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ITINERARY. 

Mr. McNamara's Visit to Pakistan 

Thursday, November 11, 1976 

Evening 

2030 

Friday, November 12, 1976 

0800 

0845 

0845 - 1015 

1030 - 1130 

1145 - 1245 

1245 - 1345 

1345 - 1415 

1430 - 1600 

1600 - 1630 

1715 

1800 

2030 

Arrival from New Delhi (to be received by the 
Chief Minister, Punjab, Minister for Planning 
and Development, Additional Chief Secretary 
(Development) and a representative of EAD). 

Dinner by Mr. & Begum Mohammad Abbas Abbasi, 
Governor, Punjab in honor of Mr. and Mrs. 
McNamara. 

Departure for Lyallpur. 

Arrival at Lyallpur. 

Field visit Lyallpur University Extension Area 
(Dr. Mohammad Nasim, Secretary, Agriculture 
Dept., Punjab to accompany). 

Visit to Agriculture Research Institute. 

Visit to the Agriculture University Campus. 

Lunch by Dr. Amir Mohammad, Vice Chancellor, 
Agriculture University. 

Lyallpur to Gujranwala. 

Visit to industrial estate and small scale 
enterprises (Mr. Safdar Husain Kazmi, Secretary, 
Industries Dept., Punjab, to conduct this visit). 

Gujranwala to Lahore. 

Departure for Rawalpindi. 

Arrival at Islamabad (to be received by Rana 
Mohammad Hanif Khan, Minister for Finance, 
Planning and Development). 

Dinner by Rana Mohammad Hanif Khan, Minister 
for Finance, Planning and Development. 



Saturday, November 13, 1976 

0800 - 0845 

0900 - 1030 

1045 - 1115 

1130 - 1200 

1200 - 1300 

1300 - 1445 

1500 

1530 

1515 - 1615 

1615 - 1700 

1700 - 1730 

1830 - 1900 

2030 

Sunday, November 14, 1976 

0830 

October 21, 1976 

- 2 -

Meeting with Rana Mohammad Hanif Khan, Minister 
for Finance, Planning and Development and Mr. 
A.G.N. Kazi, Secretary General, Finance and 
Economic Coordination. 

Joint meeting with Mr. V.A. Jafarey (Secretary, 
Planning Division), Mr. Aftab Ahmad Khan 
(Secretary, Economic Affairs Division), Mr. I.A. 
Imtiazi (Secretary, Ministry of Food & Agri­
culture); Mr. Masur Hasan Khan (Secretary, 
Ministry of Fuel, Power and Natural Resources); 
and Mr. Abdur Raouf Shaikh,(Secretary, Finance 
Division). 

Meeting with Mr. Rafi Raza, Minister for 
Production; Mr. S.B. Awan, Secretary, Production 
Division, also to be present in the meeting. 

Return to Rawalpindi. 

Meeting with the Prime Minister. 

Lunch with the Prime Minister and Begum Bhutto. 

Departure for Tarbela. 

Arrival at Tarbela. 

Meeting with Mr. Abdul Hafeez Pirzada, Minister 
for Education & Provincial Coordination and 
Chairman Special Cabinet Committee on Tarbela. 

Site visit. 

Tarbela To Rawalpindi. 

Meeting with private individuals (to be arranged 
by Resident Mission, IBRD). 

Dinner (private). 

Departure for London. 



Airport Arrival Statement 

Pakistan 

I am grateful to yOur Government for the invitation.~ I was L 
in Pakistan four year ago~ ~~nery was nnderg~~~?id-changas-an I 

appreciated the opportunity at that time to confer with Prime Mln~ 
~-

Bhutto and others on your development plans~._.,Since then I have met with 
,#,_,.., .,._.. .~ 

·M ::::.B.h~~t.E ... ;in_Washingtofi~~_i~::-~.l~gk._ing-forward :w-to .... meet:lng . hi~ . here again. 
•••• ••• / '/~-- >•-" • 

~~~;tlast fo~rs, Pakistan has encountered many difficulties. · 

Droughts, floods, international recession and spiralling import prices have 

all left their mark on the economy. Nevertheless, Pakistan has succeeded in 

maintaining a rising trend of investment, and a growth rate of more than 

four percent per year. 

J · The Bank has long been '·associated with Pakistan's development 

plans. We have contributed almost $1.3 billion over a quarter of a 

century, nearly half has been committed in the past four years. 
v.)... ~ LJ._ 1~ 
~ loany ..J:!.9&e included ports~ railways, pipelines, roads and 

telecommunications, in addition to the massive power and irrigation works at 

Tarbel~ and elsewhere in the Indus Basin. In the future, in response to the 

increasing emphasis which the Government wishes to give to agriculture because 

of its central role in the life of the majority of the people, an increasing 

share of Bank assistance will be directed towards this sector. 

I know that much remains to be done, but in the course of my visit 

I look forward to seeing what progress has been made, what problems lie ahead 

and what programs are being developed to deal with them. I shall be 

particularly interested in the plans for moderating the population growth rate 

and programs designed to enable the poor -- both rural and urban -- to 

increase their income productivity. 
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ba~round 

nolE__.. Pakistan 
deportment of state * january l975 

OFFICIAL NAME: Islamic Republic of Pakistan 

GEOGRAPHY AND PEOPLE 

Pakistan, located in South Asia, 
extends from the Arabian Sea a thou­
sand miles north ward across the Thar 
Desert and eastern plains to the Hindu 
Kush and the foothills of the Hima­
layan Mountains. It is bounded by 
Iran, Afghanistan, the disputed state 
of Jammu and Kashmir, and India. 
Flowing into the Arabian Sea are the 

PROFILE 

Geography 

~~i. (about the size 
o~. CAPITAL: Islamabad (pop,; 
250.!190)- OTHER OTIES: Karachi (pop. 
3.5 million), Lahore (pop. 2.1 million). 

Indus River and its tributaries which 
form the fertile and intensely culti­
vated Indus Valley. Generally, Paki­
stan has large plains and deserts as well 
as a northern mountainous area. Its 
climate is dry and hot near the coast 
but cool in the northeastern uplands. 
Annual rainfa!J axeraees less than 10 
· hes, and temperatures range fro;­
below freezing to 120°F. 

There are four Provinces in Paki-

side; green field with white crescent and 
star in center. 

Economy 

GROSS NATIONAL PRODUCT (GNP): 
$7.6 billion (FY 1974). ANNUAL 
GROWTH RATE: ~y 1974). PER 
CAPITA INCOME~PER CAPITA 
GROWTH RATE: 2.6%. 

People AGRICULTURE: Land 24% (does not 

POPULATI~74-:;,..--..~..__include one-third of land for which no data 
ANNUAL GRO~o 3% vailable). Labor 59%. Products-wheat, cot-

(1973). DENSITY: 227 per sq. mi. ETHNIC toni~~USTRY: Labor 12%. Products-
GROUPS: Punjabi, Sindhi, Pushtun (Pa-

cotton textiles, fertilizer, cement, iron, 
than), Baluchi. RELIGIONS: Muslim (96%), 

steel, tires, electrical goods. 
small minorities of Christians, Hindus, and 
others. LANGUAGES: Urdu (official), NATURAL RESOURCES: Land,~ 
English, ~·ndhi, Pushtu, Baluchi. s.ive natural gas, limited petroleum, poor 

• 17%. IFE EXPECTANCY: quality coal, iron ore. 

51 yrs. . TRADE (FY 1974): Exports-$1.04 bil-

Government 

TYPE: Parliamentary. INDEPEND­
ENCE: August 14, 1947. DATE OF CON­
STITUTION: August 14, 1973. 

BRANCHES: Executive -President 
(Chief of State), Prime Minister (Head of 
Government). Legislative-National Assem­
bly, Senate (indirect election). Judicial­
Supreme Court. 

POLITICAL PARTIES: Pakistan Peo­
ple's Party, National Awami Party, and 
others loosely allied in United Democratic 
Front. SUFFRAGE: Universal adult over 
18. POLITICAL SUBDIVISIONS: 4 Prov­
inces, tribal areas, federal capital. 

FLAG: White vertical stripe on hoist 

lion: ~ raw cotton, arn textiles light 
manufactured products. Partners-Far East 
35%, European Communities (EC) 23%, 
Middle East 19%, U.S. 5%. /mports-$1.37 
biUion: capital goods, raw m.1terials, food 
grains, consumer items. Partners-EC 25%, 
U.S. 25%, Far East 21%, Middle East 12%. 

OFFICIAL EXCHANGE RATE: .2.:J 
mpees=US$1. 

ECONOMIC AID RECEIVED: Total 
$9.4 billion. U.S. only-$4.5 billion (since 
1951). 

MEMBERSHIP IN INTERNATIONAL 
ORGANIZATIONS: U.N., CENTO, Re­
gional Cooperation for Development (RCD), 
Asian Development Bank (ADB), Inter­
national Development Association (IDA), 
International Court of Justice, INTELSAT. 

stan-PunJ!Q. ~ Northwest Fron­
tier, and Baluchistan-plus several cen­
trally administered tribal areas located 
in the Northwest. 

The majority of people live around 
Karachi in the Indus Valley, and along 
an arc formed by Lahore, Rawalpindi, 
and Peshawar. 

Some 40 million Punjabis make up 
the dominant majority, with minori-
ties f Indo-A an peoples, as 
well as ns. ~ spoken asa 
first language bY. only 9 percent of 
Pakistanis, is the official language 
along with English; 65 percent of Paki­
sta · s eak Punjabi, 11 percent Sindhi, 
24 percen er languages (Pushtu, 
Baluchi, Brahui). Punjabi, Pushtu, and 
Baluchi are of the Indo-European lan­
guage group; Brahui is a Dravidian 
language. 

HISTORY 

The forces which generated the con­
cept of Pakistan as an independent na­
tion for the large Muslim population 
of the Indian subcontinent stem di­
rectly from developments in British 
India in the first half of the 20th cen­
tury. Indirectly, however, they go 
back hundreds of years. 

'lors reached the c f 
Sind early in the 7th centu , 
Muslims rna e a temporary conquest 
of Sind early in the 8th century. Be­
tween the 11th and 18th centuries SUC­
cessive an and Turkish invaders 
gradually spread their authority aero 
mos o nor ern n 1a. :Aimm:rgtl 
large numbers of Indians were con­
verted to Islam during this long period 
of Muslim rule, Muslims remained a 
minority. Islamic influence reached as 
far east as Bengal but never penetrated 
deeply into south India, which re­
mained predominantly Hindu. 
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Great .Br· · e n t assume control 
f. ia, and by 1850 it controlled di-

rectly or indirectly the entire sub­
continent. After a century of British 
rule, Muslim and Hindu leaders began 
to agitate for an effective voice in 
Indian affairs. The Indian National 
Congress, organized in 1885, was the 
first. Indian forum lhrough which the 
United Kingdom was petitioned for a 
greater degree of home rule, but the 
Congress includ((d few Muslims. 

. To present their position more ef­
fectively, a number of Muslim leade 
formed the All-India Muslim League. in 

90 orma y adopted 

the goal already accepted by leaders 
of the Indian National Congress-self­
government for India within the frame­
work of the British Empire. However, 
the Congre and the 

.b.Je o a ee on a a the ro-

Pakistan and Partition 

ec.ti of Muslim religious and eco- -~~~~WJ.~~iiJ.l.-'l~~!!!!~~~ 
omic t and repr sentation in 

an independent Indian government. 
Mounting tension over the question of 
Hindu-Muslim relationships, coupled 
with widespread disappointment at the 
~mited extent of British reforms, led 
to a series of hjtter communal disturb-

which re.c ed in India at inter-
vals .fu ntil the outbreak of 
World War II. 

lims of the subcontinent. 
At the end of World War II the 

United Kingdom took steps to grant 
India independence. But the Indian 
National Congress and the All-India 
Muslim League were unable to agree 
on the terms for drafting a constitu­
tion or on the method for establishing 



an interim government. Finally, in 
June 194 7, the British Government de­
clared that it would grant full domin­
ion status to two successor states­
India, and for the Muslims seeking a 
separate nation, Pakistan. Pakistan was 
to consist of the contiguous Muslim­
majority areas of British India; Bengal 
and the Punjab were to be partitioned; 
and the princely states were to be free 
to accede to either dominion. The re­
sult was a bifurcated Pakistan, East 
and West, separated by the breadth of 
India, a distance of more than 1 ,000 
air miles. Pakistan thus became a self­
governing dominion within the Com­
monwealth of Nations on August 14, 
1947. 

Post-Partition 

the assassination in 1951 of his politi­
cal successor, Prime Minister Liaquat 
Ali Khan, deprived Pakistan of its two 
most able leaders and dealt a serious 
blow to the nation's political develop­
ment. The political instability which 
followed brought frequent partisan re­
alignments and cabinet changes in the 
central government as well as in the 
Provinces. After 1954 the situation 
was aggravated by gradual economic 
deterioration. 

On March 23, 1956, following the 
adoption by the National Assembly of 
a new constitution, Pakistan ceased to 
be a dominion and became a sovereign 
"Islamic Republic" within the Com­
monwealth of Nations. 

In 19 58 a group of senior military 
officers, who previously ·had avoided 
direct political involvement, took con­
trol of the nation's affairs. On Octo­
ber 7, 58 President Iskander Mirza, 
supported by the Army Commander in 
Chief, Gen. ub Kha , and other 
senior officers, proclaimed a "peaceful 
revolution" and i s d martial law. 

Gen. Ayub, who was appomte 
Chief Martial Law Administrator and 

rm Supreme Commander of the Armed 
8. Forces, assumed the presidency with 

the resignation of Mirza on October 
27, 1958. He was confirmed in office 

/ 

in an indirect election during the win-:. 
ter of 1959-60 and was sworn in on 
February 17, 1960, for a 5-year term. 

Martial law was withdrawn on June 
8, 1962, and the new National Assem­
bly convened in accordance with a 
new constitution promulgated by Pres­
ident Ayub on March 23, 1962. 

The first Presidential election under 
the 1962 constitution took place in 
January 1965, with President Ayub re­
elected for another 5-year term. He 
did not complete his term, however, 
and relin uished the Presidency on 
March 25, 1969, following several 
months of political agitation in both 
East and West Pakistan. The constitu­
tion of 1962 was suspended, martial 
law was again imposed, and Gen. A.M. 
Yahya Khan, Commander in Chief of 
the Army, took over as Chief Martial 
Law Administrator. On Aprill, 1969, 
he assumed the Presidency. 

Prior to relinquishing his office, 
President Ayub had met with opposi­
tion political leaders of the East and 
West and agreed to abandon the 1962 
constitution's indirect election process 
and replace it with direct universal 
adult suffrage. At the same time, he 
agreed to the modification of the gov­
ernment's structure from an executive­
dominated federal system to a parlia­
mentary system, but these concessions 
were not implemented prior to the im­
position of martial law. Under Presi­
dent Y ahya, however, the martial law 
authorities stated their intent to re­
store constitutional rule when internal 
political conditions had stabilized. 

Full political activity was allowed 
to resume on January 1, 1970, and 
elections were held the following De­
cember for a National Assembly and 
legislatures for Pakistan's five Prov­
inces (East Pakistan and the four in 
the West). The 313-member Assembly 
was to have responsibility for adopting 
the constitution establishing the legal 
framework for a new civilian govern­
ment. 

The major unresolved issue was the 
question of the role of East Pakistan 
in the reconstituted civilian govern­
ment. t P.akist_anis maintained that 
~ d been underrepresented.1n t e 

centr.!ll government and denied their 
share of central government revenues. 

The Awami League Party under 
Sheikh Mujibur Rahman, won 160 of 

3 

the 162 seats allotted to East Pakistan 
and a majority in the National Assem­
bly. Its platform emphasized a high 
degree of provincial autonomy and a 
central government controlling only 
defense, foreign affairs, and (possibly) 
currency. West Paki~tan's majority 
party, the Pakistan People's Party, led 
by Zulfikar Ali Bhutto, won 81 of the 
West's allotted 1 seas. Moreover, it 
stood for an "effective" center with 
some devolution of power to the 
Provinces but ess than the Awam1 
League wanted. 

The inability of the key political 
personalities to agree on a division of 
powers between the central govern­
ment and the Provinces led to a break­
down in the political process and trig­
gered the East Pakistan crisis. On 
March 25-26, 1971, the Pakistan mili­
tary banned the Awami League, ar­
rested Sheikh Mujibur Rahman, and 
charged him with treason. 

In response, the remainder of the 
Awami League leadership proclaimed 
the independence of East Pakistan on 
March 26 in the name of "People's 
Republic of Bangladesh" and later 
established a government-in-exile at 
Calcutta, India. An insurgent fighting 
force called the Mukti Bahini (Libera­
tion Forces) was formed and fought 
the Pakistani Army in East Pakistan. 
More than 9 million Bengalis fled the 
turbulent regions of East Pakistan and 
were cared for in the refugee camps in 
India. By late fall 1971 the Mukti 
Bahini, supported by India but operat­
ing throughout East Pakistan, was reg­
ularly harassing the Pakistani Army, 
by now comprised exclusively of sol­
diers from the West and viewed as an 
army of occupation. During the late 
summer and fall, India-Pakistan ten­
sions mounted until full-scale fighting 
broke out in both the East and West 
on December 3. 

The Pakistani Army in East Paki­
stan was rapidly overwhelmed and on 
December 16, 1971, approximately 

........ ~..:::oO..,O._troops, aramllitary and civil­
ians,. surrendered to t e combined 
forces of ndia and Ban ladesh. On 
December 17 Pakistan agreed to an 
Indian cease-fire proposal for the west­
ern theater. President Yahya stepped 
down December 20, and was rep aced 
as President an hie artia aw 
Administrator by Zulfikar Ali Bhutto, 
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head of the Pakistan People's Party, 
tlie majority party of West Pakistan. 

The problems facing the Bhutto 
government were extraordinary, not 
least of which were the shock and 
demoralization caused by the decisive 
defeat suffered by the armed forces 
and the secession of over half the pop­
ulation that had originally opted for a 
South Asian Muslim homeland in 
1947. 

The new civilian re ime moved de-

constitutional order has been returned 
to the earlier parliamentary form of 
government and the federal system, 
including four Provinces, affirmed. 

The olitical and econom· recov­
er achieved smce 1971 under Bhut­

's vigorous leadership has been both 
solid and im ressive. 

GOVERNMENT AND 
POLITICAL CONDITIONS 

Pakistan, an Islamic republic, has 
been engaged in an evolution of its 
governmental form since the end of 
the December 1971 war. As a direct 
and immediate result of the military 
defeat in East Pakistan and the cease­
fire with India in the West, Gen. 
Yahya Khan on December 20, 1971, 
turned over control of the Govern­
ment of Pakistan to Zulfikar Ali 
Bhutto , leader of the majority Paki­
stan People's Party (PPP). For the 
next several months Bhutto, continu­
ing to govern under martial law, tried 
to bolster the morale of the Pakistani 
people shocked by military defeat and 
the loss of half of their nation. Nu-

In April 197 under in-
creasing pressure to return to demo­
cratic rule, Bhutto convened the first 
directl electe Nationa Assem y in 
the history of Pakistan and lifted mar­
tial law; an interim constitution was 
adopted. Bhutto's subsequent inaugu­
ration to the Presidency as leader of 
Pakistan's democratically elected ma­
jority party ended 16 years of military 
governments. 

In May 197 the f ur Provincial as­
semblies met and e ted overnments 
un er the leadership of Chief mis­
ters, appointed by the President but 
commanding the confidence of the 
majority of the provincial assemblies. 
In Baluchistan and the Northwest 
Frontier Provinces, the new govern­
ments were a coalition of the National 
Awami Party (NAP) and the Jamiatul­
Ulema-Islam (JUI) parties and in oppo­
sition to President Bhutto's PPP. 

These opposition overnments were 
dismissed by Bhutto in Eebruary 1973 · 
and Presidential rule was established in 
the two Provinces. PPP-dominated co­
alition governments were ~ubsequently 
formed in both Baluchistan and the 
Northwest Frontier, thus bringing all 
four provincial governments under PPP 
control. 

A draft of a new permanent consti­
tution was presented in December 
1972 to the National Assembly sitting 
as the Constituent Assembly. Under 
the constitution, which entered into 
force August 14, 1973, Pakistan has a 
strong central, and parliamentary form 
of government. It provides for a Presi­
dent as Ceremonial Chief-of-State, pres­
ently Fazal Elahi Chaudhry, elected by 
both the Senate and National Assem­
bly of the bicameral legislature. The 
Head of Government, however , is a 
Prime Minister, presently Zulfikar Ali 
Bhutto, elected by a majority of the 
National Assembly. 

The National Assembly (21 0 seats 
comprised of 200 members elected 
by universal, adult-18 years old­
suffrage, plus 10 seats reserved for 
women) must stand for election every 
5 years, unless dissolved sooner. The 
Senate consists of 63 members in­
directly elected by the provincial as­
semblies and tribal councils for 4 
years , with half the members up for re­
election every 2 years. The Senate is 
not subject to dissolution. 

The constitution permits a vote of 
no-confidence by a majority of the 
Assembly, provided that the name of 
a successor is included in the no­
confidence motion. In an unusual 
variation of parliamentary government, 
for a period of 1 0 years, the vote of a 
member of the National Assembly cast 
in support of a motion of no-confidence 
shall be disregarded if it is contrary to 

. the votes of a majority of the political 
party of which he is a member. 

Two lists-federal and concurrent­
specify jurisdiction on legislative sub­
jects, and all residual powers are vested 
in the Provinces. Provincial governors 
are appointed by the President, on the 
advice of the Prime Minister but act on 
the advice of the Chief Ministers who 
head the Provincial parliaments. 

The highest court in Pakistan is the 
Supreme Court; its justices are ap­
pointed by the President. The highest 
court in each Province is the High 
Court with justices also appointed by 
the President. In an April 1972 deci­
sion, the Supreme Court found the 
martial law regime of ex-President 
Yahya Khan (March 1969 to Decem­
ber 1971) to have been illegal and a · 
usurpation of power. 

Principal Government Officials 

President-Fazal Elahi udh 
Prime _Minister, Minister of Defense 

and Foreign Affairs -Zulfikar Ali 
Bhutto 

Ambassador to the U.S.- Sahabzada 
Yaqub-Khan 

Ambassador to the U.N.-Iqbal A. A. 
Akhund 

Pakistan maintains an Embassy in 
the United States at 2315 Massachu­
setts Avenue, N.W., Washington, D. C. 
20008. 

ECONOMY 

Pakistan bears the usual burdens of 
a developing country-low per capita 
income (about US$110 in FY 1974), 
large and growing population, rigid 

· hly stratified traditional society, 
0 0 'I 

m1mma eve o tei.ac_y · and other 
needed s Ills , archaic educational sys­
tem, predominantly agricu ural econ­
omy of small farms primitively culti­
vated , i~ e uate infrastructure, and 



difficult balance-of-payments problem. 
Gross national product (GNP) in FY 
1974 is estimated at $7.6 billion. (The 
GNP and per capita income are based 
on recent Gov~rnment of Pakistan esti­
mates and an official conversion rate 
of Rupees 9.9 = US$1.) 

But Pakistan does have ade uate re­
sources to develop a viable economy. 
The country boasts one of the largest 
· · ti w r , fed by 
the Indus River. The river system also 
powers a number of large h droelec­
tri stations. A limited mo nt of 
natural as is being exploited. How­
ever, the backbone of the economy is 
still its arable land which, under inten­
sive agro practices, is expected to make 
then · n 

Agriculture and Natural Resources 

Pakistan's most im ortant natural 
resource is its la ; agriculture ac­
counts for almost 45 percent of the 
national income. otton raw and 
processed, contributes more than 50 
percent of the country's exports. 
Through the construction of large irri­
gation facilities and active land recla­
mation projects, production of food 
grain and cotton is now carried out on 
large areas of land which were previ­
ously arid and barren. 

Rice production in 1974 sliould 
reach 2.5 million metric tons, while 
1974 wheat production is estimated at 
7.6 million metric tons. This produc­
tion record was attributable largely to 
increased use of high-yield seeds, 
though unfavorable weather and in­
adequate fertilizer distribution dis­
appointed hopes for an even larger 
wheat harvest. Rice and cotton pro­
duction have doubled in the past 
decade. 

The nation's known minerals are 
limited and include small amounts of 
petroleum (supplying 15 percent of 
local needs) and poor quality coal and 
iron ore. Reserves of natural gas are 
extensive and are used as fuel for 
power stations and as the basic raw 
material for the country's latest chem­
ical fertilizer plants. Copper and 
phosphate may be commercially ex-

t- ploited in the next few years. 
1 Electric power production is in-

creasing significantly. Production ca-

pacity in 1972 was estimated at 2,090 
megawatts. 

The Indus Basin 

The lar est canal-irrigated area in 
the world is bemg ur er developed m 
the Indus Basin, lying mostly in Paki­
stan and partly in India. In 1947, at 
the time of partition, the waters of the 
Indus system were divided giving India 
control of the upstream reaches of 
most of the rivers. By 1960, a settle­
ment was negotiated with Pakistan and 
India under the auspices of the Inter­
national Bank for Reconstruction and 
Development (IBRD) and presented as 
the Indus Waters Treaty. The arrange­
ment allocated the waters of the three 
western rivers to Pakistan and the 
waters of the three eastern rivers to 
India. Under the terms of the settle­
ment, Pakistan has constructed an ex­
tensive system of dams (including 
Tarbela, the world's largest earthfill 
dam), link canals, and barrages. 

These irrigation projects, to be com­
pleted in the next few years, are being 
financed partially by contributions 
from the IBRD, the United States, and 
several other friendly governments. 
Contributions from foreign sources for 
this ambitious project are expected to 
exceed $1.3 billion (of which the 
United States is contributing about 
half), by the time work is completed. 

Industry 

There was little organized industry 
in Pakistan at the time of independ­
ence in 194 7. In the late 195O's and 
1960's a rapid expansion of light in­
dustry took place. New plants were 
established, generally based on local 
raw materials (e.g., fertilizers, textiles). 
Presently industrial production ac­
counts for about 15 percent of GNP 
and is increasing. 

Foreign Trade 

Pakistan's imports are characteris­
tic of developing nations and consist 
mainly of capital goods for develop­
ment efforts, industrial raw materials, 
food grains, and a limited amount of 
consumer items. 

Since 1971 the government has at­
tempted to curtail imports, in part by 
devaluating the rupee by 110 percent. 
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Nonetheless, the worldwide price in­
flation has pushed imports up very 
rapidly, increasing 75 percent from FY 
1973 to FY 1974. 

Despite the loss of its eastern wing, 
Pakistan's export earnings reached an 
·alltime high of $1.04 .billion in FY 
1974, up more than 28 percent from 
FY 1973. Rice exports accounted for 
much of the increase. Under a new 
government program, a concerted ef­
fort is be,ing made to diversify exports, 
and the export of light manufactured 
products is becoming increasingly 
important. Principal sales markets are 
the United Kingdom, Hong Kong, 
Japan, and the United States. Exports 
to the United States in FY 1974 
amounted to $54.6 million, primarily 
textiles. 

On the import side, the United 
States is the leading supplier of goods 
to Pakistan, selling an average of about 
$270 million annually for the past 
several years, or about one quarter of 
the nation's average foreign purchases. 
Many U.S. sales are funded through 
AID loans to Pakistan. 

Foreign Economic Assistance 

Since 1952 more than $9 billion in 
economic assistance has been com­
mitted to Pakistan by all foreign 
sources, with the U.S. share being 
more than $4.5 billion, including $1.7 
billion worth of Public Law 480 (Food 
for Peace) agricultural commodities. 
U.S. assistance to Pakistan in FY 1975 
will exceed $200 million, including 
$80 million in development assistance, 
$40 million in debt rescheduling, $30 
million in Public Law 480 commodi­
ties, and $50 million through multilat­
eral programs, particularly the Indus 
Basin irrigation projects. 

Current Economic Situation 

Despite inflation running at 25 per­
cent annually and a 1974 price down­
turn for its export leaders, Pakistan 
has we a the red the current inter­
national1economic uncertainties rather 
well. The balance-of-payments situa­
tion is likely, however, to get worse in 
early 197 5 as the full impact of the 
trade gap is felt. A $580 million soft 
loan over 197 5-77 from Iran and a 
long-term debt rescheduling of $650 
million in 1975-79 maturities will help 
ease the transition. 
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TRAVEL NOTES 

Climate and Clothing-Lightweight 
clothing for the hot, dry summer (mon­
soon rains in July-August); medium­
weight clothing appropriate for winter. 

Health-Adequate medical facilities in 
major cities. Pharmacies capable of meet­
ing most prescription needs. Smallpox 
immunization required. Cholera and 
typhoid immunization and malaria sup· 
pressants recommended. 

Telecommunications-Good internal and 
adequate external telephone, telegraph, 
and mail service. 

Transportation-Adequate railroad trans­
portation. The public bus system is poor. 
Excellent airlines (PIA). Highways are 
generally crowded. 

Visas-Americans may obtain a tourist 
visa for stay of up to 30 days and a 
transit visa for period of up to 15 days at 
ports of entry. The land border with 
India is open at Wagah (between Lahore 
and Amritsar) daily from 9 a.m. to 4 
p.m. Pakistan requires a "road permit" 
for the crossing. India requires that all 
cars be covered by an international 
"carnet de passage." 

On the domestic side, there is con­
tinuing concern over the lack of pri­
vate inyestment in the wake of the 
1972-7 3 nationalizations. A late-197 4 
water shortage (and resulting diminu­
tion of hydroelectric generating 
capacity) has raised the possibility of 
serious crop shortfalls; if this mate­
rializes, there could be major domestic 
price/supply difficulties and even 
worse impact on the foreign trade sit­
uation. Efforts to spur agricultural 
development, including expansion of 
domestic fertilizer manufacturing and 
improved irrigation practices and sup­
ply (including completion of Tarbela) 
could improve the short-term outlook. 
A hoped-for gain in cotton exports 
would also relieve some of the pay­
ments pressure. 

FOREIGN RELATIONS 

R~.~~~~~~~----~P~a~ki­
stan 

~--~ Muslim rivalry and a mutual suspicion 
which e m 194 7 to the creation of 
the two states. Many issues divide 
India and Pakistan, but until the East 

Pakistan crisis of 1971 the most sensi­
tive issue was that of the status of the 

had a population which was 77 per­
cent Muslim but was ruled by a Hindu 
maharajah. When the maharajah hesi­
tated to accede to either o t e new 

47 some of his Muslim 
su e and 
were supported by armed tribesmen 
from Pakistani territory. The Hindu 
maharajah thereupon offered to ac­
cede to 

population under Indian control. The 
followmg years saw a series of minor 
skirmishes and firefights along the 
cease-fire line. The Kashmir dispute 
led to full-scale hostilities in Septem­
ber 1965, which were brought to an 
end after 3 weeks through the efforts 
of the U.N. Security Council. The 
leaders of India and Pakistan met at 
Tashkent, in the Soviet Union, in Jan­
uary 1966 for a summit conference. 
The resulting Tashkent Declaration 
provided for the return to the st~tus 
quo in Kashmir and for the peaceful 
settlement of differences between the 
two countries. Six years and another 
war later, however, the Kashmir issue 
continues as a major point of dispute. 

Actions of the Pakistani Army in 
East Pakistan in 1971, which prompted 
the flight of approximately 9 million 
refugees into India, ultimately led to 
full-scale warfare. ' Indian recognition 
of Bangladesh in: December 1971 
brought a severande of diplomatic re­
lations. The end of the fighting found 
India in possession of approximately 
91,000 Pakistani POW's, versus ap-

proximately 700 Indian POW's held by 
Pakistan; more than 5,000 square miles 
of Pakistan occupied by the Indian 
Army, versus less than 100 square 
miles of India held by Pakistani forces; 
and India in an unquestionably su~­
rior military position in South Asia. 

In search for a settlement to result­
ing problems, then President Bhutto 
met with Prime Minister Gandhi at 
Simla in July 1972. Both parties 
hoped that the meehng might end an 
era of confrontation and initiate one 
of peace in the subcontinent. Agree­
ment was reached providing for the 
withdrawal of forces from occupied 
territories, delineation of the line of 
control in Kashmir, and the settlement 
of future disputes by peaceful means 
through bilateral negotiations. An im­
passe then ensued, largely over the 
issues of repatriation of the Pakistani 
POW's held in India and recognition of 
Bangladesh by Pakistan. Solutions to 
the humanitarian problems were thus 
deadlocked for nearly 20 months after 
the conclusion of the war. 

On August 28, 1973, the represent­
atives of the Governments of India and 
Pakistan agreed to the imulta us 
re atriation of all but 19 5 Pakistani 
POW's from nd· 

The "Simla Process" of step-by-step 
normalization between India and 
Pakistan has continued to produce 
constructive results. Agreement was 
reached in mber 1974 on restora-
ti of ostal and te e u · catio'iis 
links nd on measures to facilitate 
travel. The negotiators also agreed to 
early talks on aviation questions (over­
flight rights and bilateral air links). A 
November protocol authorized re­
establishment of trade relations start­
ing December 7, 1974. Difficult 
problems and deep suspicion continue 
to divide these traditional adversaries, 
but a hopeful new basis has been laid 



for what could in time permit the 
) development of a more constructive 

relationship. 

Afghanistan 

Relations in the past have been 
complicated by the lo~nAs~~~~~ 

stan and part to India. The partition 
of India and transfer of political au­
thority over the Pushtuns along the 
frontier to the successor Government 
of Pakistan precipitated the issue. The 
Afghans vigorously protested the in­
c us1on o us tun areas w1t m the 
£orders of Pakistan witliout giving tlie 

ushtuns the opportunity to opt for 
either self -determination . or inclusion 
in Afghanistan. Pakistan regards the 
Durand Line as an established inter­
national border confirmed by succes­
sive Afghan rulers and takes the posi­
tion that Afghan claims to an interest 
in the status of the people in the area 
constitute interference in its internal 
affairs. 

The issue resulted in the closure of 
the Pakistan-Afghanistan border from 
1961-63 and has strained relations be­
tween the two countries periodically 
since then. On the other hand, land­
locked Afghanistan's reliance on Paki­
stan for trade outlets through the port 
of Karachi and land routes to the sub­
continent has the potential for a co­
operative relationship between the two 
neighbors. 

Soviet Union 

Pakistan's r e 1 at ions with the 
U.S.S.R. have traditionally been cor­
rect , but Pakistan's membership in the 
Central Treaty Organization (CENTO) 
and the support given by the Soviet 
Union to India and Bangladesh during 
the 1971 crisis have inhibited the de­
velopment of close relations. Soviet 
sponsorship of the Tashkent meet­
ing after the September 1965 Indo­
Pakistan hostilities was seen by many 
Pakistanis as a sign that the U.S.S.R. 
wished to develop closer relations 

. with Pakistan. Following Tashkent, 

Pakistan made a conscious effort 
to strengthen Pakistan-U .S.S.R. ties 
through the exchange of various cul­
tural and trade groups and high-level 
delegations. Trade between the two 
countries increased between 1966 and 
1971, and the U.S.S.R. continued to 
provide economic aid to Pakistan. 

With the beginning of the East 
Pakistan crisis in March 1971, how­
ever, relations between Pakistan and 
the Soviet Union cooled as the result 
of the latter's criticism of Pakistan. 
From the Pakistani viewpoint, the 
Indian-Soviet Treaty of Friendship, 
Peace, and Cooperation, signed in 
August 1971, was in large part di­
rected against Pakistan. Recognition 
of Bangladesh by the U.S.S.R. early 
in 1972 further strained Pakistan­
U.S.S.R. relations. 

Development and maintenance of 
good relations with the Soviet Union, 
however, remain an important concern 
of Pakistan's foreign policy, and since 
coming to power Prime Minister 
Bhutto has twice visited Moscow in 
pursuit of this objective. 

People's Republic of China 

Pakistan recognized the People's 
Republic of China in 1950, following 
the example of other Commonwealth 
nations, and diplomatic relations were 
established the next year. Relations 
have, in general, been cordial. 

Relations grew...uu.u.u.J.-J.o.&JJ..t;lW......!.Y 

ing the Sino-Indian hostilities of 19 
A boundary agreement was signed a 
Peking on March 2, 1963. Trade, eco­
nomic, cultural, and civil air agree­
ments have also been concluded. In 
recent years, agreements for extensive 
military assistance have been negoti­
ated between Pakistan and the People's 
Republic of China. :Prime Minster 
Bhutto visited Peking in 1972 and 
again in May 1974 and has recejved 
assurances of continued substantial 
economic assistance. There have been 
numerous other visits by high-ranking 
officials of both governments. Because 
of the military, political, and diplo­
matic support extended to Pakistan by 
China, Pakistan considers good re­
lations with the People's Republic of 
China as an essential element of its 

· current foreign policy . 

READING LIST 

These titles are provided as a general 
indication of the material currently be­
ing published on this country. The De­
partment of State does not endorse the 
specific views in unofficial publications 
as representing the position of the U.S. 
Government. 
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U.S.-PAKISTAN RELATIONS 

Diplomatic relations between the 
United States and Pakistan were es­
tablished in 194 7. With the extension 
of U.S. military and economic aid to 
Pakistan in 19 54 and its subsequent 
participation in CENTO and SEATO, 
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r~lations between the two countries 
became very close. In 1962, when the 
United States provided some military 
aid to India following the outbreak of 
fighting between the P.R.C. and India, 
Pakistani public opinion, fearing the 
use of these arms against Pakistan, 
became increasingly critical of Pak­
istan's close relationship with the 
United States. Simultaneously the 
government began to develop a closer 
relationship with the People's Re­
public of China. Criticism of the 
United States increased witb ffie sus-----------

Following a low oint i~ late 1965, 
relations between the United States 
and Pakistan r~ uall:y, .... ·~~;;.-;;.::_.:.:..::::..: 
the resumption of economic assistance 

Q mo 1 !Cation in the arms embargo 
to permit sale of some military ite s, 
primarily spare parts for equipment 
previously supplied to Pakistan. The 
visits of President Nixon to Pakistan in 
July 1969 and then-President Yahya to 
the United States in November-1970, 
provided opportunities for friendly 
discussions between the two Chiefs of 
State and for further improvement of 
relations between the United States 
and Pakistan. Zulfikar Ali Bhutto 
visited Washington briefly in Decem­
ber 1971 just prior to assuming his 
position of President and Chief Martial 
Law Administrator and again in Sep­
tember 1973 as Prime Minister. 

As a result of the 1971 political 
crisis in East Pakistan, the United 
States curtailed its economic assistance 
(except relief assistance) and again 
embargoed the shipment of military 
supplies to both India and Pakistan. 
However, the quiet efforts of the 
United States to achieve a political 
solution to the crisis and, once fight­
ing broke out, U.S. efforts to achieve 

a U.N. cease-fire resolution were wel­
comed by Pakistan. 

The a ms e bargo was modified in 
March 1973 to permit t e sa e to n 1 

an aK:tstan, on a cash asts only, of 
non etha military supplies (such as 
transportation or communications 
equipment) as well as spare parts and 
ammunition for previously supplied 
U.S. equipment. The U.S. supply of 
lethal equipment (such as fighter­
bomber aircraft, tanks, missiles, artil­
lery) continues to be embargoed for 
both India and Pakistan under the 
March 1973 policy. In the years since 
the war, the United States has offered 
Pakistan some $500 million to assist in 
rebuilding its economy. The serious 
floods of August 197 3 necessitated 
additional relief and economic assist­
ance which the United States, together 
with other countries, has endeavored 
to meet. In addition, a debt resched­
uling has also been negotiated to ease 
Pakistan's payments situation. 

U.S. Policy 
U.S. policy seeks to encourage 

peaceful and stable relationships and 
the peaceful settlement of differences 
among all South Asian countries. As 
President Nixon stated in his foreign · 
policy report of May 1973, "The cohe­
sion and stability of Pakistan are of 
critical importance to the structure of 
pea~e in South Asia. Encouragement 
of turmoil within nations on the sub­
continent can bring not only the 
devastation of civil and international 
war; but the involvement of outside 
powers. This is the basis of America's 
interest in helping Pakistan now con­
solidate its integrity as a nation." 

To that end the United States has 
provided large-scale technical and eco­
nomic assistance to Pakistan, including 
programs designed to help provide the 
foreign exchange necessary to imple­
ment the country's development plans. 

The importance of increased agricul­
tural production has been stressed 
with good results. The United States 
is hopeful that the spirit of coopera­
tion achieved by Prime Minister Bhutto 
and Prime Minister Gandhi in their 
summit meeting at Simla in July 1972 
will mark the beginning of a new era 
of peace for the Subcontinent. 

The United -States has provided 
more than $200 million in relief and 
economic assistance to Pakistan since 
the end of the December 1971 war, 
and has made clear to the government 
and people of Pakistan that U.S. con­
cern for their well-being and security 
will continue. U.S. policy toward 
Pakistan, as toward the other nations 
of South Asia, is to assist it in the 
structuring of regional peace and sta­
bility so that the 700 million people 
of the Subcontinent may have an op­
portunity to fashion a strong and pro­
ductive future. 
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Islamabad. 
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BIO-DATA 

MR. ZULFIKAR ALI BHUTTO 

Prime Minister 

Zulfikar Ali Bhutto was born of a politically active, wealthy 
and distinguished landowning family in the Sind .Province of Pakistan. He 
studied in the United States and in Britain, receiving a degree in 
Political Science from the University of California, Berkeley, in 1950, 
and an M.A. degree in Jurisprudence from Oxford University, London, in 
1952. He also became a Barrister-at-Law at London's Lincoln Inn in the 
same year. He returned to Pakistan in 1953 where he taught and practiced 
Law until 1958 when he became Pakistan's Minister of Commerce. He retained 
this post until 1960 when he became the Minister of Fuel, Power, Natural 
Resources and Kashmir Affairs. 

In 1962, Ayub Khan came to power in Pakistan and Bhutto quickly 
became his bright and ambitious lieutenant. Under Ayub, he was first 
the Minister of Industries and Natural Resources (1962/63) and later the 
Min · er of Ext fa· 963/64). He was appointed Pakistan's 
Minister of Foreign Affairs in 19 5. He retained this portfolio through 
the 1965 India-Pakistan war, relinquishing it in 1966 when he became 
disenchanted with A 's re im~ . Subsequent~e played a very active 
role in the movement which dethroned Ayub Khan in 1969. He has been 
Chairman of the Pakistan Peoples' Party since he founded it in 1967. 

Mr. Bhutto is a maverick. Unpredictable in his judgments and 
decisions, he is an ambitious and seasoned politician. He has always 
been controversial and between ~yemher 1968 and February 1969 was u~er 
~itical arrest in Pakistan. Under Yahya Khan, Bhutto was loud in calling 
for a return to ' civilian administration, no doubt reflecting his own 
political aspirations. 

In the December 1970 elections to the General Assembly, his party 
won an unexpectedly large majority of the West wing seats (his party did 
not contest in East Pakistan), dominating both the Sind Province (his home) 
and the Punjab. His party performed poorly, however, . in the two smaller 
provinces istan and the North West Front· • Mr. Bhutto*s election 
anifestos a stron nationalist and o ulist flavor -- confrontation 

Wlth India and Islamic- Socla lsm -- but his supporters lncl~ed conservative 
business interests. 

In the maneuvering after the 1970 election, Bhutto was mainly 
intent on securing a firm foothold in the Government. When Sheikh Mujibur 
Rahman's Awami League refused to concede this in advance of the Constituent 
Assembly's meeting, Bhutto forced postponemen~ ·ch 
~recipitated the .· s..t e.p,ex-~J itr)k2 i;g t be East. At the end 
o t e subsequent negotiations his veto killed the agreement on rinciples 
which YahY. eaebed. 4t~ · ·Q (althoug ls veto may ave 
been only a pretext r ather than the real reason). Following the Army 
cr a ckdown in March 1971 and the banning of the Awami League, Bhutto 
agitated for an earl y transfer of power to himself as the only remaining 
popular representative. 
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Since he took power in December 1971, Mr. Bhutto has devoted 
h imself to ov~orning the trauma created by the 
and trying t~orrn a new unity of the rese 
Sind, Baluc ·s n an or es rontier, 
India and o~ ishi with Ban lad While there 
have been setbacks, Mr. Bhutto has had success on all these counts. There 
is still tension in Baluchistan and NWFP, and some opposition leaders 
are in jail. He has also apparently had to make concessions from time 
to time to left-wing elements in his o maintain his position. ·' 

signs of being able- to organize any 
his party. It is thought that he will 

e held by next spring) without 

MR ~ RANA MOHAMMAD HAN IF KHAN 

Minister for Finance, Planning & Development 

Mr. Rana Mohammad Hanif Khan was born in 1921. He attended the 
Government College,_ Ludhiana (East Punjab, India) and went to England in 
1952 to study Law. He was called to the Bar from the Lincolns I~ London, 
in 1955, and in the same year returned to Pakistan and started legal 
practice. Mr. Hanif Khan was elected to the National Assembly from his 
horne District (Sahiwal) in 1970. He served as Minister for Labour, Works 
and Local Bodies from December 1971 to October 1974 and during part of 
that period was also in charge of the Ministry of Fuel, Power and Natural 
Resources. When the Cabinet was reshuffled in October 197~e 
Minister for Finance, Planning and Economic Affairs. His portfolio has 
recently been re-designated as Minister for Finance, Planning and 
Development. 

MR. M. RAFI RAZA 

Minister for Production 

Mr. M. Rafi Raza was born in 1936. He · was educated at Oxford 
Universi t y, graduating from the Honours School of Jurisprudence in 1957. 
I n December 1957, he did his final Bar examinations from the Inner Temple, 
London, and was called to the Bar in February, 1958. 
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Mr. Rafi Raza has been associated with the Government since the 
Pakistan People's Party assumed power in December, 1971. He was a member 
of the team led by Mr. Bhutto as the Chairman of the Pakistan People's 
Party for negotiations and constitutional talks with the Awarni League and 
the . Yahya Government in 1971. He was the first Special Assistant .to Prime 
Minister Zulfikar Ali Bhutto from December 1971 until he resigned from 
this post on election to the Senate in July 1973 following the promulgation 
of the new Constitution. In July 1974, he was appointed as Federal 
Minister for Production, Commerce and Town Planning, and in October 1974 
became Minister for Production, Industries and Town Planning. As 
constitutional lawyer, Mr. Raza was closely associated with the political 
talks prior to the Interim Constitution in April 1972 and with its 
preparation, as well as with the Constitutional Accord of 20th October, 
1972 and the framing of the present permanent Constitution. 

MR. ABDUL HAFEEZ . PIRZADA 

Minister for Education and Provincial Coordination 
and Chairman of ·the Cabinet Committee ort Tatbela 

Mr. Abdul Hafeez Pirzada was born in 1935. He is the son of 
Pirzada Abdus Sattar, Central Minister in the first Pakistan Cabinet 
under the Quaid-i-Azam and later the Chief Minister of Sind. After 
graduation from D.J. Sindh Government Science College in Physics and 
Mathematics in 1954, he proceeded abroad for studies in Law and was 
called to the Bar from Lincolns Inn, London, in 1957. 

On his return to Pakistan in the same year, Mr. Pirzada started 
his legal practice in the then High Court of West Pakistan at Karachi and 
joined the Chambers of Prime Minister Zulfikar Ali Bhutto with whom 
he worked until October, 1958. In 1967, Mr. Pirzada represented 
Mr. Bhutto in connection with the cases brought by the Ayub Government 
against Bhutto. He was also a counsel in the famous trials of habeas 
corpus petitions filed in the High Court of West Pakistan, Lahore, in 
November, 1968 in connection with the arrest and imprisonment of 
Mr. Bhutto and his colleagues. He was appointed a member of the Karachi 
Organizing Committee of Pakistan People's Party. In January, 1970, 
Mr. Pirzada took over as Chairman of the People's Party for Karachi Z~ne. 
On the formation of the Party's Central Committee he was appointed a 
member. 
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MR. A.G.N. KAZI 

Secretary General, Finance and Economic Coordination 

Mr. Kazi i~ He is an M.Sc. in applied mathematics and, 
in 1943, he took the Indian Civil Service Examination and was posted 
t o the Bihar/Orisa Province in India. On independence, Mr. Kazi 
opted for Pakistan and has since served in many capacities, including 
Finance Secretary , Sind, and Finance Secretary, West Pakistan. He was 
Economic Minister for Pakistan at Washin from 1962 to 19 On 
return, e serve e ormer West Pakistan Government as Additional 
Chief Secretary, Planning and Development, and was later appointed 
~hairman gf WA?DA. He joined the Central Secretariat on June 6, 1969, 
as Secretary, Ministry of Industries and Natural Resources and became 
Secretar Ministry of Finance on September 8 19 In August i973, 
Mr. Kazi was given w y created post of Secretary General, Finance 
and Economic Coordination. He thus has responsibility for all three 
parts of the Ministry, i.e., Finance, Planning, and Economic Affairs. 
He is said to be one of the fairly small number of senior civil servants 
~hom the new pol} t1c1ans Ate prepar~~ to trust; 

MR. V.A. JAFAREY 

Secretary, Planning Division 
Ministry of Finance, Planning, & Economic Affairs 

Mr. Jafarey joined the Civil Service of Pakistan in 1948. He 
served in d1fferent executive and secretariat appointments under the 
Government of East Pakistan and West Pakistan. Posts held include Finance 
Secretary, Government of East Pakistan; Finance Secretary, Government of 
West Pakistan; and Chairman, Planning Board, West Pakistan. He has also 
served in the Economic Affairs Division and the Ministries of Finance, 
Commerce, Industries and Fuel, Power and Natural Resources in the Central 
Government. He has led a number of trade and other delegations to various 
foreign countries. 
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MR. AFTAB AHMAD KHAN 

Secretary, Economic Affairs Division 
Ministry of Finance, ·Plartrtirtg, &·Economic Affairs 

Mr. Aftab Ahmad Khan is about 50 years old and holds a Masters 
Degree in Economics from the University of Punjab. He spent two years 
(1966-68) as country economist with the IBRD. He became Secretary, 
Economic Affairs Division, three years ago, replacing Mr. Iqbal Hosain, 
who relinquished his office at the same time as Qamarul Islam and other 
senior civil servants. Aftab Ahmad Khan has travelled extensively to 
donor countries in search of aid and debt relief. He has paid particular 
attention to the Arab world. He speaks very good Arabic, having spent 
several years as Economic Adviser to Kuwait. 

MR. ABDUR . RAOUF SHAIKH 

Secretary, Finance Division · 
Ministry of Finance, Planning, & Economic .Affairs 

Mr. Shaikh was born in 1922. He joined the Indian Audit and 
Accounts Service in 1946 and has served as Assistant Accountant General, 
Deputy Accountant General in the former Government of West Pakistan and 
later Director of Accounts in East Pakistan. He has held a number of 
positions in the Finance and Budget Sections in the Ministry of Finance. 

MR. IRFAN AHMAD IMTIAZI 

Secretary, Ministry of Food and -Agriculture 

Mr. Imtiazi was born in 1927. He has an M.P.A. in Development 
Economics from Harvard University. Since 1969, he has held the posts of 
Secretary in the Finance Department of West Pakistan; Additional Chief 
Secretary in the Planning & Development Department and later Chairman, 
Planning & Development Board, Government of the Punjab; and Special 
Secretary, Cabinet Division, GOP. He was appointed Secretary of the 
Minibtry of Food & Agriculture in February 1976. 
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MR. MASRUR HASAN KHAN 

Secretary, Ministry of Fuel, Power, & Natural Resources 

Mr. Khan, born in 1923, joined the Government Service in 1949. 
In 1969, he was appointed Home Secretary in the Government of West 
Pakistan and a year later became Home Secretary in the Government of 
Punjab and later Chief Secretary of the Punjab. He has been Secretary, 
Ministry of Fuel, Power and Natural Resources since last May. 

MR. S.B. AWAN 

Secretary, Ministry of Production 

Mr. Awan was born in 1924. He has an M.F.A. from Har~ and 
attended the E.D.I. in 1969-1970. He has been the leader of Pakistan 
delegations to the United Nations and other international conferences 
including UNIDO. Before becoming Secretary, Ministry of Production, he 
held inter alia the post of Development Commissioner in NWFP and Chief 
Secretary in Baluchistan. 

DR. AMIR MUHAMMAD 

Vice Chancellor, University of Lyallpur 

Born in 1930, Dr. Amir Muhammad was educated at Punjab University 
(M.Sc. Biochemistry 1953) and ~ford ~versity (Ph.D Biochemistry 1959). 
He did additional post graduate work at ~~d Si~!ng H~bor, New York and 
U~iversity of Tennessee at Oak Ridge. D ng 9, he was Visiting 
Professor at Southwest Center for Advanced Studies, Dallas, Texas. From 
1969 to 1975 he was Director. Npclear Inst1f~te for Agriculture and 
Biology, Lyallpur and became Vice Chancello~of Lyallpur University in 
October 1975. (See also brief on Lyallpur University, tab I.) 
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~UU. GEN. FAZL-I-RAZIQ 

. Chairman, WAPDA 

Maj. Gen. Fazl-i-Raziq took over as Chairman, WAPDA .on 
July 1, 1976. Born ·on June 4, 1927, he received his education at 
the Prince of Wales Royal Military College, Dehra Doon. He was 
commissioned into Royal Indian Engineers in 1946 and received his 
engineering training at Roorkee and in U.K. He is a graduate from 
the Command and Staff College, Quett·a, where he also served on the 
faculty for three years. He saw active service on the Kashmir front 
in 1948. A Fellow of the Institute of Engineers, Pakistan, Gen. 
Raziq has served in many senior command and staff appointments 
including international staff at CENTO Headquarters. His appointment 
in the Pakistan Army included Chief Engineer, Navy, Commander of 
Corps of Engineers and Director General, Frontier Works Organization, 
in which capacity he was responsible for the construction of the 
first-ever land bridge between Pakistan and China. He has also 
commanded an infantry brigade and an infantry division for a period 
of over four years. He is the first engineer officer to command 
an infantry division in the Pakistan Army. 

MR. MOHAMMAD ABBAS ABBASI 

Governor of the Punjab 

Mr. Abbasi was born on March 19, 1924 at Sadiqgarh Palace 
in Bahawalpur State. He joined the Aitchison College and passed 
Senior and High Cambridge examination in 1938. He completed an 
administrative course at Deradun in 1942-43 and later was commissioned 
to state forces and attached to Fifth Battalion of Indian Brigade. 
He served at various places in India, Iran and was on Burma front 
in 1944. He also served in recruiting branch of Army Headquarters 
at Lahore in 1943-44 and held the rank of~ He served as 
Deputy Prime Minister and later as Prime Minister of Bahawalpur 
State in 1948. He was elected HNA in 1962. He has taken _a keen 
interest in~oy Scouts -movement and led Pakistan contingent to the 
Seventh World Jambor~e in 1951, held in Australia. 
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MR. NAWAB SADIQ HUSSAIN QURESHI 

Chief Minister of the Punjab 

Born in 1927, Mr. 
career as a social worker a 
been play1ng an act1ve role 
father, Nawab Ashiq Hussain Qu 

s had a distinguished 
His family has 

of the undivided Punjab in 1946. Mr. Sadiq Hussain Qureshi completed 
his education in Aitchison College, Lahore, and started taking part 
in social welfare activities. He .was elected member of the District 
Council, Multan in 1948 at the age of 21. He was elected to the West 
Pakistan Assembly in 1965 and was also elected as Vice Chairman of 
Multan District Council in the same year. In 1970 he was elected to 
the National Assembly of Pakistan as a member of the Pakistan People's 
Party. In February 1972 he was appointed Adviser to the Governor of 
the Punjab for Agriculture, Planning and Development. A few ~onths 
later, he was appointed as Provincial Minister for Agriculture, Indus­
tries, Planning and Development. He continued to hold this position 
till his appointment as ·the Governor of the Punjab on November 12, 1973. 
He served as Governor till March 14, 1975, and was later elected un­
opposed in the PunJab Assembly in April 1975. He took over as Chief 
Minister of the Punjab in July 1975. He is d~eply interested in agri­
culture and sports. He is President of the Pakistan Hockey Federation 
and has been President of the Asian Hockey Federation for some time. 
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TOPICS FOR DISCUSSION 

Meeting with Prime Minister 

1. General Economic Problems (tab F.) 

about Pakistan's economic situation centers 
apparent ...-,.;;;;;.;;;;,;;,;.......;;...- ..;::~e:.:l~l~d::_;e::.;f:;.;i~n~e~d~::s;:e;t__::o.:f__:::d~e~v.::e;l;,:;:o~mot::e~--"~;.--~ 
programs consistent with avai a e resource~ -- public investment program 
d ed b lar e ca !tal-intensi ve projects -- disturbingly large number 
of instances in which d b other than strictly 

steelmill, nucle~r reprocessing plant, In us -n this is highly sensitive issue as Bhutto 
himself has dictated many of these decisions, and you should certainly avoid 
getting drawn into discussion of specifics which is likely to leave no time 
for anything else -- as consequence, other important areas, in particular 
a ricultur rural devel r inade uate att tio and 

, resourc~ -- size of public investment program, in face of sharp fall qf 
dqwestic savings in wake of oil crisis and its aft~rmath and inadequate 
effort since in mobilizing domestic resources (do s i 8% of CDP 
in FY1975/76), has made Pakistan very heavil de endent 
~~~~w~i~n~~from the Consortium and OPEC -- sharp build-up 

obligations as result - serious potential p-r-·o~~l._e_m_s-~-e~1~n~g._c_r_e_a~t-e~d~f~o-r-.~t~h.~e~ 

future - creditworthiness and access to foreign capital, including Bank 
lending, endangered (this true even without taking into account external 
financing of military equipment, magnitude and terms of which we do not 
know) increase in overnment borrowing from Sta·te Bank last year 
(Rs 5 billion, roughly 5% of GDP), cause 1n part y s ortfalls in aid, 
shows how vulnerable to factors outside its control Pakistan economy has 
.become - danger of inflation being re-kindled -- weakening of key 
institutions on whose strength Pakistan built in its highly succ~ssful 
development efforts in the 1960s -- c"vil service undermined itical 
~ncraachment -- private tor severely weakened b mistrust at the 
political level, one consequence o wh1c as been "creeping" nationalization 
--thus difficult to see through which : ins~itutions . GOP intends to rely to 
manage the a:onomy and achieve its developmental objectives -- this, again' 
highly sensitive subject since these problems seem to be essentially 
reflection of Bhutto's attitude (see also notes below on topics for meetings 
with Finance and Production Ministers). 

2. Population Planning (tab G.) 

Population growing by at least 3% .a. -- population up from 72 
..:::.~~~--'~,...lolltoo..aiti~:.c.~-!lll..z-..:2:.!:0~0~0'-..-- ongoing population programs ha vi!J g 

nsufficient im act -- Bank human resources mission assessing s i tua tion 
Bank ready to assist if necessary Government support · forthcoming. 
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3. Agricultural Development (tab I.) 

percentage (18-20%) 
of total development expenditures devoted to agriculture -- agricultural 
exte s ervices, cr d e hanism and other facilities weak -- improved 
~ric ing polici~~ ient use of er resources, reduction in 
waterlogging and salinity, lan reform, etc., re --Government should 
concentrate on ra nage projects in saline areas, leaving no"n-saline areas 
mainly to private sector -- absence of rograms aimed at small farmer -­
Government's declared commitment to rur~·l development but lack of substan­
tive support -- ·Bank's inability to find viable rural development reject 
as a result-- need for ' re-orientation of programs towards small farmer, 
better coordination among concerned ministries, provision of necessary 
staff and funds, etc. -- long list of potential agricultural projects iden-
ified but ro·ect aration inade uate. 

4. Tarbela (tab H.) 

Status of works -- shortage of foreign funds 
ueed-~O-P~~~~ww~~Q£~~JU~~~~~£_~rle~s~~uu~r~e~o~n~£C£O~n!t!r~a~c~t~o~r. 

5. Flood Situation (tab J, "Prospective Projects") 

Request for flood rehabilitation project as in 1973 -- Government 
of substantial damage confirmed by appraisal mission's preliminary 
-- p e Y. ·n either balance of payments or substantial 

~·»&~~4-~s~uE crt difficult to justiiy. 

6. Third World (tab M.) 

Government's active role in North-South debate -- proposal by 
Bhutto for Third \{orld Summit --· Government's vocal support for general 
debt relief. 
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Meeting with Finance Minister 

1. General Economic Problems (tab F.) 

2. 

See notes for Prime Minister's meeting above. 

Budget Position and Resource Mobilization (tab F.(4) and (6)) 

Budget revenues haye failed to keep pace with expenditure~-­

substantjal defjcit and heavy borrowings as a result -- aQfepse takipg 

large portion (around 2i& in FY76) additional revenue measures announced 

in FY77 Budget but gap still large private sayings down as a result of -
recently negative interest rates and nationalization -- ina.deq~ sur ~uses 

being generated by public s~ tor ~tn~u~ries --tax system needs reforming 

-- income taxes inelastic, too many exemptions and allowances -- scope 

for raising more revenue from agriculture l_a d taxes and irri 

water charges too low. 
Met'' ?¢f'iWt' 

3. External borrowings and debt service problem (tab F.(8)) 

Heavy external borrowings in recent years to finance investment 

program, particularly from OPEC countries -- outstanding debt with OPEC 

countries (principally Iran) over $900 million by end - 1975, still growing 

$300 million medium term Euro-dollar loan with Iran guarantee reported 

to be under negotiation -- debt relief equivalent to 11% of foreign exchange 

granted by Consortium countries in 1974 -- actual debt service nonetheless 

still around 16% -- estimated to jump to over 20% by 1980 when debt relief 

period over and payments to . OPEC countries accel erating. 

4. Status of Plan and Investment Priorities (tab F . (2) and (3)) 

"Fluffy" nature of draft Five-Year Pl~n -- start of Plan post­

poned -- Plan's ambitious targets but lack of specific programs and policies 

t o achieve them -- questionable whether necessary measures forthcoming 

Plan postulates rapid per capita consumption growth based on increased 
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agricultural output from Tarbela water and spread of "Green Revolution", 

and capital intensive investments in industry 

mill 

(being financed largely by Russians) accounts for 14% and industry as a 

whole 25%. 

5. Tarbela Finances (tab H.) 

See notes for Prime Minister's meeting (item No. 4). 

6. Proposed Oil Development Project (tab K.) 

Gulf Oil's approach to Bank to participate in financing oil 

development project in Pakistan -- Gulf's unwillingness to embark on 

necessary heavy exploration expenditure without some assurance of Bank's 

willingness to consider providing finance for development -- Question 

whether Bank could provide such an assurance consistent with its policies 

1scuss1ons with Finance Minister, 

Shahid Husain, and others about its proposals. 
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Meeting with Production Minister 

1 . Nationalization and Role of Private Sector (tab F.(9)) 

Series of nationalizations since 1972 -- started with basic 

industries -- spread to shipping, banking, rice and raw cotton export 

trade, internal petroleum marketing, etc. -- recently, cotton ginning, 

rice and flour milling also taken over -- these "creeping" state takeovers 

ave undermined confidence of rivate sector -- rol.e o ......... ~~ll.ll1..2:.=:.:::-·~~ 

sector not clearl -- major adverse effect on private investment 

and savings -- private sector formerly chief force for growth in Pakistan, 

now being seriously retarded 

~ement. af . role ,Q£ 

need for Government to make clear affirmative 

to~ and stick to it. 

2. Performance and Problems of Public Sector (tab F.(lO)) 

Performance of public sector industries has improved after 

initial problems -- efforts made to strengthen managemen.t however, 

there are marked variations between 

and makin losses -- rate of return under 5%, even though 

assets undervalued -- more autonomy in pricing, labor and other matters 

required. 

3. Private Sector Investment and Export Incentives (tab F.(7) and (9)) 

Priyate sector investment has fallen sharplY, mainly due to 

nationalizations -- CQnfjdence of private sector needs to be restor~-­

firm and specific declaration from Government of private sector's role 

is required -- "creeping" state takeovers must stop -- ex art-oriented 

private activity particularly essential -- present system of 

a hotcbpot~h of rebates and subsidies -- clear strategy for promot!gg 

exports should be formulated. 

4. Investment Priorities (tab F.(2) and (3)) 

Over-emphasis in recent years on capital-intensive industry, 
:; 

some of dubious economic priority (notably stee!) -- need to re-orientate 

publ i c i nvestment programs towards agriculture and water resources and 

t owards rural sector generally -- private investment should be encouraged. 
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Meeting with Key Secretaries 

1. General Economic Problems (tab F.) 

Discussion and reiteration of main issues outlined above. 

2. Status of Plan and Investment Priorities (tab F.(2) and (3)) 

See notes for Finance Minister's meeting (item 4). 

3. Agricultural Development (tab I.) 

See notes for Prime Minister's meeting (item 2). 

4. Project Preparation (tab J., "Prospective Projects") 

Bank's recent agricultural sector mission to Pakistan identified 

, several key projects in agriculture for possible future financ.i:Q_g -- ~tion 

Governm~t to set up institutional arrangements and appoint key 

-------------------personnel has offered to assist by providing 

technical services credit but necessary initiatives from Government not yet 

forthcoming. 

5. Flood Situation (tab J., "Prospective Projects") 

See notes for Prime Minister's meeting (item 5). 



F. The Economic Situation 

1. Recent Economic Growth 
2. Economic Planning 
3. · Development Expenditure 
4. The · Budget · 
5. Defense 
6. Resourc e ·Mobilization 
7. External Trade 
B. External Borrowing and Debt Service 
9. Nationalization andPrivate Investment 

10. Public Sector Industries 



THE ECONOMIC SITUATION 

Pakistan's economic problems were discussed at the recent CPP 
Review meeting. These notes supplement that discussion. 

and ~ . . 

~inanced ~~ 

The Investment Program and Debt Problem 

...,~~....,.....,~~~r.:;o~b~l;,:e;.:m::,.;· for Pakistan is heavy, 
"unbalanced", investment ro ram which carried out 

r e scale fore1gn assistance. In FY76 foreign assistance 
ov r 80% of total investment. Since a istan s to a e 1s a re e, )( 
this heavy; bor · i~ likely to store up roblems for the future. At <:;::; J 

· the moment Pakistan benefits from a substantial Consortium debt delief operat1on 
which runs for ears (from ·FY74/75 to FY77/78), after which the debt 
service ratio ike to rise from its present level of around 17% to ~ 
somewhere arou 23% r more dependirtg on the increase in exports. Thi.s 
rise in debt ser is likely to mean a fall in net aid because it is impro-
bable that gross aid will increase as rapidly as debt service. In this 
sense, Pakistan's ma·p economic roblem lies in the future and it is not ~~---

. Pakistanis have played a leading role n tte~ · 

The low domestic savings 
. fact that whe~he economy 
substantial amounts of money 

situatTon 
Government,' however, 

· ebt relief • . 

the 
and the world recession, 

take other ste s estrain co ram 
w ex anded rather than reduced. The r~ 
heavy borrowing from the OPEC countries~ ·-:Wh~·-~i~l·e~t~h·e·. ~G~o·v·e-r;;;.n•m::-. .Qeo;;n~t~o~v;1;.:o:.:u:.:s;....:y:.;. 
shoul ave arr owed, their exclusive reliance on external capital as .the 
adjustment mechanism is unsound and unsustainable. 

. . . 

The alternative of cutting back investment .would have involved 
difficult choices which the Government was not, ·and apparently still is not, 
prel?ared to face. It would have involved ~utting back ~n projects in irtfra-~ 
structur·e or slowin · · the on- oing heavil ca ital intensive projects c;:_ 
in fertilizers and steeL The fertilizer projects of course are 1mportant, 
ut the . :,soc· a ted ort ex . nd new railway .lines were 

more of a P-Oliti~ than an economic priority. The stee m s a ma 
cause of the "imbalance" irt the investment program. Although the equipment 
is being nanced by t e Soviet Union; a vast amount of local investment is 
required, not merely on the sieei mill itself but on the construction of a 
new port to . serve it and on other necessary utilities and services. If it 
were not for the steel mill and associated investments, the resource and 
investment picture . in Pakistan would be very different. 
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Government Plans and Policies 

· There is little disagreement between ourselves · ·and the Pakistanis 
on the nature of these problems or on what shouid be done about them . (except 
that, publiciy at least~ they will defend the steel _mill on _the grounds that 
it will save imports). They: ·are aware of the · desirability of increasing 
investment in agriculture and have followed through on their stated intention, 
in conriection ·with our Program Credit to increase the amount allocated to 
agriculture . in FY77. The draft Five-Year Plan, the start of which has now 
been postponed for another year (i.e. until July, 1977), ·although its macro­
economic . targets may be_ too opt'imistic' nevertheless describes a set . of 
policies and objectives which are unexceptionable. Indeed, one of its major 
objectives is to increase public savings in order to reduce the dependence 
of investment on external aid. · 

While not disagreeing with the general diagnosis of Pakistan's 
economic problems wh~ch has been put forward in our economic reports and 
discussions over the last few years, the Government officials tend to thin!) 
~--~~~~~~~w.~~~~~~~-!f~u~t~u~r~e~. They heljey~ for example, that 

the re n ev n" thari was allowed 
in our a r1cu t ra secx r w. They also tend to ascr e t e cause 

of their problems to external circumstances such as the terms of 
world r~cession and vagari~s of the climate. 

Political Developments · 

The underlying economic issue in Pakistan is not what policies to 
pursue but whether the Government and the administration will carry them out. 
In ·the sixties, when Pakistan's economic growth surprised all observers, it 
had a strong military-technocratic administration which gave high priority 
to economic considerations and a free hand to the private sector. Doubtless 
the benefits of growth were ill-distributed but they were there. Now, both ~ 

_j:he administration and the private sector are much weaker. When the politicians . ..Y 
re-surfaced after the fall of Yahya Khan, they regarded the civil servants · ' 
who had served the earlier regimes with deep suspicion. · Many civil servants 
were discharged, and a number left the country. The World Bank Group has 
more highly qualified Pakis its staff han the Minis ry o 
Finan P a and De has still not shown:; 

various nationalization measure an 
from the politicians. · 

coming to power Mr. ied with the major 
~~~~~~~~~t~h~e~c~o~u~n~t~ry together after its defeat and dismemoerment. 

successful although the problem of incipient 
separatism in Baluchistan an P has been suppressed rather than solved. 
However, both _the internal situation and Pakistan's relations with its neighbors, 
India, Afghanistan and Bangladesh, are now more normal than they have been at 
any time since 1971. 
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It· had been hoped that; even thoughMr. Bhutto's chief preoccupation 
would probably continue to be political issues, he would at least appoint 
capable people to look after the economic management of the country and to run 
the key economic ministries and public sector agencies. · There have been 
some hopeful signs, for example when the left-wing Mubashir Hasan ·was dropped · 
as Finance Minister in 1974 and later when Shahid Husainwas taken on. / 
However, the recent nationalizatiorsof cotton ginning, rice mill" d 
flour millin have once again raised doubts a out t e trend of events. e · 
gather that the nationalization measures were prepared with extreme secrecy.; 
the motive was a political calculation by Mr. Bhutto that he would gain by 

·appearing to move against a small group of. people who seemed to be corrupt 
and oppressive ·of the small farmers. 

of the ruling PPP, including c­
An election is due 



BRIEFING NOTE NO. 1 

·RECENT ECONOMIC GROWIH 

According to the latest revised offi 

during the past three years shows 

s, the growth rate 

. Gross Domestic 

PrOduct. The growth rate in FY1976 is provisionally estimated at 4.8%, and · 

the final figures could be even higher due to the impact of the larger than 

expected wheat harvest. '!'he 4.5% overall growth rate . is deceptive, however, 

since it included very low growth for the major productive sectors. Agri-~ 
culture for the past three years has only averaged 2.0%, while industry has \ 

grown at 2.4%. The higher overall growth rate is explained by the rapid growth 

in some of the service sectors, such as construction, transport and public 

administration. The rapid growth in construction activity reflects the increased 

pace of public sector investment. 

Agriculture 

Manufacturing 

Construction 

GROWTH OF OUTPUT, 1961 - 1976 

(Percent Per ·Annum) .. 

FY1961- FY1971-
FY1970 FY1973 FY1974 

.7 . 4.2 

. 9. 9 . 2.1 6.5 

.12.3 .3 10.7 

Transport, Communication 7.8 5~3 4.3 

Public Admin./Defense 7.1 7.7 -10.5 

Total GDP 6.8 2.6 5.6 

(Fiscal years are July 1 to Jurte 30) 

FY1975 

2.0 

.6 1.5 

27.0 ·15.2 17.4 

9.2 7.4 6.9 

11.6 9.4 3.0 

3.0 4.8 4.5 



BRIEFING NOTE N0.2 

ECONOMIC PLANNING 

The last official five year plan (the Fourth) covering 

the period 1970/75 had to be suspended .due to the .politicaf problem of 

1971 and the division of the country. Since then, country wide economic 

planning · has largely consisted of a series of Annual Plans. A new five 
. . . . 

year plan for · the period 1975/80 .was drafted but because of the . changes 

in international prices during 1974, was issued as "Working Papers for 

the Development Perspective". A revised draft plan entitled ''Draft 

Fifth Five Year Pian, 1976/81 (first version)" was produced in January 

1976 and given to the Worid Bank, but never issued in final form. It 

is now believed that no new official lan will be reared until after~ 
the elections which should take place sometime this Spring, and will 

cover the period 1977/82. 

If the new plan is similar to· the two earlier drafts it 

will promise a rapid increase in per cap~ta consumption by a program of 

capital intensive investments in industry, while extracting additional 
. . . 

output from the· "Greeri Revolution" type technology .in agriculture, and 

counting heavily on additional output from ·Tarbela water. The rapid 

growth outlined in the 'P.erspective" and draft Plan · (9% per annum) 

a ears to be determined not by what is feasible 

output 

resources necessary o to increase consumption levels and to raise 

the rate of domestic savings, so that the large investment progr·am can 

be carried out in the face of diminished re~l foreign resources. 
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The draft .'. Fifth Plan for FY1977-81. called for a total 

expenditure of Rs. 110 billion with an allocation similar to that . shown in 

the annual plan for FY1977. Industry would average about 25% of the 

total, with investments in cement, textiles, petrochemicals and sugar 

refining, . in addition to . steel and fertilizers. The share for agri­

culture and water would decline slig~tly to 17%, while education; 

·health and population planning, physical planning and housing would 

· constitute 16% of the t6ta1. (See also Note 3.). 



BRIEFING NOTE NO. 3 

DEVELOPMENT ExPENDITURE 

During the past five years, development spending has more than doubled 

in real terms (see table below), and the composition has also changed. In 

the early 1970's, development expenditures were dominated by the Tarbela Dam 

expenditures. As these have decreased there has been a roughly equivalent 

shift in resources to the industry sector. These resources have largely gone * 
to the development of the indigenous fertilizer industry based on domestic ;/ 

natural gas and the Karachi Steel Mill. The steel mill will ,have a total cost~ 
of about Rs 14 biilion ($1.3 billion of which about $450 million will be financed 

f the Soviet Union), and will account for about 14% of total develo ment 

s ending over the next five years ~ The sh · riculture and water (largely 

irrigation) remains at the · total. The drop in ·the share of 

agriculture in FY1977 is due, in part, to the reduction in fertilizer subsidies 

as a re.sult of increased domestic production and lower world price for imports. 

ALLOCATION OF DEVELOPMENT EXPENDITURES 

( % ) 

Est. Budget 
FY71 FY73 FY75 FY76 FY77 

Agriculture 8 9 11 . 10 cSBX . Water 10 . · 8 10 10 
. ~ · . indus Basin/Tarbela 22 13 ' 8 4 

Power 14 19 15 15 

cW ~--\ Industry 6 7 17 18 
Transport & Communication 19 ' 18 19 18 
Other 21 26 20 . 25 24 

Total (%) 100 100 . 100 100 100 
Total (million . Rs) 2975 4420 11083 . 14595 17000 
Total (1976 prices) 6084 7935 15676 14595 17000 
Deflator (1976 = 100) 48.9 55.7 ' 70.7 100.0 100.0 



BRIEFING NOTE NO. 4 

THE BUDGET 

The Pakistani Government Budgets since 1971 have been characterised 
. . 

by a marked increase in development spending · and hy heavy expenditure. on 

current account. . Despite measures to 

reduce subsidies, total re~v~e~n~u~e~s~h~a~v~e-r~e~m~w· ~~u-~~~~~~~~ ' while ' 

development spending has increased from 

period. The large deficit generated by this rapid increase in development 

spending has 

particularly 

REVENUES AND EXPENDITURES 
OF FEDERAL AND PROVINCIAL GOVERNMENTS 

(Rs Millions) 

FY71 FY73 FY75 

ExEenditures 9671 15164 31394 

Development 2779 3819 10838 
Non-Development 6892 11345 20556 

Revenues 7139 9665 16687 

Tax 5645 . 10487 12473 
Non-Tax 1494 3270 4214 

Foreign Resources 1249 3357 9592 ·--

Revenues : GNP (%) 14.2 14.4 i4.9 
Expenditures : GNP (%) 19.2 22.6 28.1 

Foreign Resources: 
Development Spending (%) 44.9 87.9 88.5 

Prelim. Budget 
· FY76 FY77 

32838 36842 

14595 17000 
1824"3 19842 

18743 21187 

14728 17219 
4015 3968 

12126 12754 

. i4.3 14.2 
25.1 24.7 

83.1 74.8 
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to finance its rising development and non-development expenditures. 

The recent IMF reports estimates that bank borrowings have increase 

from Rs.l.3 billion FY1975 to Rs.4.3 billion in FY1976, although 

official estimatesplace the gap at only Rs.2.0 billion. Additional 

tax measures announced with the new budget will generate about 

R:s~l.i biilio~ · of new re"~nues, which while sizeable, appear to be 

inadequate to reduce the deficit to manageable levels. 

Although the Gove~nment has not reconciled the large 

gap estimated by the IMF (from central bank data) with its · official 

figures, it appears to have been caused by a number of factors, in­

cluding larger than expected expenditures for defense and other re­

current items, and an overestimation of tax revenues and aid receipts. 



·.·BRIEFING NOTE NO. 5 

. DEFENSE 

Defens_e expenditures continue to absorb a large pot1tion of the 
~ 

Federal This share has fallen, however, from a peak of 47% in FY1971 

is roughly comparable to the levei of pre-division 

As a share of G~~ defense expenditures have remained at about 

the 1970's. This is higher than the average for developing countries 

and a reduction, though . perhaps not politically feasible, would be desirable. 

DEFENSE AND TOTAL FEDERAL 
EXPENDITURES 

(Rs. Millions) 

FY65 FY66 FY69 FY71 FY73 FY75 FY76 
(est.) 

Total Expenditures 5372 . 7125 9408 6441 11297 . 25394 29430 

Defense 1262 2855 2450 3000 4440 6294 7510 

% Defense of Total 23!'5% 40 .• 1% 26.0% 46.6% 39.3% 24.8% 25.5% 

GNP 48254 52730 69772 50306 66978 111888 130818 

% Defense of GNP. 2.6% 5.4% 3.5% 6.0% 6.6% 5.6% 5.7% 

Note: · Data before FY71 includes East . Pakistan 



BRIEFING NOTE NO. 6 

RESOURCE MOBILIZATION 

Private sector savings have fallen drastically in the past few 

y!!ars, f • of GDP in FY1973 to only 7% in FY1976, latgely as s lt ~~ 

of n!!gative r!!al int!!rest rate offeir!!d to savers, d of the nationalization ~ \ · 

of ·industry. Public sector savings were only 1% of GDP in FY1976, resulting ....itl!. _____ ..,. , 

in an overall savings effort of only 8%. .To achieve the public sector ..... 
investment program outlined in the draft Fifth Plan would require an overall 

marginal savings rate of 27% during the next five years, resulting in an 

average public savings rate of 4% of GDP by 1981, and a private savings rate 

of 11%. 

SAVINGS 2 INTEREST RATES AND . INFLATION 

(%) 

FY72 FY73 FY74 FY75 rY76E/ 

'@)~ Domestic Savings : ··GDP ' 12.7 10.5 6·0 
D . a/ Interest Rate, Bank epos1ts- 5.8 7 ~ 25 . 8.0 8.5 

. c/ 
Inflation Rat~ 9.5 19~6 27.5 25.9 3. 7. 

a/ 
-for fixed deposits from 6 months to 1 rear • . 

b/preliminary estima~es 
c/ · . - rate of change of wholesale price index based on annual averages except FY76 

which is the 'rate of increase from April 1975 to April 1976. 
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To ac~hieve anything like the Plart' s public sector savings 

will r uire improvements in all as ects of fiscal polic . 

particularly is relatively inelas~ic with respect to income, 

difficult to and compromised by a complicated series or exemption 

and allowances. The inelasticity of the income tax lar~ely reflects the 

Government's ·annual practice of granting tax relief by raising the level 

of allowances, or raising the income eligibility level. Besides reforming 

the tax structure, particularly 

publjc sector continues to be 

due to operating inefficiencies and underpricing of outputs. 

Additional revenues can also be obtained from the agricultural sectqr, by 

of which are very 

enance cost of th 

irrigation system, although in our most recent project (Khairpur Irrigation) 

we negotiated some increases successfully for the Sind . . 



BRIEFING NOTE NO. 7 

EXTERNAL TRADE 

FY1974 and FY1975 owing to the 

world recession and the poor agricultural· harvest in FY1974. ~s, on 

the other hand, increased quite rapid~y, at over 20% per year. The gap between 

imports and exports increased owing to _adverse movements in the terms of trade 

as well. The rise in the price of petroleum in January 1974 was offset by 

increases in the prices of major exports, particularly cotton and rice. In 

FY1975, however, the full effect of _the petroleum price -increase, combined 

with failing export prices and inflation in the prices of other imports produced 

a 21% decline in the terms of trade. A slight deterioration of about 1% is . 

estimated for FY1976. 

For -FY1976, an overall growth rate of export volume of 18% is 

·estimated, based on better exports of cotton yarn, rice and carpets, although 

export earnings grew by only 10% due to falling prices. With a moderate growth 

of import volume and stable terms of trade, the current account balance is 

estimated at about $1.2 billion or about the level of FY1975. The rapid growth 

of the current account balance from the level of only $130million in FY1973 

has been estimated by _Bank staff to have been roughly half due to changes 

in international prices (both export and import) and half due to changes in 

the volumes of exports and imports. 

TRADE INDICES 

(1973=100) 

Prices FY1973 FY1974 FY1975. FY197~/ FY1977E./ " 

Imports 100 136 173 161 174 
Exports 100 154 .154 143 152 
Terms of Trade .· 100 113 89 88 87 

Volumes 

· Imports 100 125 141 151 160 
Exports 100 83 79 93 108 

a/ . . 1 - prov~s~ona 

b/ . d - proJecte 
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The G~vernment has taken steps in the past year to st~engthen 

e ternal position b encouraging greater exports. The export tariff on 

· cotton has been reduced, and the price to the farmer substantially raised 

to encourage greater production. The ban on certain minor agricultural 

exports has been eliminated, making possible exports of shrimp, barley, 

maize, poultry and other products to markets in the Middle East. Certain 

increases in export incentives have been introduced, but the overall incentive 

--~-.. - continues to consist · of a miscellaneous and confusing collection 

of tax and tariff .rebates and credit subsidies. The textile industry needs 

to upgrade its capital stock if its exports are to remain competitive in 

world markets, although quota restrictions in Europe and North America will 

limit possible expansion of textile exports. 



BRIEFING NOTE NO. 8 

EXTERNAL BORROWING AND DEBT SERVICE 

Pakistan's external debt is both very large in relai:ion / 

to its GNP, and growin Total external public debt, excluding 

undisbursed committments at June 30, ·1974 was $4.4 billion. At June 30, 

1975 it stood at $4.8 billion, and by June 30, 1976 it had risert to 

$5.7 billion. The pipeline at June 30, 1976 was about $i.6 billion. 1/ 

At the present time actual debt service takes about 16% of 

foreign exchange earned by way of exports, non-factor services, and the 

remittances of expatriate workers. Relief on debt service equivalent 

to about 11% is granted by the C~oso ·um, so that w·th ut relief, the 

debt service . . 0~ rather optimistic assumptions 

concerning earnings, the debt se at1o is likely to jump to over 

20% by 1980, when the period of debt relief will have come to an 

end and payments to OPEC countries will accelerate. 

Since most of the loans received by Pakistan have been on 

concessionary terms, the amount of debt service is relatively low when 

compared to debt. outst:anding~ · At June 30, 1975, _about 60% of the out­

standing debt had originai final maturities in excess of 25 yea~s; only 

26% had a final . tnaturity ·of 15 years, ·· or less. The weighted average in­

terest·.· rate was 2. 6% and the average grace period was just over 8 years. 

During FY1976 Pakistan received about $1.2 billion in new aid 

conrrnitments, including about $800 million in loans and grants from the 

Consortium countries. After averaging about $400-500 million per year 

during FY1974 and FY1975, aid from OPEC countries has gradually diminished. 

During the past 2 years Pakistan also received $400 million from various 

IMF facilities. Borrowings from private sources has been limited but may 

become more important in the future. It is understood that Pakistan is 

1/ .· . 
-Data Source: EAD, Ministry of Finance, Planning and Economic Affairs. 
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negotiating with a group of New York banks for a Euro-dollar lo~n, 

which is to be guaranteed by Iran. The amount is believed to be 

$300 tnillion and the final maturity to be seven years at 1% above 

the London inter-bank rate. 



PAKISTAN - EXTERNAL DEBT AND DEBT SERVICE 

(In thousands of US dollars) 

1976 1977 1978 

Deht 

outstanding 1 

to 

All Creditors 4,887 419 434 470 

Intl. Orgns. 802 51 56 64 

Governments 3,833 300 316 356 

us 1,865 99 100 72 

Germany · 515 61 62 52 

Iran 250 6 _ 15 ' 130 

· Japan 232 39 38 30 

Canada 186 17 16 6 

UK 162 17 18 15 

France . 105 15 19 13 

Abu Dhabi 100 

All others 418 46 48 38 

Privat-e 252 68 62 50 

us - Interest 35 35 ' 34 
Repayment 63 63 38 

Germany - Interest 17 16 14 
Repayment 44 46 38 

Iran - Interest 6 15 14 
Repayment 116 

1 end 1975, Pakistani fiscal year, disbursed debt only. 

International Finance Division 
EAPD· 

. l' 
September 23, 1976. 

1979· 1980 

421 424 

68 68 

313 320 

71 78 

40 37 

127 124 

20 17 

4 · 4 

10 -9 

11 11 

30 40 

40 36 

34 35 
37 43 

13 12 
27 25 

11 8 
116 116 



Cori.sortiuni 

As DB 
IBRD 
IDA 

Sub-Total 

Belgium 
Canada 
France 
Germany 
Italy 
Japan 
Netherlands 
Sweden · 
U.K. 
U.S.A. 

Sub-Total 

TOTAL 

OPEC 

Abu Dhabi 
Iran 
Libya 
Qatar 
Saudi Arabia 

TOTAL 

External Public Debt Repayable ·in Foreign Currency 

Total Outstanding including Unutilized Pipeline 

($ · million) 

June 30~ 1973 

65.6 . 
373.5 
544.4 

(983.5) 

11.3 
161.8 
124.8 
513.0 

65.1 
350.7 
44.5 
8.6 

246.4 
1817.6 

(3343.8) 

4327.3 

Jurte 30 2 '1974 

147.3 . 
405.3 

. 557.5 
(1110 .1) 

16.2 
242.3 
134.7 
557.1 
68.1 

326.0 
51.8 
5.7 

243.1 
1927.0 

(3572.0 

4682'.1 

580.0 
. 30.0 

610.0 

Other Lenders (incl. private) 754.6 735.5 

TOTAL DEBT 5,081.9 6,027.6 

Data Source·: Economic Analysis & Projections Department. 

Dec. 30 2 

312.7 
379.3 
601.8 

.(1293.8) 

21.7 
306.8 
203.6 
538.2 

75.9 
261.7 
69.7 
5.6 

199.4 
1995.6 

(3678.2) 

. 4972.0 

100.0 
628.6 
80.0 
10.0 

100.0 

918.6 

643.8 

6,534.4 

1975 



BRIEFING NOTE NO. 9 

NATIONALIZATION AND PRIVATE INVESTMENT 

A series of nationalizations of large s~ale private enterprises 

in 1972 when the Government took over 31 large scale private units 

in 10 basic industries. These included iron and steel, basic metals, 

heavy engineering, heavy electrical, automotive assembly and manufacture, 

tractor assembly and manufacture, chemicals, petroleum refining, cement and 

public utilities. In September 1973 the Government nationalized 26 of 28 

uriits irt the vegetable ghee industry on the grounds that the owners had 

created artificial shortages through production cuts and hoarding. in 

January 1974 the shipping industry and commercial banks were nationalized. 

The export trade in rice and raw cotton was also nationalized in September 

1973 and the internal distribution of petroleum products in January 1974. 

More recently, in July 1976, ~he Government took over enterprises engaged 

in cotton ginning, rice milling· and flour milling on the grounds that these 

enterprises were exploiting the farmer, adulterating products and not 

operating efficiently. 

The series of nationalizations have had major re ercussions 

investment and savings. The issue of payment of compensation for 

on private \/1 
take-over A 

:-...... ----... 
units on a mutually acceptable basis was not resolved until last year. More 

important has been the uncertaint hat has been created regarding future 

government policy towards the private sector. In October 1974 the Prime 

· Minister pledged, in an important policy · speech, that there would be no 

further nationalizations of industrial units during his· present tenure of 

office. There have also been statements that private investment is welcome 

iri small scale enterprise, export-oriented activities and processing of in­

digenious raw mater1als, while the public sector would emphasize import­

substitution industries. However, the recent nationalization of 

arid ·rice and r milling units, although in~erpreted by the Government as 

~ 

relating to agricultural processing rather than industrial activity, has 

tended to further undermine private sector confidence and discourage private 

investment. In addition, there have been no clear-cut pronouncements as to 

whether the nationalized "basic" industries are excll.lsj.vely res.erved for . the 
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public sector, or open to new private sector investment on either j'oint

0

w ~ 

participation or fully private-owned basis. P investment 

amounts to about only· 25% of the total, compared with a figure of 50% three 

. years ago. 



BRIEFING NOTE NO. 10 

PUBLIC SECTOR INDUSTRIES 

In January 1972, 31 private large-scale manufacturing 

. units were nationalized valued at Rs. 2.2 billion and comprising 8% of 

. total industrial _· assets These nationalized units together with _existing 

government · industrial enterprises, have been organized into ten sector 

corporations urtder the a"verail supervision. of the Board of -Industrial 

Man~gement (BIM). These public sector _ industries enjoy a monopoly in 

cement production and automotive assembly and the major share in 

fertiiizer, chemicals, petroleum refining and engineering industries. 

In addition, the vegetable ghee industry and the newly nationalized 

rice mills,flour mills and cotton gins are under the direct control 

of the new Ministry of Agrarian Management. 

The performance of public sector industries has improved 

since 1972. Annual growth of production has averaged 26%, far higher than 

the national average. Similarly, sales have increased from Rs.l.2 billion 

in 1971/72 to Rs.4.8 billion in 1974/75 and profits from Rs.56.1 million 

to Rs.254~5 million over the same period. Ca acity utilization has also 

increased significantly. These ~mprovements are due partly to a recovery 

.. from depressed levels of activity which the enterprises were experiencing 

at the time of nationalization and partly due to improved management. The 

annual rate of investment of public sector industries increased from 

Rs.78.5 million in 1971/72 to Rs.3~625.0 million in 1975/76 reflecting the 

increasing role of the state in manufacturing activity. 

Although the performance of public sector industries has 

improved there are marked variations in ·performance between operating units. 

While some have performed well, o hers are operatin at low levels of 

~~~~~~~~~~~~~~~. This is partly due to the world-wide 

recession and .natural calamities; but also due to ·effects -of government . 

policies and weaknesses within the units themselves_..;. e.g., gaps in 

organizational structure, high labor costs, _low internal generation of · 

funds, et:c. The rat:es ret:tirn -- on the average iess than 5% of fixed ~ /y \} 
assets . particularly as these assets are valued at their~ ~ 
historic costs instead of replacement costs. Price ceilings are set 
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basis of historic costs and the resulting j\J 
insufficient to replace, . much less expand, the: operating ) 1\ 

· assets of . enterprises. ·They also carr·y excess labor; the growth of labor · 

force by 75% between 197.2 and 1976 · (March) is not justified by ·the increase 

in output. Finally, although the infusion .of top class managers from the . 

private sector has improved the management of some of these industries, 

limited de facto authority is given to these managers. Greater autonomy of 

management at the level of operating units is required to improve eff~ciency . 

and maximize production and profitability. 



is 
is 

POPULATION PLANNING 

While population growth estimates vary between 2.7% 
ai~--~ieved that the current population growth rate 

If this growth rate continues, the pul 
(mid-1976) to 81 million by 1980, a d 1~~~~~~~~ 

year 2000. economic, social and political effe 
rate make population control of high priority. 

it 

While the Government has recognized the population problem since 
the mid-1950's, and has devoted funds to family planning, work in this area 
really onlY. be an in 1973 with the expansion of the so-called Continuous 
Mot vation System (CMS) to the entire country. The CMS system serves about 
74% of the population with full-time motivational worke s who call on el1:ible 
cou les times a year in an effort to insure the continuous use of 
effective y p ann1ng methods. 

The CMS system has been supplemented in recent years by a USAID 
rogram of "contraceptive inundation"• Based on the "idea that many people 

will pract ce b r ontro supplies of contraceptives are available 
readily and cheaply, this program sharply increased the supplies of condoms 
~nd pills availabl~ at local shops and subsidized their selling price. After 
an initial sharp increase in FY1975 and FY1976, however, the demand has 
apparently levelled off. 

. We have been told that the Government is planning to increase ~ 
its exp~nditure on the population program substantially. ~he ~act of.the 
matter 1s, however, that the Government has so far only pa1d l1p-serv1ce ~ · 
to this problem and, to the best u now e g , ect1ve programs 
are yet in signt. A Bank human r o rces mission is currently in the field 
to assess the situation. In the light of its report, the Ban 
whether there are any real signs of change in the Government's attitude 
to enable the Bank to make a meaningful contribution in this field and, 
if so, what the scope and nature of a possible project might be. A population 
project is provisionally scheduled for FY1979. 



I. Field v·sit Briefs 
-~~ 
1. Agriculture 

Sector Review 
·Agricultural Research 
Extension-Services 
Ru~al Development 
Lyallpur Agricultural University 

2. ~ Industry 
Sector--Review 
Gujaranwala Industrial Estate 



TARBELA ·DAM PROJECT 

Status of Works 

From an irrigation point of . view, the Tarbela Project is now operational. 
Foliowing. further damage to the floor of the Stilling Basin .of Tunnel 3 in 
April this year, irrigation water releases haye been made through the spill-
-*"~o;p_.Q.U~~~........,.......,,.......""'· ~~T:!:.u!:!.n~n!!!:e=:l:.....:·_ ( ,Tunnel 5) • . -UQuever, · major uorks to reme<J.y ­
defects still have to be 'carried out. During early October 1976 the reservoir 
levelwas kept around elevation 1530, about 20 feet below the maximum level. 
Conversion of Tunnel 1 for the first stage of power generatio~is nearing 
completion, but delays in the delivery and installation of station service 
switchgear (manufactured locally) make it u el that the tar e on-

date of the end of 1976 for unit 1 will be achieved •. Most of the work in 
een completed and it should be possib~e to bring all four · 

175 MW Units into operation during the first few months of 1977. 
In August 1974, during the first impounding, an emergency drawdown of the 

reservoir had to be carried out when Tunnels ·1 and 2 were seriously damaged. 
Moreover, after the reservoir was · emptied, numerous sink holes were discovered 
upstream of the dam in the impervious blanket area, which, initially at least, 
was ~ source of anxiety for the safety of the dam. Essential repairs were 
completed in time for the second impounding in July 1975. To deal with the 
sinkholes, an elaborate program .of detection with side-scan sonar equipment 
arid dumping of fill material on· the affected areas was developed and is still 
continu~ng. . 

In August 197 5, after a period of full~gate operation o.f ·the irrigation 
outlets, at high reservoir levels, extensive erosion (up to a depth of 70 feet) · 
wa~ discovered in the floor and foundation rock of the stilling basins,parti­
cularly that of tunnel 3-. It is believed that this damage originated in 
August 1974 during .the drawdown of the reservoir, caused by the grinding 
action of rocks, concrete and other debris which was in turn caused by flows 
produced by the asymetric operation of the gates of tunnels 3 and 4. Such 
asymetric operation was necessitated by the damage sustained to the outlet 
gates in 1974 immediately .preceeding the drawdoWn. The eroded area was filled 
with underwater concrete and consolidated by grouting · by the middle of 
January 1976. New concrete slabs for the basin floor were constructed 
·(10 to 11 feet thick). 

All repairs were completed to permit tunnel 3 and 4 gates to be opened on 
April 21, 1976. However, after tests at fuil-gate openings, with the reservoir 
at . level. 1500, damage was again evident in stilling basin 3. The basins were 
dewatered and by May 15, a complete examination of both basins became possible. 
The damage to basin 4 was found . to be negligible. In .basin 3 the upper part 
ot' five slabs (e.ach measuring 60x50x5ft. thick) were severed at the pouring 
joints and washed out of the basin. The cause of the damage is not yet certain. 
After some mi~or repairs, further tests were carried out on basin 4. A program 
of measures, mainly involving the anchoring of the floor slabs, draining the 
joints between the slabs and installing aeration troughs in the chutes, is 
being prepared for basin 3 for completion by May 1977. In spite of the minor 
damage to stilling . basin 4, which will . be the .permanent irrigation outlet 
after installation of all the generators, it is believed that · this stilling 
basin may require a major re-design and reconstruction. The extent of such 
redesign and reconstruction will be determined after the results of the re­
pairs to basin 3 are kn9~ · from next year's operations. 
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Insurance Situation 

The works are insured under two All Risk and Third Party policies 
until the termination of the maintenance .period in an amount of $100 
million (the maximum cover . that could be obtained), $70 million of which 
is covered by · a Lqndon~based . syndicate arid $30 million by the Pakistan 
Insuranc'e Corporation (PIC, . which has reinsured elsewhere, partly in 
London). The · · ies exclude cover in certain . "exce ted risks" e of 

· w.b.i ch is fault¥ desj g_n. Under the c1 v1 works contract; the Contractor 
(Tarbela Joint Venture~- TJV), which is . co-insured with WAPDA, . is 
responsible for restoring the damaged works~ but the responsibility passes 
to the employer (WAPDA) if the damage is. the result of ·an excepted cause. 

Claims for the damage to tunnels 1 and 2 sustained in August 1974 have 
been submitted to the insurers. In December 1974 the insurers rejected -all the 
claims on the grounds that the damage had been . caused by "faulty design • The 
causes of t e amage y to e t e su Jec .o mu h 
argument. The damage to the stilling basins have been included later in the 
claims. WAPDA and TJV have .given the insurers notice of intention to go to 
arbitration and WAPDA is currently preparing a rebuttal of the. -Insurers' 
contention~ It is ho ed that 1..1ltimately a se otiated •. 

Meanwhile, pending completion of th~ consideration of the insurance 
claims, tempC?rary firtartcial assistance is being made available from the 
Tarbela Fund to .TJV to enable it to meet the repair costs as they arise. 
A.~ o.t june .3o, 1976·, amounts totalling _$26.5 million ' in foreign exchange 
and Rs. 51.4 million have been made available for this purpose. 

Financial Resources and Expenditures 

Under .the prov1s1ons of the Indus Ba~in Development Fund (Supplemental) 
Agreement 1964 and the Tarbela Development Fund Agreement 1968, the Tarbela 
Dam Project was to be financed by the surplus of funds in the Indus Fundand 
the contributions to the Tarbela Development Fund, with the rupee costs, and 

· foreign exchange costs over and above · the amounts contributed by the Parties, 
to be borne by Pakistan. ·The Ba IDA contributed illion to the 
In . . Tarbela F d. 75 
the Bank arranged, after -several meetings in Paris with the contributing 
countries, the raising of additional foreign exchange contributions totalling 
at that time US$41.6 million equivalent, including an IDA credit of $8.0 
million, to help pay for repairs of the damage S1JStained in August 1974 and 
some additional remediai works. 

At the end of every yea-r .Sir Alexand.er Gibb and Partners (Engineering 
Consultants to the Bank as Administrator of -the Indus Basin and Tarbela 
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Development Funds), review and update the estimated costs of the works and 
the resources available. The latest review took place at the end of · l975 

·and another review will be due at the end of this year. The results of the 
1975 review are summarized in the attachedAnnex. It shows that there will 
be an estimated shortfall o£ foreign exchange resources of $8 million. However, 
this estimate is subject to the following qualifications: 

(i) The amount ultimately available from the Indus Furtd will 
depend on settlement of the .. outstanding contractor claims, in particular 
the Chasma Barrage claim. A large contribution award against this 
claim. (FFrancs 148 million and Rs 16 million) · in · favor ·of the con­
tractor is being ·contested by WAPDA in the Pakistan courts, but a 
settlement is simultaneously under negotiation~ The amount of $339 
million shown in the Annex as the remaining foreign exchange balance 
allows for a payment of $7.36 million as the Fund's share of the 
foreign exchange cost ·of a settlement of the Chasma Barrage claim. 
Other claims pending are in respect of Sidhnai Barrage and the Chasma­
Jhelum Link. 

(ii) The cost of repa1r1ng the April 1976 damage to Stilling 
Basins 3 and 4 has to be added to the December 1975 estimate of the 
c.c;st of the project and of repairs and additional works. While no 
precise . estimates are available at present of this cost, Gibb has 
indicated . $25~30 million as a . rough .approximation. 

(iii) No allowances have been made for . possible recoveries from 
the insurers or other parties agatnst .c1aims in respect of the 1974 
damage. · Under the 1975 Supplemental Agreement, such recoveries have 
to be rep~id to the contribute~~~ 

·. Retention money estimated at Rs 42 million in contract currencies 
will become payable shortly due to the issuance on September 30 (retroactive 
to August 1975) of the Certificate .of Completion and the expiry of the period 
of maintenance for the reservoir works excluding tunnels 1 & 2 and the outlet 
gates and stilling basins for tunnels 3 & 4. WAPDA have advised the contractor 
that they intend to offset the full amount of this payment against the temporary 
financial assistance. The contractor indicated a willingness to offset half 
of the amount but subject to WAPDA entering into an agreement with the contractor 
on the repayment of the temporary financial assistance. A draft agreement which 
had been discussed previously was considered to be unduly weight~d in the con­
tractor's favor. This issue is still unresolved. 

. Although the ultimate . financial position on the project will not beco·me / 
. clear for some time, it seems certain that substantial amounts of foreign exchange, 

over and above the contributions will be re uired to 
complete the proj~t. Under the terms of the funding arrangement for the project, 
the responsibility for providing such amounts rests with the Pakistan Government. 



October 27, 1976 

To Mr. McNamara, 

In response to your request for information on Tarbela, the brief prepared 
by the Region is comprehensive enough that I only need to add some co~ents on 
people particularly involved and on a couple of issues. 

Mr. Pirzada (Inter-Ministerial Committee on Tarbela 

The constructive and forward approach which, by opposition to recrimination 
and litigation, made possible the repairs of the various damages with extraordinary 
speed, involved political courage and, aside from the Prime Minister, much of the 
credit should be attributed to Mr. Pirzada, Minister of Education and Provincial 
Coordination, the driving force of the Tarbela Inter-Ministerial Committee and with 
whom I have developed excellent relations. The other members are Mr. Khattak, 
Minister of Fuel, Power and Natural Resources, and Mr. Haniff, whom you know. 

Chairman of WAPDA 

This year General Raziq became Chairman of WAPDA and Mr. Bengash, Manager 
of the Tarbela project. General Raziq comes from the Pakistan Corps of Engineers 
where he established his reputation of drive and energy in building the Indus and 
Karakoram roads to China for which the Chinese Government is supplying the large 
number of workers required by labor-intensive pick and shovel and wheelbarrow 
methods. The road is dangerous to build because of the terrain with in particular 
moraines and other instable terrains causing large slides during excavations; 29 
Chinese workers were killed by a slide on the day preceding my visit and the Pakistan 
army has lost over 400 men since the work started. 

Both General Raziq and ~r. Bengash are from the Pathan Region, between Peshwar 
and the Khyber Pass. They are very energetic and, by contrast with their predecessors, 
are anxious to complete the Tarbela, rather than taking an arm's length attitude 
towards the "foreign project". Incidentally, General Raziq is the one who organized 
the embarrassingly generous trip for Francoise and I to the Kush, Karakoram and 
Himalaya Regions. 

Mr. Blyth 

Mr. Blyth is the Alexander Gibb and Partners' representative on the site and, 
as such, represents the Bank for the supervision of the project. He is very 
competent and articulate. 

Issues 

I. U.S./Pakistan confrontation on flip buckets versus stilling basins 

Tunnel No. 5 on the left side of the reservoir was: (i) constructed in 
spite of the reservations of the Bank and without Tarbela funds; and (ii) its 
detailed designs were carried out by a Pakistan consulting firm, NesPak, with 
the topography allowing for "flip buckets", in contrast to the "stilling basins" 
designed by TAMS (U.S.) for tunnels 3 and 4. 
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Tunnel No. 5 with its flip buckets has performed very well, while 
Stilling Basin No. 3 which has given ser:tous trouble, caused in my judgment 
more by structural weakness , quick repairs and over taxing than by faulty 
design. This contrast had lead to a certain degree of chauvinistic ' 
confrontation where the Pakistan consultants--who have since formed a 
consortium with Coyne·-Bellier-Sogreah (France), challenging the basic sound­
ness of the TAMS stilling basins. A model is now being constructed at 
Sogreah, Grenoble, France, in order to consider the conversion of stilling 
basins No. 3 and 4 to flip buckets. This would be a costly operation, of 
questionable justification and with the danger that the erosion caused by 
flip buckets near the hydro-electric power plant would undermine its 
foundation. I am following this problem. 

II. Insurance 

While legally, as explained in the briefing, the situation is very 
complex, in my opinion the insurers have a very weak case in invoking faulty 
design by TAMS in order not to pay for the repairs of the tunnel and for 
the initial damages to the stilling basins: it is almost certain that the 
initial tunnel collapse was triggered by the jamming of the gates, causing 
very fast flows to erode the inside of tunnel No. 2 through cavitation. 
It is also almost ~~;~ain that the gates became jammed because the fast 
water flows washed7tn~ gate rails, which were improperly fastened by 
unsecured nuts. There is a byzantine discussion about "tack welding" shown 
on the TAMS drawings and not carried out because it was unfeasible by the gate 
manufacturer, Metalna of Yugoslavia. My opinion is that a gate manufacturer 
is clearly responsible for the equipment he supplies and that if tack-welding 
was not feasible to secure the rail nuts many other means could have been used, 
--and one has been used since--to secure the nuts. Metalna is a regular 
subcontractor to the civil works contractor which feels compromised by the 
failure of his subcontractor. 

The Bank is pressing for WAPDA to advance its insurance claim, at the 
cost of tension with the civil works contractor. It is at the Bank's insistence 
that WAPDA had to buy $20 million worth of insurance and, on the merits of the 
case, I believe the insurance consortium should pay a substantial part--or say 
$40-50 million--of the damages. Pierro Sella is providing advice on the legal 
procedures and has visited Pakistan twice. 

BChadenet:maf:pgn 



7-~1h.~kr:4 ~a; 
0,1~ j.~ . . 

. f. AGRICUL~uRE . . . . . , ~ -

11~~~~ -~ /. { ~~ 
(, ~ .. " ·'i"~ I)~ 

Agriculture remains the mainstay of the economy for the for seeable 4fAP ~. 
future. It accounts for roughly one-third of GDP, employs about 60% of the 
labor force and, directly or indirectly, provides nearly two-thirds of Pakistan' 
exports (principally r·ce artd cotton). A substantial growth of agriculture 
output occurred in the late 1960 ' ~ , arising from a rapid increase in the us·e 
of improved wheat and rice -varieties and fertilizer use, a1ong with private 
tubewell development. Much slower growth followed in the first half of the 
1970's, as a combined result of poor weather; a lack of new technological 
breakthroughs, and p, • • . discriminated a ainst the · farmer and 
in favor of the urban consumer. ·The ds l 11y i:Q.. the availability o water 

rbela ma have cost Pak · · on the order of 00 million· a 
~ the past two years. ~ 

Further sco e remains for expansion of the use ter ~eed varieties, 
especially t ou~h extension to smaller farmers, a potential the Bank is support1ng 
primarily -by means of t e recent ·y s1gne re it Agreement for a national seeds 
project. In addition to the benefits of additional water from the Tarbela Dam, 
there is a lar e otential for raising production through increases in fertilizer 
applicati n rates, t r 
use througli additional 
and b tc fo e i ater use and watercourse 
maintenance. However, the exploitation of this potential ~ill require that ~ 
price olicies are such t:hat farmers have adequate incentives, that input"s r 
an credit .are ava ab e n a equate quant es an in t1m y fashion and . 
that agricultural agencies are strengthened with respect to their finances, ) 
their · personnel and their organization. . . . · . 

. . 

Over the . long term, Pakistan's ability to sustain faster growth in 
agricultl:lre production than in population depends essentially on fundamental 
i~provements in the management of land and water resources. This will require 
substantial investments · and improvements in agricultural institutions. As 
such measures take time to become effective, the necessary changes have to ~ 
be initiated now. There is a general need to improve the efficieRsy of tQe 

system and the use of water b the farmers. Up ~o 40-50% of the water ~ 
reaching urnouts from the canal system s lost owin to the ineff i-
ciencies of d 20-30% is lost due to oor a er mana ement practices f) 
on the farm. Institutional and 1nancial arrangements need to be modified to 
insure proper canal and watercourse maintenance and improvement. In addition, 
existing laws and .regulations on water management require stricter enforcement . 

...f.ar~ in Pakistan - although they account for only arm 
area. Steps need to be takert to insure that the long term program in agricul-
ture includes not only measures to augment production, but increases the pro-
duct i vity of these smaller cultivators. Jmprovements in research and extensi 
are vital to generating technological improvements, such~as small tubewe s 
and t ractors, and to spreading this knowledge. ·to the smallhoider. Despite 
attempts at land and rent reform, a ou 60% 2 of the fa ers in akistan 

t e or partial ten~rits, and the majority of th~se are sharecroppers. 
Under present arrangements, the owner provides the inputs and pays the taxes 
and water charges, and receives half of the output. While thfs system works 



- 2 -

well in a subsistence economy where crop production is very uncertain, it 
limits the incentive of the .farmer to ado t new techni ·ue ·he · receives 
only half of the marginal bene its . . While changes in land tenure will involve 
diff cut po 1 1ca an soc o og cal problems, · this area continues ·to offer 
a ·potential for increasing smail holder productivity. 

The Election Manifesto of the Pakistan People's Party, of 1970, 
held that the "breaking up of the large estates .....• is a rtational necessity ..• " 
The land reform act of 1972 provided for new ceilings for individual holdings 
of 300 acres of unirrigated land or 150 acres of irrigated land, compared 
with the old ceilings of 1,000 and 500 acres, respectively. The surplus land 
over these ceilings was to be resumed by the State and distributed to landless 
peasants and those with small-er than subsistence holdings. Figures released 
by the Government show that about 10,000 land owners have filed declarations 
of holdings and about 2,000 were found to have excess land. About 1.1 million 
acres (about 2.3% of total _cultivable land) were taken over by the Governmens, 
of which 660,000 acres had been distributed among 67;000 small fanners and 
tenants. of the land · as bee mar inal land 
or uncultivated wastes. In addition, large landowners have. been able to 
divide their properties among their family. members and thus escape the law. 

Without improvements in land and water man~gement, Pakistan faces 
the dan er · of loss of arable land due · a salinity. 
The technology for reducing waterlogging and salinity is well kitown, but inves_s­
ment in ro·ects for o e has been lagging. This trend must be reversed 
to prevent further loss of cropping potentia s. e return on investments 
in land and drainage improvement w 1 be low however unless 
are substa roved •. · These include agricult~ral research, extension 
services, agricult~ral credit mobilization of inputs -and other services to 
improve the productivity of the farmer. 

To provide these improved services, a sustained flow of. broadly 
based investments is required. The FY76 lending program included . the Seed 
.Project and the Khairpur Tile Drainage and Irrigated Farming Development _Project 
(Khairpur II). An educat"ion project with agricultural training .as_ ari important 
component has been delayed by a request to reduce the scope of the project but 
is scheduled to be negotiated shortly. A livestock project -has been appraised 
and is expected to be inciu4ed, to ther with the Fauji fertilizer project, 

· the Education Project and a SCA J\r j ect ~ in the FY77 lending program. 

t e broadened -agriculture sector strategy, ~ 
the Grou · has i ro ect ortfolio which includes three projects 
in agricultural extension and research, two agricultural credit projects, 
five projects in irrigation, drainage and salinity control, a ·foodgrain storage 
project, a technical services project, and integrated development projects for 
cott.on, rice, forestry, sugar and livestock. Of these projects·, the first 
Irrigated . Agriculture Improvement Extension and Research Project and the Integrated 
Cotton ·Development Project are already under preparation by the FAO/IBRD Cooperative 
Program (CP); a preappraisal mission has recently ·reported on the prospective 
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Fourth Agricultural Credit Project, the appraisal of which is pending improvements 
in the credit institution (ADBP), and the SCARP VI Project is being prepared 
by local consultants for appraisal this fall. We are also encouraging GOP to ~ 
seek other external assistance for some of these projects. The achievement 
of this p o ram will not be ossible ho sed resources can il 
be devoted to · ~ft8~ para ion. This will necessitate a stan-
tial increase in Bank staffJas well as a stronger counterpart organization in 
the Government. A technical services project is currently under discussion 
which would provide -technical advice and training to the Minj.stry of Agriculture 
for project d~velopment and preparation. 

The Bank intends to continue to encOurage the GOP to . limit public 
areas, and t '·o promote private tubewe!'ls in 

~~::17~~~~~~~~~~~~~~~~ artd drainage needs. In this way, a 
of the · · ith · te K 

rather than scarce public resources. The heart of the program is !.h..e , 
· e introduction of tubewell technology. This small-capacity (1/4 

- 1/2 cusec) private tubewell has been very successful in India and ha$ drawn 
major capital flows from farmers themselves and from the Bank Group. This 
approach wo ld allow WAPD he drainage of saline groundw r 
areas and surface drainage works e con not . initially 
suitable for stme t. also fill in gaps which may e 
left by private initiative in fresh groundwater areas. A tentative understanding 
has been reached on this new approach with responsible Government authorities 
and reflects a fundamental -shift in their thinking. 

The new approach would be incorporated into the Fourth Agricultural 
Credit Project and the SCARP Vi Project, both of which are expected to be 
appraised in_ FY77 and would be further continued with the F~fth Agricultural 
Credit Project and the SCARP II Saline Groundwater Area Project. Later on 
theformuiation and priority rankirtg of irrigated agriculture projects will 
increasingly be affected by .. the UNDP-fina:pced Iridus Basl:.n Project for which 
the Bank is the executing agency. 

Our lending program also aims at enhancing the linkages between 
agriculture ·and industry through agro~industry development. The Bank has 
participated in the financing of one public and one private sector fertilizer 
plant and has another under construction. Other projects are envisaged for 
rice, sugar and edible oil. processing and marketing, as well .as for marketing 
and storage of grains and other agriculture products. 

Agricultural Research 

The various ag ral research Pakistan need better ~ 
coordination. The four provincial governments ave assumed respons 1 y · 
EOr the research centers and institutes .within their boundaries. Most of 
t he agricultural research work in Pakistan is sponsored by the four provincial 
research institutes, . with headquarters at Tarnab, Lyall pur, Quett·a and Tandoj am. 
In -addition, there are monocrop institutes at Dokri and Kala Shah Kaku for 
r i ce , at Yousafwala and Pir-Sabbak for maize · and millet and the Cotton Research 
Institute at Multan . . the education -institutes also conduct some agricultural 
research, especially theColleges of Agriculture at Peshawar and Tandojam, 
and the Agricultural University at Lyallpur. 
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The Ministry of Agriculture has the primary responsibility for national 
programs of agricultural research but important areas fall under other ministries: 
the Tobacco Board in the Ministry of Conunerce; the Irrigation ~esearch ·council, 
collaborating closely with WAPDA; the Atomic Energy Commission with two agri­
cultural research institutes at Lyallpur and Tandojam and considering a third 
near Pe,shawa:r; the Ministry of Fuel, Power and Natural Resources • . 

A national coordinating body, . the Agricultural Research Council, 
is responsible for assuming leadership in agricultural research, with the 
objective of strengthening national agricultural research capabilities, parti­
cularly those of the provincial institutes. It is being reorganized and has 
received assistance under US AID Agricultural Research D~velopment Loan of 
April 30, 1974. In the next five years, the Council will establish a National 
Research Center to coordinate research projects and conduct research on problems 
not being dealt with by the Provincial Institutes. The Council is intended 
to be the focal point for communication and liaison with the international 
agricultural research community and to carry out specific national resear.ch 
programs such as on pest management, barani farming systems, fodder and forages, 
dairy tnanag~ment and breeding, poultry production, sorghum and millet. 

P esent research is condu a narrow scope, focussing on major 
crops, with development of new seed varieties and determ· ningtheir responsiveness 
to . fertilizer. This leaves gaps in technology such. as the multi-dis-ciplinary j 
probl~~s inyolved in more intensive cropping. Few experiments are being conducte 
to determine the change in yield that is associated with alternative soil ~ 
preparation or cultivat·ion techniques, the relationship between yielq and 
soil type, . or between yield and soil conservation practice. Of the cottnnodities, . · · 
rice, maize, ·cotton and wheat have received emphasis. Wheat research is the '~ 
best example of a strongly integrated interdisciplinary research program that ~ . 
is being accompanied by adoption of findings under farm conditions. · es, 
livestock and oilseeds ·have received little attent n • . In addition, little· ~ 
emphasis has been given to research management techniques, farm· management or 
marketing economics. The statistical significance of research results is 
largely unknown and the economics of agriculture is virtually untouched. 

In general, not enough emphasis has been given to re e rch, -despite 
high returns from that which has been undertaken. It is underft1nded. Technical 
manpower in most · institutions is inadequate ·. There are less than 60 ' senior 
staff in the seven major agricultural research institutions and only about 100 
of these with doctorates. ·· These numbers represent a cons ide~ able improvE7ment 
over recent l~vels. Salary levels are low and the most promising young re­
-searchers often leave for more remunerative positions in or outside the country. 
Research facilities are inadequate to introduce, quickly develop and test 
new technOlogy in Pakistani conditions. . . . . ~ b2 

Although most cultivated land is irrigated, there has been almost 
no effective government research on water management or irrigation techniques. 
Experiments ·conducted by the Irrigation Research Institute have limited value 
since not all factors of system losses were considered. No full analysis of 
all component water losses has been undertaken a~d _measurements have not been 
t aken over a full loss cycle. In basic agronomic research, water is not measured. 



A few experiments have been conducted at the Agricultural Research Institute 
on the relationship between yield and irrigation practices but there has been 
little research on land levelling, where present practices account for sig­
nificant waste of water and yield potential. The principal current national 
program on the serious problems of water logging and . salinity is under an 
AID supported Colorado State University contract in the Mona · Irrig~tion Project 
near Lahore. 

Extension Services 

Although Pakistan employs from 5-6,000 ex~ension workers, th~ exte~aion 
services are not effectively used. About 80% of the extension workers are 
field workers, eac responsible or about 5,000 acres. Their training is 
j.pacle qua t.e., and service conditions poor. Most field workers have had two years 
of education at an Agricultural Extension Training · Institute but little or 
no in-service training in basic practical agriculture, including irrigation 
and water management- Thus, they are ill-equipped to deal with farmers. In 
addition, office and residential facilities and transportation a~e inadequate. 
Field workers have to concentrate on a variety of tasks unrelated to extension. 
Effective service to farmers is accordingly at a low level. 

The extension service is unable to concentrate· ort activities corres­
ponding to national agricultural development objectives. Currently, it is 
promoting high-yielding varieties and fertilizer but gives very little support 
to many other important aspects of farming. It has not tackled seriously 
the more demanding task of initiating improvements in agriculture husbandry, 
an4 especially in .irrigated agriculture, although it is the predominant part 
of the agriculture sector. The service has most notably been characterized 
by a lack of discipline which seriously impairs its ability to implement effective 
programs. At . present, the extension worker has far too marty tasks that he . is 
expected to perform with a minimum of supervision and support. On balance, 
extension personnel lack competence, time and facilities for performing the 
extension job efficiently. The senior officials of the extension system are 
painfully aware of these weaknesses. 

Integrated Rural Development 

in a series of pronouncements beginning in early 1972, Mr. Bhutto 
has declared his commitment to rural development and his determination to 
raise living standards of the poorer sections of the population. In accordance 
with this declared policy; a major international seminar was held in Lahore 
in late 1972 to discuss rural development in Pakistan. The Bank participated 
in this seminar . and .has since mounted a series of missi ons in an attempt to 
i dentify and help formulate an integrated rural development project for Bank/ 
IDA assistance. 

The outcome 
We have found that, . des ite the 
rural develo has ~b~e~e~n~lia~c~k~i:n~g~.~~T~h~i~s~h~a~s~. ~e~v~id~e~n~c~e~d~~~~~~~~~~::~ 
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to assign adequate staff to and obtain necessary technical assistance for 
the program; the general overcentralization of the administration; poor coopera­
tion .from the various Government departments concerned; and the absence of 
steps to remedy weaknesses of key agricultural supporting services. The program 
was entrusted to a new and weak Government department and a premature attempt 
was made at integrating a multitude of activities at the markaz (county) level. 

Faced with these problems, we have proposed a small research and 
technical .assistanceproject . in Azad Kashmir- where the irttegrated approach . 
may ·be suitable - which may help to develop the institutional framework and 
provide gu:ldance for the formulation of a larger .project in due course. The 
.Pakistanis have expressed their dissatisfaction with the narrow scope of tb ~ 
Azad Kashmir project. e are not appy about it either but have cone u e 
that it is the es · we can do in the circumstances. .We are still willing 
to support the Government.'s Integrated ~ural Development Program on a broader 
~caie · ~~ e e seems itt e prospect of t 1s 1n 

doubts e integJate. ~· roach rural ~ 
-···--·~ the social and administrative structures in 

a 1~ta~..: . / 

We believe that it would be more fruitful to concentrate our efforts . · 
helping to improve Paki n's agri~ltural develo m~nt program generally 
, w1 1n t at, ocus on programs a1 at uilding tip t y 

i · utions t deliver 1npufs, credit and adv:tce to sma 1 armers. . . attach 
particular importance in this context to improving agricultural extension 
services and applied research, which is the principal objective of the Irrigated 
Agricultural Improvement Extension and R~search Project now being prepared 
with help from the FAO/IBRD .Cooperative Program. Unfortunately, the necessary 
project preparation units for this project have so beeri established only in 
Punjab. Action to set up. units in other provinces . should be taken by the 
Government immediately. 

We visualize that another major means of reaching small farmers 
would be through providing .credit to finance the installation of small (around 
1/2 cusec) tubewells. A principal obstacle to developing this program is ~ 
the inade uac of redi We have iden-
tified a number of Bank of Pakistan 
and have urged the Government to emp oy consu tants to help 
organization. Although steps have been initiated to obtain 
assistance through the British, little sense of urgency has been. evident. We 
would be ready to appraise an agricdlt~::tlal credit ptoject: as soon as these 
consultants had been engaged. 



tYALLPUR .AGRICULTURAL UNIVERSITY 

The financing of construction andequipment at Lyallpur Agri­

cultural University constituted the major part (85%) of the cost of a project 

for which IDA made a credit of US$8.5 million in March 1964. The balance of 

the project assisted in expanding and improving middle level technical 

education in Pakistan. The project was completed this· year and a completion 

report is under preparation. The completion mission found that the ~ 

been successful in meeting agricultural manpower 

requirements for the Punjab Province and in upgrading the quality of 

agricultural education in Pakistan. 

_The following baseline data compare the findings of the completion 

mission wfth the situation at appraisal -in 1962 and appraisal estimates for 

1973: 

Enrollment 

Graduate students as percentage of 
enrollment 

Teaching staff/student ratio 

Percentage of teaching staff 
holding advanced degrees .: 

(a) M. Sc. degree 

(b) Ph.D . degree 

Number of: (a) Faculties 

(b.) Divisions 

(c) Colleges 

----~. Appraisal ------
Situation Estimate 

1962 1973 

1,120 

18% 

1:6.5 

47% 

4% 

4 : 

2 

n.a. 

1:5 

) About 
) 45% 
) 

4 

2 

28% 

1:10 

65% 

27% 

6 

1 

1 

The reason for the lower than anticipated enrollment at the . 

university is primarily a change in its status from serving West Pakistan 

as envisaged at appraisal, to its current status of serving mainly the 

Province of Punjab. The construction program of the university has been 
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modified accordingly. 

A dy~ ir Mohammad) was appointed in 

August 1975. Upon appointment he encountered an atmosphere of unrest 

among students and staff,. as was then prevailing at most 'higher level . 

educational institutions in Pakistan. The university's morale ~as, 

however, shown a marked improvement under the new leadership and strikes 

have. been brought .under control. Several new programs have been initiated 

during the related to 

Lproduction problems in nearby villages and extension. .Prior to graduation 

in the villa e , identify problems and 
=-.r----------------------~~ prepare viable programs for their solution. Other new programs include 

curriculum reform and textbook preparation. 



INDUSTRY 

The Bank/IDA lending ro ram for the next five years allocates 
$155 million for industry, including DFC s. e lending 
program is to assist the e ansion of industrial exports, . ~~icul~tiles, 
and increase production of industr1es u nd · 
provide ~ 

The Government expects the private sector to continue to play an 
important role in industrial development, particularly for export-oriented 
industries and those utilizing local raw materials. Our assistance to PICIC 
and IDBP will support the main sources of long term finance for the private 
industrial sector. PICIC concentrates on financing the medium and relatively 
large scale private industrial sector, which makes a major contribution to 
Pakistan's industrial exports. To date, .PICIC has received a total of 10 
loans amounting to about $190 million. IDBP reated to finance medium 
a d small scale industries. It has received one credit from IDA of $20 m1 lion, 
and an aa o£ $20 million is planned in FY78. 

We are discussing with the Government means by which IDBP can extend~ 
j t s juvolvement in t he smal l scale sector. This sector, with its low capital/ h 
labor ratios, is particularly important in employment creation. Small sc~ 
industry provides employment for 10% .of .the total labor force, and 85% of 

""t he industrW 1 abor force, although it accounts for less than 5% . ot . total ­
GNP. Until pow, IDBP's financing of small scale industry has involved mainly 
assistance to the upper end of the spectrum . (assets of $50,000 to $200,000). 
Smaller units are more usefully assisted by commercial banks., which can keep 
close contact with clients through their widespread network of branches and 
can also fulfill their working capital requirements. · We are . considering 
allocating a portion of the next: loan to IDBP to these smaller industries 
through an IDBP/commercial banks refinance scheme or by dealing directly with 
commercial banks. 

The balance of · our lending for industry would be for the public 
sector through NDFC, which received· its first credit in FY75. A second credit 
is scheduled . for · FY78 or FY79. Over the next five years, the public sector 
is expected to account for about 50% of total industrial investment. {excluding 
ene large ~uelis sector steel project). The public sector is expected to 
concentrate largely on import substitution industries, although some, such 
as cement, have export potential. One of the main objectives of our involve­
ment with NDFC is to help the Government improve technical and economic standards 
in public sector projects through the development and application of NDFC's 
appraisai .and supervision skills. · · 

Gujaranwala Industrial Estate 

·. In November, 1962·, IDA made a $6. 5 million credit (30-PAK) to Pakistan 
f or an lndu:strial Estates Project ·to support the development of small industries 
on t he Gujaranwala and Sialkot estates near Lahore~ The project was affected 
by the 1965 Indo-Pak war and settlement of the esta·tes . proceeded slowly, so 
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that the credit was not fully .disbursed until 1968. Eventually, ·however, 
well over 100 enterprises were established ea the ...t._wo estate§, . and the project 
provided~e Bank w1th its-first experience in the area of developing small 
industries. 0 the several small-scale industrial estates in Pakistan, ~ 
Gujaranwala has been one of the most successful- in terms of occupancy and 
~~--~~·~at~on Service centers situate 1n the Gujaranwa a an ot er indus­
trial estates in Punjab ~re making an effective contribution to the development 
of small-scale industry through training, .advisory services and common facilities. 



TO: 

FROM : 

SUBJECT: 

WORLD BANK I INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
Mr. Robert S. McNamara, President DATE : October 21, 1976 

Ernest Stern~ou0th Asia 

PAKISTAN - Proposed Assistance for Flood Rehabilitation 

1. You will recall that at the Pakistan CPP review meeting on 
September 10, we discussed the fact that Pakistan this summer again 
experienced very severe floods and that the GOP had requested ·Bank/IDA 
assistance for flood relief and rehabilitation along the lines of 
the project approved after the 1973 floods. 1/ Since we last discussed 
this matter, a mission has gone to Pakistan to review the situation. 
This memorandum updates the information you have been provided 
previously and indicates where we now stand with respect to the GOP 
request for assistance. 

The 1976 Flood Mission 

2. A Bank mission arrived in Pakistan in early October to assess 
the current flood damage. It has reported that river discharges this 
year were larger than during the floods three years _ago and that, in 
many areas and sectors, losses and damage appear to be as great or 
greater than in 1973. (This was a "once in 50 years" flood.) The 
mission's tentative conclusions are that GOP estimates of losses in 
agricultural production of about $330 million (of which the major 
·element is cotton) and damage to infrastrucFure, including houses, of 
the order of $220 million, do not seem exaggerated. The estimated 
loss to crops does not take into account ·potential benefits to areas 
where winter crops are dependent on residual soil moisture. This 
preliminary assessment clearly established that the conditions set out 
in the mission's TOR had been met with respect to the severity of 
damage and economic loss. We therefore directed the mission to proceed 
with appraisal of a rehabilitation project concentrating on irrigation, 
drainage, flood protection and roads. We have just been advised that 
it . e ects shortly to hav data to des_ign a r ct for 
rehabilitatio f dama v ng a quick-disbursing 
~~~_.~~--w-~~mi~l~l~i~on, which would finance a out one a f of total 
project costs. The project will probably include some medium to long-term 
flood protection works based on the national flood planning program 
prepared by consultants in accordance with Credit 466-PAK. 

ll The last flood rehabilitation project (Credit 466-PAK) of $35 million 
included a project component for the repair and restoration of flood­
damaged bunds and roads and a program component designed to compensate 
the economy for loss of export earnings. The bulk of that credit was 
disbursed very rapidly and the project was substantially completed 
well before the original Closing Date of June 30, 1975. To permit 
completion of procurement of specialized spare parts for the repair of 
construction and farm machinery, the Closing Date was extended: first 
until June 30, 1976- and then to the end of this year. The undisbursed 
balance now amounts to $1.4 million. 



Mr. McNamara - 2 - October 21, 1976 

Discussions with GOP 

3. Since we first heard of the request, we have been concerned that 
the Government's principal motive in asking for our assistance was 
to obtain program assistance or a substantial amount of local currency 
financing which would provide general support to the balance of 
payments and the budget, rather than help in flood rehabilitation 
per se. Our discussions of the subject in Manila reinforced these 
concerns. Consider~ng our current assessment of economic performance 
and, in particular, our recent exchanges with the Government on budgetary 
discipline and investment priorities, we do not think support in 
either of these forms would be justified. We have, therefore, made it clear 
to the Government, through our office in Islamabad and most recently ~o ~ 
the Pakistan Delegation in Manila, that an financing we may provide~ / 
would be limited essen · 

4. I should add that I would be prepared, in the end, to recommend . /j) 
that we include some small amount of local currency financing if ~~ 

review of the mission's findings confirms its preliminary assessment 
of the severity of the damage by this year's floods and if without 
such financing our contribution would be unreasonably small. However, 
a judgement on these issues will have to await the return of the mission. 

Recommendation 

5. We have informed GOP that any flood rehabilitation 
have to be accommodated within th 7.7 lending program. 
program is "full", this wou presentation of one 
scheduled project until early in FY7.S, unless additional funds - perhaps 
from the Third Window - became available or one of the projects presently 
included in the program slipped. Given present uncertainties regarding 
both the Tenth Railway Project and SCARP VI, it is possible that a flood 
loan/credit would simply substitute for a project which, in any event, 
would have to be deferred to FY78. 

cc: Mr. Knapp o/r 

TOsgood I RClements/MBlobel: ls 

---- ---------------------~--------------------------
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While it is stil1 early for a concrete evaluation of Pakistan's 
: ' · ' 

.... I •.,' 
I .· .. 

performance with respect to a number of the undertakings in the program 

credit agreement some inclications are available. A number of steps have 

been taken which directly ful'fill some of the . programs to which GOP agreed. 

These include rai·sing taxes a~d ;import tariffs, eliminating export prohibi-

tions 1 raising the support price for cotton and reducing the export tarif~ 

lowerin~ the ~price of fertilizer and increasing retail ~rade margins) and 
. l 

increasing budget allocations for agriculture and water. 

On this last point the program credit side letter states that 

"allocations in the development budget for agriculture will be increased by 

20% over the level of FY1976 _·of Rs2 60o· million ... ". The actual revised 

amount budgeted in FY77 for agrjculture including water development is 

Rs3
1 

004 million ' representing an increase of 170/r, over the FY76 bu~get figure 

of Rs2;561 but a ~1~ increase over actual expenditures in FY76 of Rs21 296 

million. While interpretations of this undertaking may vary it was the 

apparent 4 inten·t of the sipe letter to bring about a 20% increase in actual 

expenditures . . Thi.s will come about if the FY77 bqdget figure is achi.eved. 

The major problem areas relate to Pakistan's ability to live up 

to other performance targets contained in the agreement: 

Public _S~vi.~g - . The agreed target of 2% of GOP in FY77 can be met 

if the current budget is adhered to. As described in the note on the 

current economic situation there are , however like ly to be substantial 

pressures on cu rrent expenditures that would erode the projected surplus 

•particularly from such items as defense and gove rnment wages . 

\ . 
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!!_ala_nc~Ef ~Y.'~_ents- It seems lt ely that the proposed reduction 

·-
in the current account b~lance of $100 million excluding project financing 

. . . 
for FY77 will not occur. The mt~sion's . current projection is that this item 

will rise fr~m $558 ~illion in FY76 to $640 million in FY77. Some of this 

can be traced to the small cotton cr~p. A more normal crop of 8.5 million 

'. 
bales (rather than the anticipated 2. 6 .. ..:. '2, 8 million bales) would have added ,,,. 

over $200 million to exports . thus producing a reduction in the target 

deficit 'of over $100 million. 

Interest Rates - If inflation continues at about 8-10% per year 

then the agreement to keep deposit interest rates 2% above the inflation 

rate may not be met. Currently the rate structure ranges from 6.5% for 

savingi deposits to 11.75% for five-year time deposits. The weighted ave-

.rage is probably between 7.5 to 8.5%. No increases in interest rates have 

been ~ade since September 1975, 

.!:ubl!c' S_ector __ ~nt~~pr_i_~e~ - The Government ~greed~ take 

that . would raise the~rofitability of public sector enterprises to ab~ 

20....:~0% per year. While this is a goal to be attained over several years 

there is no evidence that any major steps have been t~ken. The rate of 

return on BIM industries a~tually declined in FY76 to 9% from 10% the year 

before (pre-tax rate of return on capital employed). 

Irrigat:!:_o.E_I\!ain!enance .. - Special grants were to be provided to 

Provinces to correct deficiencies in the irrigation system caused by poor 

maintenance. There is no mention of such a scheme in the present budget 

but we are told that it has been done. Further allocations have been made 

for general maintenance , howev~ r ) the new Fifth Plan allocations for the FY78-

FY83 period call for a combined agriculture and water allocation of only 

This would appear to conflict with the stated goal of raising the 

and water share to ~ 



The ou.tlook for . the current year is largely conditioned. by the 1 

of 'the unuRually severe floods !ind rains during August. After a · · 

4.4~ GDP growth rate in FY76) the Planning Commission's Annual Plan called 

fol'l · an 8. 101~ growth in· FY77. This has already 

is' undoubtedly optimistic . and ~ a growth rate 0 

realistic expectation. . . 
Growth of Outp~t . ' 

In agriculture, only modest output increases can be foreseen . at 

best. ·The or:-ops in the Sind will all be lower than in FY76J while the 

Punjab will ·experience some ' slight increases since there was less flood 

damage in that prQvince. The cotton crop will probably be between 2.6 to 

2.8 million bales, which will satisfy domestic requirements and leave only 

about' 200 000 hales for export. Rice and sugarcane will incr~a~e slightly 

· as flood damage h~s been off~et by the favorable effects of more rain. Indus-

trial growth has . shown no ~ign of revival, and output levels for the first 

auarter. of 1977 are r-lightly below that of a year ago. The textile slump -------· continues 
1 

and thl P. sector is now cipera~ing at about 7.50/, of capacity. 

Ear.li_er in the year ,Government actions .concerning improvements in 

the in~ome and wealth tax, the declaration provision for "black'' money . and 

other • steps were seen as encouraging signs. This i~provet:nent in the invest-
.. 

ment "climate" was underc · tJ howeverJ by the nationali.-..:ation of ~he rice .. 

the ini ti!'-1 effect of this . "shock" appears tolllve subsided' and new invest-

ments are coming forward although at a somewhat more cautious pace. Some 

entrepreneurs lac~ capital because their investments in food processing have 

not yet beert compensated. Others, particularly in the Yarge scale sector, 

' . 
are awaiting some clearer signs from the Government before proceeding further. 

_,...-- 0:::::: 



rn this regard . the new PPP ~1ani festo and l<'i fth Plan Invf3st:ment Schedule are 
: ~ell as 

going to ~e . important, as/ any new policy directions undertaken after the 

election. 

The effect of the recent nationalization on the agriculture sec'tor 

is somewhat unclear. An adequate number of mills and gins appear to be 

operating to handl~ the present crops of rice and cotton 1 and ibe flour 

mills are providing adequate supplies of flour. The new corporations appear 

to have been able to recruit an adequate number of qualified staff. and tn 

many cases have retained the existtng managers and some of the former owners. 

The fear that the system would breakdown by being overcome with government 

civil servants appears to have hoen ill founded, although there already 

appears to have been a substantial number of new jobs created at the lower 

level as a means of reducing unemployrnen t. Farmers appear . to be receiving 

. 
immediate payment in either cash or check. 

Gove~nment Finance and Inflation 

The biggest surprise was the large hudget deficit experienced in 

•FY76 which resulted in public sector savings of about Rs500 million or only 

,40f., of GDP . This was eausE:>d by a variety of factors,- but i.he major ones 

are a shortfall ·in ~~pected foreign aid ~ece1pts by Rsl.g 

non-development spending of Rsl.l billjo1 (half of which 1~ on defenso) 

and increased development expenditures of . 3 billion. It should be noted 

that development expenditures increa.sHd despite a drop ln project ntd of 

H.s1.2 hilJion (1ncluded 1.n the Hsl .. ~ billion ahovo). The overall def1c1t-

thus .increased · from the original O$t1.mate of .7 billion to about 4.0 bilJion. 

'l'h(:.. neVI tax moasur~s taken before and at the time of the budget presentation 

w1 ll add about 1. 8 bi 11 io·n to revenues this vear. The budget deficit for 



first three months. of v¥v77 was · Rs300 Jn1.111on but . this included the 

t ? 

of a one-time t'ncrease in reven'ues from the de clara tinn cfif "~lack 

This · will eventu~lly add Rs 400 million to revenues this . year. 

Xhe ~rojected deficit for FY77 of Rsl.7 billion is probably con-

servative·. Besidef~ reduring cotton dutie s · the floods have lowered the 
" . 

• ·, '! . . ·" " 

revenue estimates af WAPDA ·and ' the railways. The report of the · Na.tional Pay 
\ 

Commissibn is ~xpected shortly to rec~mend a wage incre~se for public sector 

': employees ' to offset inflation. On the po s itive Pide a more effective l!ld-. ' 

mirli.stration
1
: of the in'C.on1e tax · laws continue s to bring in unexpected new 

revenues.·.~ Al t oge ther . 'a defici~ ' of ai~out Rs2.0 })illion can be expectep ·at 

. a .mi.nim;um . <·a,~d :· this ·c.ould go highe ·~,' if. w~ge ' increases are g;!lnted without 

off~etting · inc.rea~es in. taxes and public sector prices. This figure also 

I 

assumes that defense and other current expenditures can 

. ' 
~ntl the.l ~ri6reased de~elopmeni expenditures f6r flood repairs can be 6ffset 

) . . . . 

by ' incre'ased ., foreign · aid.·· If the overall deficit 1 s held to Rs2. 0 billio'n 

1ihen p~~li6 ~avings of ~~out Rs2.6 billi~h or about 2% of GDP 'could be · 
.. · 

' . . 
· expected. ·.,.tt should be rioted that due to the shortfall in proj:ct aid . dis-

bursement~ ·, the p~rcen t 'age. of . forelgn resources to development spending was -· X · o~ly 69"1,. ~n FY76 compared to the . 83"1. . e~pected level. For FY~2:_ th.· e . ;tit. io ..•.. ··. ·.~ ... ·. · 
is expected ' t o rise to about '14%. 

Development · ~pending c6ntinues to increase rapidly as the · Govern~ 

men1:.- impleme~ t·s major pro.je c ts in fertilizers, ~teel . and other industrial 
. ~ . . . 

This. ye~r' s development budget o :f Rsl7 .1 billion 

is over: 4 times' the size .,.·of the development budge! for FY7~. Even when 

'allowance i.s ' made for ::lnflation this ts an 'annual growth rate of about 25%. 

• t ' i 

Th~ industrial sector is the lllB.Jor growth area . and now accounts for 27o/,., of 

de.velopment ~perding compared wi. th 8% for education and health, 17rrf- for 

. agri.cul ture· and wa t;er) ].401, for po~er,, and 1 7o/,., for transport and communications. 
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Wi. th the . large deficit during FY76 financ;ed by borrowings from the 
..... 

State Bank the growth of the money supply during FY76 was 24%. The full 

effect ·of .. the deficit was partially offset by increases in foreign revenues. 

Inflation, . as measured by the Consumer Price Index , was only 5.Q% during 

FY76 (.June .' to t.Tune basis). . During the first quarter of FY77 prices increased 

and add::l.t·ior1a.l 4. 4~ compare~ to 3. 2% for the same period one year ago. While 

this is equivalent to an annual rate of inflation of 18%, prices tend to 

level of.f with the harvest j n October and November. On a September to Septem-

ber basis the rate of inflation is also 5, gO(, , 

Balance of Payment~_ 

While last year's balance of payments turned out somewhat better 

than expected, with a current account deficit of about ~.Q billion, the 

expe~ted deficit in FY77 could be as large as ~1.4 billion. While e~ports 

grew by 18~ in FY76; the growth this year is likely to be about 8~. This is 

a result of both the smaller level of cotton exports expected this year
1 

and 

a slower tha~ expected recovery of textile exports. Worker's remittances 

continue to grow rapidly and could easily reach $4~0 million this year com-

pared to $350 million last year. Imports are expected to increase by 22%; 

largely a result of increased capital goods imports for the Soviet financed 

steel mill. 

The overall need f6r external financing in FY77 would be about 

$1.62. biJlion compared with the estimate of $1.47 billion in last year's 

e~onomic report . and the ~1.34 billion received in FY76, The latte~ figute 

includes <i'l::l5 mi.Jlion from various JMF facilities which will probably not 

he av'lli]ablo in FY77. On the other hand gross rese rves at the beginning of . 
the fiscal year stoed at ' 688 million, having increased by $138 million last 

year. Pakistan has secured ~150 million in new aid from Ir'an· this year in 
the 

addition°to/Iran guBranteed.$300 million standby arr.,angement financetd by a 
'· 
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j -? 

group of New York banks. "·The attached table .indicates a gap of about ~300 
. , the 

. I ..... 

million ,;however~ this does not allow for any use of /'P300 million bank loan 

.which will be utilized as a last resort due to its high post. It i~ likely 

that the gap will be financed by additional non-project aid or a drawdown 

in reserves, or •some combination of these plus use of the bank loan. The ··-

non-project aid shown in the table is based on fairly firm commitments and 

woulct be cpnservative. 

f' 

.. 
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SUMMl\RY BAlANCE OF PAYMENTS 
' AND ITS FINANCING 

Exports, NFS 
Imports, NFS 

Resource Balance 

Home Remittances 
I 

Interest on External Debt 
I 

0 ther Fac'tor Services (net) 

Current Account Balance 
1/ 

Debt Repaymen~7 
Other Capital-

(Changes in Reserves) 

External Financing 

(in $ million) 

~I 
Sources of External Financing 

Project Assistance 
Non-Project Assistance 

· IMF (net) 
Other Capital 
Gap 
Memorandum Items 

Total Debt Service (excluding short term) 
Curient Account Balance excluding 

project financing 

ll Excluding short term. 
~/ Jn luding foreign dir ct investment, grants mad · 

hy Pakistan, and errors and omissions. 

. . 

1975/76 
(Actual) 

1,432 
2,587 

-1,155 

353 
-115 
-30 

-947 

-253 
-141 

(-129) 

1,341 

389 
678 
135 
139 

249 

558 

Data Sources: State Bank of Pakistan Planning Commission 
and Economic Affairs Division. 

~/ Figures for project and non-project aid .are from EAD 
"Other Capital" is residual in 1975/76 arbitrary 
in 1976/77, 

1976/77 
(Govt.Est.) 

1,521 
3,160 I 

-1,639 

430 
-180 

+6 

-1, 383 ' 

-232 
( - ) 
( - ) 

1,615 

743 
472 

100 
300 

412 

640 

....... 

\ 

. ' 
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·'' Table 2 . ' 
'• I 

·coNSOLID~TED REVENUES AND EXPENDITURES OF FEDERAL 
AND PROVINCIAL GOVERNMENTS 

(Rupee Million) 
1975/76 1975/76 
Budget Provisional 

•' 
Current Account 

Revenues 19,830 19,843 

Tax Revenues 15,372 5,293 

Noh Tax .Revenues 4 . 458 4 , 550 

21.288 22,358 ---

Non Development 18 ·210 19 , 243 

Dn ve 1 opmt:OJn t 3 . 058 3,115 

Current Account Surplus .. ... .... -1 458 .=_2,515 

Capital .Aecoun t 

· Capital ExpenditurGs 13 , 873 14,13_i 

Non Development 3,234 3, 291 

De ve 1opmen t 10,639 10,843 

Financed by 
Domestic Reso~rces 1 . 630 574 

Transfers from Current Account ~1,458 -2,515 

Other Capital Receipts 3 ., 088 3,088 

Foreign Assistance 11,'500 9,600 

~~.parisionary Financin_g -743 -3,960 

Total Expenditures ~f?,161 36 , 492 

l'f on De ve l6pmen t 21 , 4f14 22,534 ' 

Developrnen 1. 13 697 13,95R 

.· 

. . ' 

1976/77 
Budget 

22,063 

17.513 

4 . 550 

· ~,773 

20,424 

3, 349 

.-1 . 710 

16 , 508 

2,742 

13,766 

2,044 

-1,710 

3,754 

12,713 

-1,751 

40,281 

23.16() 

17,115 

..... 

~ 
• { 
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. The la.tes t of ·the . Fifth Plan is not very different from the 

·: prevj.ous version. The time horizon has been shifted to FY78-83, a ·six year 

peri.od wHich now · e 'xcludes the effects of the Tarbela bam but includes the 

:.·~ufput of .the new s"t:eel._ mil,l. The overall growth target of 7.5% per annu~ 

I (compared to 8., 8% previously) ' is more a - reflection of this shift ., than any 

fundamen taZQ.· ~hange in assumpt1ons ." 
. I 

remain:, t · esi~e . to m6unt a ·· large investment program as well as . to have · 

The major probl.eplS of th~ previous plans _. 

' ( 

~gnificant increas,es · in per ··capita . con&umption in the face of · a 3% pop\.llati.on · 

growth rate arid a decline itt net foreign : resources n~ces~itates a ve~y rapfd 

i~owth of ' output: 

Agriculture . 

. . Manufa.c.turing 

Others 

· GDP al 

i . . . : .. 

P~ivat~ Consumptidn 

Na tionai · sayings .. 

Macrp Framework 
(R$ • · billions) 

1976-77' -----
43.8 

21.1 . 

71.1 

.136 0.0 

148,.9 

121,6 
.. , 

1~.0 

27.0 

14.2 

Growth . 
1978-83 , Rate 

... 
6004 5.5 

41.6 12.0 

108.0 

. 210.0 

234.8 

177.3 

22.-5 

44.6 8~8 

37.5 17.6 

projected · to grow by · 5~ · 5% por 'ahnum, . based on · a 
·-·~· 

.. ..doubling' of·'' fertilize r and·. pesticide 4se , , as well as further groundwa.ter 
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development. The increasee use of fertilizer is the most important growth 

factor, and results in wheat production rising from 9.9 million tons estimated 

benchmark for FY77 to 13.2 million tons by FY83. Cotton, which has suffered 

heavily in past years because· of adverse weather conditions and low prices 

is expected to recover from the present level of 2.7 million bales to 5.5 

million by 1983. This depends. largely on the establishment of effective 

programs for pesticide application. Large amounts of money continue to be 
I 

J 

spent for aerial spraying which is, at best, only 15-20% effective. The pro-

vision of fre aerial spraying also tends to serve as a negative incentive 

!or ground spraying, for whi c h the farmer r e ceives only a partial subsidy 

(about 25%). 

Whea t 

Rice 

·sugarcane 

Cotton* 
benchmark 

actual 

Production Targets 
(million tons) 

1976/77 

9.0 

2.65 

3.5 

2.7 

*millions of bales 

Indus try j_s expecte d to grow at 

Growth 
1982/83 Rate 

13.2 606 

3.7 5.7 

32.5 4.0 

5.5 7.8 

5.,5 e 

that achie ved during the 1960's. A large part of this increase will come 

;5 
, 

from the operation of the steel mill, which will start production in 1978/79. 

Other s ignifl ant increases in production c.ome in the areas of ce me nt, f e rt:l:-

lizo r, t e xtiles and s ugar. Of the total in'\):estment in industry of 48 billion 

xpec t e d during the Plan, only RslO billion is expecteq from the private 

I 
i· 
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. ~ 

·. sec~or. This i$ an .annual rate 6f 1.6 billiOn per year, which ~s very close 

. to the present .level. Public sec.tor investment will so dominate the indus-

trial area that by FY1983 ,t.he~rship of industrial asse'ts will~ 
.. - - ~ . 

from 20% to 50%. The investment program continues to favor areas of very 

high caPitai.' in.tens'i).Y; chemical's, basic metals, petrochemic'als, cemente 

'fpe impact . of these investments on employmert t will be very small, although 

no estimates of :mployment are given in the current draft of _the Plan. 

mod,erniz~ tion of some. plants may, , in fact, decrease employment, while s·ome 

projects ·-:i_ n c h e micals and steel, for - instance, may have capital: labor 

ratios as high ·as .$lo·a,ooo': .1. At .the present time the employm~nt problem 

in Pakistan has b~en mitigated by large outfl6ws of both skilled and un-

skilled worl{ers abroad, but it is diTficui t ' to ·project how long this outflow 

\vii 1 c~~ ti.nue ~ , At ~ the sam~ time, the. 3%. population growth means a net 

addition to the labor force of GOO,OOO , People per year. The impact of . 

' concentr~tion on capital intensive industries will be to move~ few workers 

to the high · p:riodt~ctivi. ty, high wage modern sector while the vast majority · 
' I • 

of the population is underemp~oyed. Much more investment is n~eded in the ·. 

more labor intensive sectors such as·. apparel, sh-oes and electronics~ 

~~----~~------------~ 
tan's relative abundance of entrepreneurial talent, plus a fairLy ikilied 

and adoptabie iabor force would make ~t attractiv~ for firms in these fields 

now loc~ -ted _in: the Far East to ' reloyation in Pakistan. The Government's 

ambi.valent aiti tude · toward private investment, pa'Cticularly foreign privatex 

inv - stment, nrevents this from happening. 

· Tho- Plan ·cal J;:.:; for a pub'lic inves bnent program o:f Rsl67 hillion·, 

p·lus Rs48 bi~ lion of . 'priva to inves ·tment. · The investment rate during the 

Plan would ave~age 19% df GDP~ . The · public .sector program would be fairly 

evenly divided between agriculture' and water (18%), power and fuel (20%), 
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industries and minerals (?5%), transport and communications (17%) and the 

social sectors (19%). The large size of the program reflects, in part, 

"' 
' 

the assumed rapid growth in demand. In addition, however, there are still 

included a number of "prestige" projects of doubtful producti.vi ty, including Y 
the Indus Super Highway (Rs3. 0 billion) and the Lowari tunnel and road t/ \ 

sy~t rn (Rsl.O billion). On the other hand, no allocation has been made for 

the nuclear fuel reprocessing plant to which the Government is known to be 
' 
I 

committed. While allocations for the social sectors have been increased 

somewhat, the relative share is still about what it has been in the past. 

More resources will have to be allocated to these areas if the Government. 

is to reach its avowed goals in education, health and family planning. 

Current expenditure growth in real terms i.s assumed to be about 

13% per annum, with a growth rate of 6% for defens , and 15% for the criti-

cal areas of education, health and agriculture. By 1983 over 25% of non-

development spending will go toward servicing internal and external debts. 

The difficulty facing the Plan is seen most clearly on the . financing 

or resource mobilization effort required. The Plan correctly foresees a . 

reduction in net foreign resources based on declining availabilities of 

foreign assistance and mounting debt service,so that foreign resources~ 
. 

The finance only . 20% of investment in FY83, compared with 55% in FY76. 
\ .......---------

domestic savings rate, as a consequence, must rise to 16% of GDP by 1983, 

and this ' implies a marginal savings effort of 27%. Even the Plan admits -
that Pakistan l s past rncord "has not been very encour·aging" with 

marginal savings tate ovev attained in a five year period being only 20%. 
&.... - ---.,........---------- ----

Whil . tho private s ctor a ·counts for only 28% of fixed investment, it is 

supposed to . produce about ' 6o% of the savings. In the past, a large portion 

of p1·ivate savings was the res~lt of high corporate profits whieh were used 



. . 

l 'tf 

private sec_ t~r has l?ro~gh ·t with it higher wages, increased employment and 

I ·' 
price . con'trols which have reduced . profits. In the public sector, · the Plan 

calls fo·ro , a public savings rate of '6.5% by the end of t}:le Plan, . companed 

with • 4%' i.n' FY76. ·Although the r~venue projections are more real is tic now 

than in the previous draft, they are s~~ll optim~ti~. 

remains ~ gaE..._ of Rs39 billion· which would have to be met 
~ . 

Even S!?, there . 
'• 

c1rig or , n~w taxes or other measures. If one takes a more realistid · view 

of the presnt tax structure, which is highly inelastic, the need for addi-

.eonal revenue is re&lly much hi~·.. The Government could close 

through .. various actions,· including tax reforms, better pricing policies, 

lower · subsidies . and tighter controls on current expenditures. If the ' past 

is a guide, , however, ii is ~or~ likely to res~rt to . politicall~ more accepta~ 

ble measures, in luding mor~ foreign bor~owing, reduced developmont 'spending 
------------~ -

and largor deficttso Since a large part of the industrial and infrastructure 

program is already underway or committed, it is likely that the cuts would 

fall on a~riculture and the social sectors. It appears that much neaded 

reforms ih the soc~al sectors~ namely Sducation and health, are underway. 

. ' 
The Pl~n places emphasis on primary and technical training for education, 

and a ~~stem of basic health/rural health centers designed 
~ .......--

' ' 
services to a wide spectrum of the pbpulation" These 

likely to~ have imphrtant distributional· implications, are likely t.o 

s~ if, the .~opment b~d.get A:ao . te 9~ reduced. 

The mi:<rror . ·image of · the resource mobili~at.ion problem is seen in 

.the balance of · payme nts. The rapid production with high savings scenario , · 

of · the Plan implies that ih'e un onsumod surplus will be exported~ Consequently; 

the ::,r'o r t growth rate during the Plan. wi 11 aver age l.D~ 6'"-., per ::uuummm • ( •cons t~ \J ,·'·.· 
prices), while :i,_mpo'rts are exp .. ct"d tg grow by only 4. 25% per "- --., j /\ .· 

. ., 
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The low growth in imports reflects the assumed ·timely and efficient opert;ltion 

f 

of the steel mill which will eliminate steel importsl as well as a complete 

elimination of imports of wheat (FY78) and fertilizer (FY80). Over. half of 

the . increase in e?'po,rts wi,ll come from agricultural products or their deri-

vatives, namely rice, cotton, textiles and sugar. The high growth rate of \-7 
textile exports { 7, %) is particularly suspicious consid-e~r-i_n_g_t_h_e_l_i-:-k_e_l_y ___ g_r_owth.A 

of world demand (probably not'more than 6% per annum), and the need for mo-

derniza~ion of the textile sector in PakistanQ Despite the divergence in 
! 

import and export growth rates, the current account balance improves slightly; 

from a deficit of $1.4 billion ~n FY77 it is expe c ted to fall to 1.0 billion 

by FY83 (constant prices) • 

. . 
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