes to at least Rs.2,639 billion. All along, the residents of FATA have
continued to bear a proportionate burden of the indirect taxes that in turn contribute 60 percent



of total national revenue at the federal level. Only in recent years, FATA received Rs.50 billion
of public expenditure per year in the previous decades. Given the accumulated lag in spending,
the Merged Areas have missed almost 50 fiscal outlay, 50 fiscal years of development.

FATA merged in KP when the constitutional amendment passed on May 31, 2018.
During the current fiscal year (2018-19), KP did not get its constitutional share in NFC transfers
as the population, poverty related needs and thinly spread population of FATA have not been
included in computing KP’s share in transfers. The greatest question of national importance
therefore today is how to right the wrong, and how quickly; and how soon to regain the lost 50
years of development for the people of FATA. Post 25th Constitutional Amendment, the
Government of Khyber Pakhtunkhwa is mandated to carry out all the service delivery functions.
It will use its efforts to mobilize adequate resources for implementation of the TDS and AIP, and
deliver on the national commitments to the development of these areas.

Like the rest of Pakistan, the residents of the Merged Areas have a comparable claim on
the national resources. Equal access to public services is the inviolable right of the citizens of
Pakistan, irrespective of their place of residence. Access to service delivery is possible only
through availability of fiscal resources. The TDS is the manifestation of the national commitment
to the development of the MA. This commitment was indicated in the Federal Government
announcement that 3% of the Divisible Pool under NFC shall be mandated for development
expenditures in these areas. This commitment was also elucidated as at least Rs.100 billion per
annum allocations for the purpose.

The MA are a new addition of people and area, responsibilities and development needs,
and aspirations and national priorities assigned to the Government of KP. The constitutional
requirement that spells out calculation of KP’s share in NFC transfers with updated variables in
the NFC formula will be addressed in the NFC. In addition to these sources of funds, the
Federal Government has committed to continue financing development at the baseline level of
FATA ADP. Government of KP envisages that this commitment to financing will continue from
the Federal Government to address the historical lag in financing FATA. While seeking value for
money and economy in implementing AIP, there remains a sizeable financing gap. This gap
persists over time and would need to be bridged by additional resources during implementation.

A three-part strategy will be adopted to finance AIP. The first component emanates from
the federal commitment to recover the historical lag in development. This will require a
continued federal financing to fill the historical lag in financing development of FATA. The
second component is to add synergies from existing provincial systems and save on costs. The
third will comprise of resource mobilization to meet the required level of annual financing of
development, systems building and service delivery in the MA.

The following figures indicate the medium and long-term resource requirements of AIP
and TDS, respectively alongside available resources. The gap will be filled through additional
resources.
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Federal Public Sector Development Programs (PSDPs) is the development budget of
the federal government, which is approved by the National Economic Council (NEC). As per
article 156 of the Constitution of Pakistan11, Prime Minister is the chairperson of the NEC with
four Chief Ministers as members. Each Chief Minister of the province also nominate one
member each with 4 other members nominated by the PM. FATA woes started from here where
it has no member in the NEC as per constitution. The objective of the NEC is described in the
following sub-clause of the Article 15612.

156 (2): The National Economic Council shall review the overall condition of the country and shall, for
advising the Federal Government and the Provincial Governments, formulate plans in respect of
financial, commercial, social and economic policies; and in formulating such plans it shall, amongst
other factors, ensure balanced development and regional equity and shall also be guided by the
Principles of Policy set out in Chapter 2 of Part-Il.

The constitutional article defining role for NEC clearly mention to ‘ensure balanced
development and regional equity guided by the Principles of Policy’ as set out in Chapter 2 of
Part Il of the constitution. Federal government in its PSDP documents lists all development
projects with federal funding allocations. PSDP, is then, placed for approval from the parliament
with other federal government budget components. The financing of projects is based on the
division of subjects between Provincial and Federal Governments in the post 18th Amendment
scenario. While provinces has now increased Annual Development Plan (ADP) funding after 7th
NFC award, the region of erstwhile FATA is still stuck in the arbitrary block allocations. To
analyze, how the NEC stick to its objective of ‘balanced development and regional equity’, we
track projects related to erstwhile FATA in last 10 years of PSDP allocations presented below in
table 4"

Figures in Table 9 are derived from last 10 year PSDP documents (2009-10 to 2018-19)
available online at the Planning Commission of Pakistan website'*. The table excludes erstwhile
FATA’s one-liner block allocation and the budget for TDPs/ Security enhancement in erstwhile
FATA' as the current analysis is focused only on the main projects in PSDP across Pakistan.
We treated the one-liner budget as federal transfer to the erstwhile FATA in the same way like
when provinces get resources from the Federal divisible pool taxes which the provinces spent
through their own governments. These projects in PSDP pertains to around 40 federal
ministries/divisions, 2 corporations, and other special development programs managed from the
PM Secretariat. Each year PSDP consists of some 1000 projects (both on-going and new ones),
on average, spreading across different ministries/divisions. The process is such that each
individual ministry/corporation comes up with project proposals and gets its approval from the
Planning Commission of Pakistan and National Economic Council. One type of projects spread
across Pakistan (like National TB Control Program) while other type of projects are in
concentrated in only one province/region (like Construction of a university in Lahore). Utmost
care is being taken in the construction of the above table with the objective to isolate projects
concentrated in erstwhile FATA from rest of the projects. There are projects, which are

" http://www.pakistani.org/pakistan/constitution/part5.ch3.html

12 http://www.pakistani.org/pakistan/constitution/part5.ch3.html

3 All these different PSDP documents can be downloaded from the planning commission of Pakistan website
Il'utto://www.oc.gov.pk/

'~ We will separately analyze pattern and trends in FATA’s Block Allocations for development.
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So on the basis of the latest available poverty figures and the NFC horizontal distribution
formulae, NMAs share comes to 5.2% share in the NFC Award (See Chart Below). Shares of
the four provinces thus reduced from the 7th NFC award shares by including NMAs as an NFC
constituent. In the recently announced budget for the fiscal year 2019-20, the share of NMAs as
per the proposed NFC is estimated to be around Rs 164 billion as the total divisible pool taxes
for the year 2019-20 is estimated to be Rs 3,153.8 billion.

o Federal Government has committed Rs152 billion for the newly merged areas in its
budget for the year 2019-20. There are chances that Federal government may not
achieve its revenue targets for the fiscal year. KP government should make a plea to the
federal government to not reduce the committed amount for the newly merged areas as
it will stall the much needed development in the most backward region of Pakistan.
Precedence for such a plea exist when during 7th NFC award, Federal government
promised to not reduce the resource transfers commitment to Balochistan province even
if revenue targets were not achieved.

o While the 10-year socio-economic development plan promised a commitment of Rs100
billion for the development of the newly merged areas, the region got only Rs 72 billion
in the budget for the year of 2019-20. KP government should stress federal government
to fill the gap in the next year by increasing the allocation by Rs 28 billion for the
development of newly merged areas.

o KP government budget for the year 2019-20 did include the emphasis on the
development projects completion in the newly merged areas and did commit an extra
Rs11 billion from its own sources but the government failed to properly allocate the
budget to the ongoing or new projects. For example, Tribal Decade Strategy was
included in the Annual Development Plan (ADP) as a lump sum amount with no project
specification in the ADP for the year 2019-20. This will impact the actual spending and
will be very hard to monitored by the public representatives from the NMAs, Press and
independent researchers. KP government should avoid such block one-line presentation
of such a big amount in the ADP.

e KP finance minister in his budget speech for the year 2019-20 could only specify 28
development projects with a total worth of Rs3 billion. Many projects mentioned in the
budget speech are vague. This need to be avoided in the future budget speeches. The
budget documents, as they shows lack of interest and will on the part of provincial
government which may adversely affect transfers for the NMAs from the federal
government.

o KP government promised some policy measures for financial inclusion of the NMAs to
make it part of the mainstream Pakistan. While this is good but it does not reflect in the
projects planned for the NMAs. This needs to be focused in the next budget of the
province and some concrete projects should be planned for the same purpose.

25



While NMAs are included in the new policy document of Sustainable Development
Strategy (SDS) for the year 2018-23 for the province of KP, there is very little content on
the specifics of the policy in the NMAs as compared to very detailed formulation for the
old settled districts of the province. NMAs were treated as a separate unit and is not
aligned with sectoral objectives of the overall province. For example, strategy for the
settled districts of KP give detailed description of programs, plans and yearly budget
allocations for the next 5 years; the same is missing for the newly merged areas. Special
attention need to be given for the details to be included in the policy documents.
Accelerated Implementation Programme for the newly merged areas is good plan
document which specifically designed a plan for the development of NMA for the next 3
years. The document highlight that only in last 10 year, NMAs face a funding gap of Rs
377 billion while it may be above Rs 2.6 trillion for the entire seven (7) decades since the
creation of Pakistan. KP government should built on this and press for more resources
for the historical neglect of the region which led to extreme backwardness of the area.
Like the rest of Pakistan, the residents of the Newly Merged Areas have a comparable
claim on the national resources of the country and they need to be made part to
contribute to the growth of the country.

Overall, Rs79 billion were allocated to the NMAs for both their development and non-
development needs in the fiscal year 2019-20. Unfortunately, in the first 5 months of the
ongoing fiscal year, only Rs 32.7 billion were released for the current budget to be spent
in the newly merged areas. Even worst, the actual expenditure out of this comes only to
Rs5.8 billion in the first five months of the ongoing fiscal year as seen on KP’s
government finance department’s website. This is because of lack of proper planning for
the NMAs and less focus on the specifics of spending in the region in KP’s policy
documents.

Similarly, the overall budget allocation for development purposes in the newly merged
areas amount to Rs 83 billion for the ongoing fiscal year of 2019-20. The update position
on KP’s finance department website is showing a reduce amount of Rs 81.3 billion which
is Rs 1.7 billion lower than shown in the budget document as announced at the time of
presentation of KP budget. However, the more concerning point is that only Rs 8.5 billion
was released in the first 5 month of the ongoing fiscal year. More worrying is that out of
this amount, the real expenditure comes only to around Rs 1.3 billion as on 25th
November 2019. KP government should speed up spending in the NMAs as then voices
from the federal government will be raised about the lack of capacity in the provincial
government. This is partly true as KP government did not plan well for the development
of NMAs if we compare it with other settled districts of the province.

While Federal government committed to transfer Rs72 billion for the development of
NMaAs, it has only released Rs12.872 billion by 22nd November 2019 which is just 18%
in the first 5 months. KP govt should stress the federal government for on-time releases
so that contractors busy in the development projects in NMAs received timely transfers
and avoid project delays.

Another worrying scenario is the neglect of NMAs in the regular PSDP programs which
is mainly federal government direct investments in development across Pakistan. Over
the last decade, the newly merged areas (erstwhile FATA) received only 3.31% of the
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total PSDP budget which is one of the reason for backwardness in the newly merged
areas. For example, the region over the last 7 decades had no funding for a University
while the rest of Pakistan has seen significant growth in new universities. This need to
be raised by KP government with the federal government and stress to fill this gap of
historical neglect of the NMAs.

Lastly, the newly merged areas should be treated part and parcel of the federal divisible
pool taxes and a transfer to the NMAs should be mainstreamed in the next NFC Award.
In our calculations based on old NFC formulae and new census and poverty figures,
NMAs due right comes to around 5.2% of the total divisible pool taxes. KP government
should make a case for proper inclusion of NMAs in the next NFC award and discard the
arbitrary allocation as federal transfers. This will not only guarantee an increase share
for NMAs from total federal resources but will be irreversible, as it will form part of
constitutional provision.
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