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FY 1974 Field Budget Submission: Part1 *

New Directions for U.S5. Assistance to Pakistan

Introduction

In accordance with directives from Washington, the FY 1974 program
submission for Pakistan consists of three parts: (1) a paper (in lieu of a
Development Assistance Program) indicating the nature of the current aid
program, national development priorities and the ways in which USAID
proposes to move towards new forms and styles of foreign assistance;

(2) a resource allocation request; and (3) an analysis of the need for com-
modity lending and Title I PL 480, This paper fulfills the first of these
three requirements.

United States assistance to Pakistan is now 20 years old. During
thi.s period, AID and its predecessor agencies Eave provided virtually all
forms of assistance available., Dramatic results have been accomplished
in agriculture, industrial development and electric power production,
These sectors have recei#ed major allocations of loan funds, More quietly
but persistently, technical assistance and participant training have upgraded
skills in a variety of development areas ranging from statistics to higher
education,

During the early years of the program, major emphasis was on West
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Pakistan where returns seemed to be higher and results easier to achieve,
In recent years, greater emphasis was placed on East Pakistan, and by
1970 major new efforts were underway or planned to stimulate agricultural
development and improve the physical infrastructure of the East Wing,

PL 480 also became predominantly an East Pakistan program, helping to
make possible major rural works programs during the period when West
Pakistan agricultural production was increa.éing rapidly, lessening the need
for imported grain, The major source of AID support to West Pakistan
during this period was commodity lending. While precise historical data
on the relative use of commodity lending in East and West Pakistan are not
available, we estimate that during recent years approximately 60 percent
of our commodity loan was used in the West,

A basic element of the strategy behind the Pakistan development pro-
gram up to the beginning of calendar year 1971 was that rapid growth in
West Pakistan - - supported by high levels of Consortium commodity aid - -
would permit a transfer of Pakistani resources from West to East. This
strategy seemed to make sense in view of the high proportion of local
currency costs of East Pakistan development programs and the need to
emphasize labor intensive techniques of creating investment. These factors
combined to produce a problem of absorptive capacity so far as foreign

exchange was concerned,
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On March 25, 1971 the Government of Pakistan responded to a civil
disobedience movement in East Pakistan with a military crackdown. The
civil war and war with India which followed are events well enough known
not to require description in this paper, They had a major impact on the
setting within which the Consortium was providing assistance. With the
beginning of a civil war which finally led to the war with India, the basic
rationale on which Consortium assistance to Pakistan had been justified
no longer applied, since the development program in the East ceased to
exist and that in the West was badly disrupted. Moreover, anticipating
serious balance of payments problems, Pakistan declared in May 1971 a
unijlateral moratorium on a substantial portion of its debt service. These
two factors resulted in a cessation of new commitments of aid to Pakistan
by the United States, as well as by a number of other donors.

As Pakistan emerged from the trauma of dismemberment and the
loss of a short war with India, it also emerged with a civilian government;
that is, one which reflected the elections held in December 1970. In the
spring of 1972, an elected National Assembly met briefly and martial law
was lifted, although the President retained emergency powers operating
under an interim constitution., This situation continues as of this writing.

Current Situation

The continuity of development and assistance to development has

T
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been broken by this stream of events. Pakistan has lost more than half
of its population. Interwing trade, once important to many of West Pakistan's
industrialists, rice growers and oilseed producers, has stopped. Alloca-
tions for development from the government's resources have been severely
cut back because of competing military requirements. Strife, political
uncertainty and the loss of the East have led to stagnation on the part of
the private sector.l/
As regards U.S. assistance, new starts in technical assistance were
concentrated in the East and with minor exceptions, our West Pakistan
technical assistance program has been winding down as projects reached
completion. Similarly, no new capital project loans have been made in the
West since 1969 and old ones have proceeded towards completion, Sus-
pension of commodity lending has resulted in a depletion of the pipeline
almost completely.
At the same time, the new political government in Pakistan has begun
to articulate an entirely new set of development priorities. These priorities

have not yet been rationalized into a cohesive, internally consistent develop-

ment program. However, elements of the new goals which the government

1/ A brief description of the nature of the postwar economy of Pakistan is
contained in Part III of this Y 1974 submission, "An Analysis of the Need for
Commodity Lending and PL 480 Title I Assistance.’ A fuller treatment can

be found in "Pakistan Economy, ! Division of Economic Analysis Staff Paper No.
5 of April 1972, and "Economic and Social Indicators for Pakistan, ' USAID/
Pakistan, February 1972.
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wishes to pursue have been made clear enough.

1. Greatly stepped up attempts at employment activity through rural
and urban works,

2, An expansion and reorientation of the health system in order to
bring health facilities, medical care, disease prevention, better nutrition,
and improved hygiene to the common man - - basically the rural poor,

3. A massive effort at improving educational opportunities, particularly
at the primary school level,

4. Greater control over private sector business activities to restrict
amassing of wealth by the few, and to regulate the use of economic power
in the public interest.

5. Greater attention to the needs of the small farmer through such
techniques as land reform and integrated rural development programs.

6. Greater emphasis on the development needs of the relatively
backward areas of Pakistan, specifically the Northwest Frontier Province
and Baluchistan.

Thus AID, the Consortium and the Government of Pakistan are
beginning anew, This provides an opportunity to work with the government
under AID's new collaborative style and to use the new tools of assistance - -
particularly sector lending - - which we feel can be effective in Pakistan.

This process, however, will take time. The government's desires are far
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beyond its means. It faces the difficult task of sorting out which of its many
priorities it will, in fact, support financially. Many programs are at an
early stage of formulation,

In the meantime, the country faces serious economic problems.
Private investment is virtually at a standstill. Lacking a political settle-
ment with India, the need for continued high military expenditures threatens
to limit the GOP allocations of public expenditures for development
far below what is needed. An already serious foreign debt situation has
been made more severe by the assumption by West Pakistan of debts for
both wings. The private sector has lost important markets of East Pakistan,
While precise data are not available, lack of industrial growth combined
with mediocre performance in agriculture due to water shortages has
probably resulted in a two-year period during which per capita real income
stopped growing and has probably begun to decline,

The new political government clearly places a very high priority on
restoring economic growth and restructuring the development program.,

But the GOP has other major preoccupations as well. Pakistani troeps
continue to face Indian troops. Ninety thousand Pakistani POWs remain

in Indian hands. Relationships between the center and the provinces of
Pakistan require continued political attention and skill. Labor and student

unrest are increasingly vexing problems which the populist-oriented
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government finds it hard to deal with,

We, therefore, see FY 1973 as a transition year ~ - a year in which
our basic AID support will be in the form of commodity assistance and PL
480. It should also be a year of working towards new programs for FY
1974 and beyond. We expect these new programs will result in a declining
proportion of commodity assistance and increased emphasis on sector
lending.

The success of FY 1973 as a transitional year will depend as much on
effective overall economic policies to restore the economy to health as to
the articulation of a new development strategy through the national planning
process. The GOP took a major step in the right direction when on May 11
the governmernt announced a devaluation of the rupee, a very extensive
liberalization of the import system, abolishment oi the bonus voucher
technique of allocating foreign exchange (which had created a complicated
multiple exchange rate system), and a modest increase in interest rates.

It is yet to be seen whether the government will hold down subsidies which
offset the effects of devaluation and follow with other needed reforms of

the tax system and an allocation of public funds away from military purposes
and towards development purposes.

GOP Priorities and Areas of USAID Support

Today it is clear that the government places highest priority regarding

E&%FICIAL ude




LIMITED OFFICIAL USE
-8 -

foreign assistance on debt relief and commodity lending., Coming close
behind from the government's point of view is a requirement for PL 480
food aid to help stabilize prices and generate budget revenues which can
be used to finance new social programs. In response to these priorities,
the Consortium has put together a substantial package of assistance,
including $234 million in debt relief for fiscal years 1972 and 1973 and
extensive commodity assistance, Such high levels of assistance are
considered transitional by the government in the sense that it will provide
the time necessary to reap the benefits of devaluation, develop a long-term
debt rescheduling program, and reorient industry dependent on East
Pakistan markets towards international markets, With the immediate
balance of payments situation under control, we expect the government
will be turning to donors for assistance in meeting other high priority
development objectives. Lacking a definite development program and with
the budget for 'Y 1973 only just announced, we cannot be certain at this
juncture in what areas the GOP will look to us for help. However, in our
continuing dialogue with the government a number of likely areas emerge:

Agriculture

This government, as past governments, continues to be concerned

about agriculture, but with a differing emphasis. In addition to being con-

cerned with aggregate increases in production of basic cereals, there is
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beginning to be more concern for helping small farmers and others who have
been largely left out of the dramatic gains which have made up the green
revolution in Pakistan. In discussions with the government, we see a
number of subsector activities which seem promising. These are:

1. A major effort at improved on-farm water utilization and
improvement in water distribution. These activities can be directed toward
the small farmer and many are labor-intensive.

2. Continuing agricultural research to ensure that the green
revolution is a process rather than an event. Income distribution and
nutrition factors can increasingly be built into research a.étivities.

3. Efforts at developing new systems to increa;se the agricul-
tural production of farmers living in the rainfed areas of Pakistan who have
largely been left behind, partly because of past emphasis on improving
irrigated agriculture. This fits well with the GOP's interest in increased
attention to NWFP although much of the northern Punjab will benefit as well.

In keeping with the collaborative style of aid, these subsector
activities have been the subject of extensive éxchanges of views between
USAID and GOP officials both at the center and in the provinces. This pro-
cess of evolving jointly a common program for action is not, hvoweve.r, a
rapid one. Sufficient progress has been made to warrant the preparation

of an agricultural sector paper for consideration by AID/Washington. Specific
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subsector papers are in various stages of development.

Two further areas in which the GOP is placing major emphasis are
integrated rural development and rural works. GOP plans in both these
areas are tentative and general at this time. Sources and levels of fin-
ancing are uncertain., However, the determination to move ahead is
strongly felt, At this juncture, we are not aware of the degree to which the
GOP may seek aid donor assistance in support of these programs,

The integrated rural development program - - to the extent it is
formulated - - appears to be an effort to reach small farmers with the
agricultural inputs and services they need, It is reminiscent of the village
aid program of the 1950s in which AID's predecessor organization and the
Ford Foundation invested very substantial amounts of times, energy and

" which seems to con-

money, It incorporates a new concept of ""agrovilles
sist of rural community market places and service centers. We recognize
the urgent need for new forms of organization to provide help to small
farmers. However, we are reluctant to consider tangible support of the
integrated agricultural development program until we have reasonable
assurance that the pitfalls of the past will be avoided. The fact that virtually
nothing remains from the old village aid program except a rather ineffective

Academy for Rural Development at Peshawar is not encouraging, Moreover,

effective local participation in this kind of effort is essential, and to achieve

this far greater attention will need to be given to the problems of effective
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local government.

Despite our misgivings, we do see an opportunity for some partici-
pation in the integrated agricultural development programs through our
subsector activi£ies. The Government of the Punjab has proposed that
activities directed toward improved water management begin initially as
part of the integrated rural development programs. This, among other
alternatives, is worth exploring,

The Rural Works Program could potentially benefit from substantial
AID inputs either through the financing of rupee costs with dollar loans
or through PL 480 commodities, It is too early to judge to what extent the
government will seek these kinds of support or what the Rural Works
Program will consist of. There is potential scope for Title II commodities
in support of such a program, Given experience in other countries, there
should be considerable opportunity in augmenting the Rural Works budget
through a food-for-work program. The Punjab provincial government is
negotiating actively with the World Food Program for a fairly large-scale
food-for-work road building program employing some 60, 000 workers
in border areas where displaced persons resulting from the Indo-Pak war
are in need of work, Where WFP or CARE are involved, conventional
Title II food-for-work approaches can be considered providing commeodities

directly to workers as part of their wages. For truly large-scale support
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of rural works through Title II, a more efficient alternative would be to
permit the sale of Title Il commodities, with the proceeds going to finance
the wages of workers in the Rural Works Program. We will want to sup-
port and watch the WFP and any other serious attempts at food-for-work
programs. Our interest is not in terms of seeing successful pilot projects
as such, but rather in seeing if a really major opportunity exists to use food
as a means of stretching limited GOP resources available for labor-creating
rural works., With our diminished staff, our policy in this area, as in others
is to seek programs of a scale sufficient to have a major impact.

Health, Population and Family Planning

Since 1965 the GOP has operated its own free standing program in
family planning., AID began its support to this area in 1964, and this support
has grown rapidly to an average of some $2.5 million over the last three
years, . During the past year and one-half USAID has greatly increased
emphasis on the broader questions of population policy. When the new polit-
ical government came to power, it was clearly preoccupied with other
matters, During recent monthé, however, USAID, with support from the
Embassy, has been able to place materials outlining the dimensions of the
population program at strategic points in the government. This has resulted
in increasing interest and attention within official circles to the population

issue by ministers and other high officials of the government.
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At the same time, it is clear that the new government intends to
completely re-examine its approach to population control. In the mean-
time, the program is at best marking time and in some provinces is
suffering from inadequate funding as a result of the budgetary preséures
which have been acute over the past year. Since 1965 the family planning
program has had its own staff, organization and service network to supple-
ment meager family planning activities of health and maternal/child care
programs, Beginning in 1970 Pakistan has shifted the emphasis of its
family planning program to place less reliance on providing a contraceptive
delivery service and greater emphasis on motivating people to adopt family
planning. A key element of this new approach has been the use of trained
motivator teams working in the villages, Primary reliance has been on
nonclinical techniques of contraception, Results after 18 months in one
key test area have been promising, with acceptor rates climbing from the
national average of 4 percent to a level of approximately 19 percent. It
is too early to tell whether this is a point in an upward trend or the best
the program can achieve, The program is being installed in nine of
Pakistan's 52 districts, with eventual plans (now behind schedule) to spread
it throughout the entire country.

The basic question facing the government is whether the family

planning program is to lose its separate institutional identity and be
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integrated into the government's new health program, While in the long
run there may well be considerable merit in an integrated health and family
planning system, the fact of the matter is at the present time the rural
health system (if traditional practitioners of medicine are excluded) is
woefully deficient in coverage and resources, Thus there is little in which
to integrate family planning services. The integrated approach could pro-
vide clinical contraceptive services and offer maternal and child health
and nutrition services that might make family planning more attractive to
some couples. However, the unigue motivational aspects of the current
family planning program, which so far appear very promising, would pre-
sumably not be included under the integrated approach and might well be
abandoned.

USAID is preparing a sector analysis on the population question., A
clear course of action cannot be determined until government policies
have been formulated. Assuming reasonably positive outcomes, we would
anticipate ALID participation in the following ways:

1. Technical advice and possible local cost financing for a
population study and research group in the Pakistan Institute of Development
Economics working closely with the Planning Commission.

2. Financing of a contract to provide advisory services for the

Training, Research and Evaluation Center at Lahore.
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3. The initiation of a large-scale pilot effort to explore the
feasibility of linking health, nutrition and family planning services and
employing practitioners of indigenous medicine as part of this effort., The
Technical Assistance Bureau is providing TDY help in formulating this
program,

4. Dollar funding of rupee costs of selected qualitative improve-
ments in the family planning system. In particular, an expansion of the
motivator team approach appears to be a promising candidate for this type
of support. Mineral and vitamin supplements plus Title II food for women
during pregnancy and lactation could also be provided, linking this with
family planning motivational efforts during the postpartum period. A third
candidate for support would be the installation of an information system to
permit rapid monitoring and evaluation of the family planning program.

5, Dollar, local cost and advisory services in support of an
information distribution system on population issues.

6. Increased support for the quasi-private Family Planning
Association of Pakistan with commodities, dollar-financed local cur-
rency and advisory services.

Although the government has announced a major and expensive pro-
gram of building up health services for the poor, it is not clear the degree
to which this will be financed. Our participation in this program, if

requested, would be limited to those areas where there are clear linkages
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with family planning and nutrition.

A past area of AID support in Pakistan has been malaria control.
The government continues to request further financing for pesticides as part
of the malaria eradication effort, However, with the establishment of the
four provinces and increased provincial autonomy, effective administration
and local cost financing for the program have been completely inadequate
and we have withdrawn support from the program. Moreover, while
malaria is on the increase, the new government has yet to decide the
degree of support it intends to give to malaria control efforts. We would
be prepared to recommend financing of pesticides and related equipment
under the commodity loan for the malaria program if the government is
successful in revitalizing this effort and providing it with the leadership and
financial support essential to its success.

Nutrition

Wea do not for the present see nutrition as an area of sector speciali-
zation as such, but rather are interested in adding a nutrition element to
other major sector programs. As indicated in our analysis of possible
family planning activities, we see considerable promise in doing so by
weaving nutrition threads into the fabric of Pakistan's family planning

efforts. Similarly, we expect our involvement in agriculture, particularly
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in agricultural research, would include nutrition as an important consider-
ation.

Greater GOP interest in nutrition is beginning to show on a number
of fronts, For example, the Food & Agriculture Ministry recently under-
took a study laying bare the poor and disorganized state of pulse research
and offering recommendations to improve research and extension to increase
production of these important vegetable protein foods. The Secretary of the
new Ministry of Science & Technology recently contacted USAID to discuss
his plan for moving systematically toward the production and marketing
of fish protein concentrate,

Of equal importance, high levels in the GOP are increasingly viewing
nutrition as a,n integrated system. The Director-General of Health has been
lately vetting the idea of an Inter-Ministerial Nutrition B;)a.rd with a secre-
tariat wing. The Food & Agriculture Ministry has under consideration a
scheme to create a special Nutrition Cell that would house the talents of
an economist, technologist, scientist, and nutrition educator.

Until we see where these steps come out, however, our prime
strategy will be to piggyback nutrition on other major sectors, at the
same time keeping open the future option of assigning nutrition sectoral
or subsectoral identity, depending on actual GOP performance and

resource allocation.
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Private Sector Development

Past AID support for the private enterprise sector has come pri-
marily from our commodity loans and from technical assistance to the
institutions which encourage the healthy growth of private business.

Under several project loans, indirect assistance has been effected through
the borrower’s employment of private Pakistani contractors in the imple-
mentation of AID financed projects. PICIC and other financial institutions
have benefitted directly from loans and feasibility study credit availabilities.
Technical assistance has been provided in various areas, including capital
markets development and regulation, export promotion and monopolies
control,

Given Pakistan's comumnitment to a mixed economy and business
reform, as well as the priority need for its private enterprise sector to
make its full contribution to development and fulfill its responsibilities,
we believe that continued support of the sector is essential,

Agriculture provides the foundation for Pakistan's economy, but
industry is the cutting edge of rapid development.' As production of food-
grains increases and diets become more adequate, consumption demand
for industrially produced wage goods will increase, Furthermore,
industrial development is essential to long-run rapid export growth and
the production of investment goods, especially for small scale and agro-

industry. Initially, basic foreign exchange support to the private sector
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will be in the form of continued commodity lending. At a later stage,
foreign exchange can be made available through the financing of rupee costs
under sector loans. The fact that foreign exchange is made available to
private sector industries through the device of local cost financing under
sector loans should not blind us to the fact that this support is of great
importance. We anticipate that both rupee and dollar financing to PICIC
may be justified by FY 1974,

Daring the F'Y 1973-75 period, through the use of consulting service
loans, we would expect to respond to requests for assistance to such key
private sector institutions as banking and the stock exchange., Feasibility
study credits along the lines of Loan 142 would be made available through
institutions like PICIC and PIDC to be utilized in priority areas. We see
the possibility for useful feasibility studies in such areas as a new port
facility, regional development projects (Baluchistan), and import sub-
stitution capacity (newsprint and sponge iron production), (In general, we
would not necessarily expect these to lead to USAID financing of the projects
themselves.) The GOP is also considering requesting assistance in private
sector export development and promotion. Among other technical assis-
tance areas for future consideration are law and development, insurance
regulation and private sector investment planning,

We see the technical assistance aspect of our help to the private
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sector as a concentrated effort to strengthen key institutions on which
private enterprise relies and, through such institutions, to encourage
analysis and the development of priority areas.

A sector analysis outlining this approach has been prepared.

Education

The new education plan announced by the Government of Pakistan in
March 1972 places a high priority on education although how it will be
financed is as yet uncertain. Currently, our own activities in education
are limited to a small project aimed at increasing the availability of low
cost textbooks at the university level and a research effort to develop
techniques for effective literacy programs., The Ministry of Education has
indicated a strong interest in a much expanded program of AID support to
education. The new educational policy is, however, too general and the
techniques for carrying it out toco vague to permit a meaningful analysis
of how an effective foreign assistance package could be developed in this
area,

If interest in our assistance to education continues and if it is sup-
ported by the Planning Commission and the M inistry of Finance, we could
envisage requesting an exploratory team of U.5. experts to come to
Pakistan in an effort to negotiate a sensible program for sector assistance

to education.
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In summary, the new priorities of the government are clear, but the
programs for carrying them out are not. We intend to continue to pursue
collaboration in agriculture and, if possible, in family planning, We will
support private sector industry through commodity lending and consultant
services to the basic institutions on which healthy private sector growth
depends, We will await further developments in rural works, education,
health, and integrated rural development to see whether there are assistance
programs in these sectors which the government clearly desires and which
fit the new AID policy guidelines,

Pakistan's Ability in Analysis of Dzvelopment Problems

The question of the degree to which Pakistan has the capability and
the willingness to take the lead in identifying priority development prob-
lems and in performing the necessary analytical studies is a complex one,
The capabilities in the country vary according to the subject matter involved
and the level of government with which one is concerned,

Working from the most general level to the most specific, it is
apparent that the Government of Pakistan has the willingness and has taken
the lead in identifying development problems., This is indicated by the
series of pronouncements of the new government in the areas of health,
agriculture, rural works and education, Ability to carry out the more

difficult process of assigning priorities to the basic programs which will




LIMITED OFFICIAL USE
- 22 -

meet the problems identified is less certain., The Planning Commission

of the Central Government has been revitalized during the past four months
and is working to redirect government activity in light of the new priorities
which the political government is now stressing, However, financing for
all of these programs is lacking in view of the ambitious size of the pro-
grams which have been announced. It will be extremely difficult to recon-
cile the desire at the political level to meet pressing social needs with the
limited resources available, However, to the extent this can be done
through the planning process, the technical capability certainly exists
within the Planning Commission,

In a number of areas, however, the Planning Commission lacks
depth. While its senior staff members can develop a basic development
strategy, carrying out this strategy relies on analysis at a more detailed
level. In such social sectors as health, nutriton, education, and family
planning, the Planning Commission does not have anything close to
adequate analytical ability, Even in such a critical area as agricultural
policy, organized talent in the Planning Commission or elsewhere is
sufficiently lacking that the Minister of Finance has approached USAID
for suggestions as to what to do.

Other parts of the government have difficulties as well. In the

Ministry of Education, for example, there is little evidence of
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sophisticated planning ability or of a capacity to perform useful analytical
studies. In agriculture a somewhat better capacity exists which is sup-
ported by university talent, primarily in the Faculty of Agricultural
Economics at West Pakistan Agricultural University; however, the avail-
able talent is not geared i.nto.the planning process to the extent that it
should be., In the family planning area, analyfical ability is extremely
limited although the Training, Research and Evaluation Center shows
considerable promise,

Major government enterprises - - notably West Pakistan Power and
Water Authority - - have been dealing with aid agencies for many years
and have built up a capacity for analysis. The same can be said for such
institutions as Pakistan Industrial Credit.and Investment Corporation
{(PIDIC), an intermediate credit institution serving the private sector,

With establishment of four provinces in West Pakistan and increased
decentralization, which is part of the government's program, the ability
of provincial level governments to carry out economic analyses and feasi-
bility studies becomes important. Here the situation is somewhat mixed,
The Punjab province inhgrited many of the planning and developmenf
officers from the former West Pakistaﬁ province, Therefore, considerable
skill and talent is available to the Punjab, The Sind is somewhat weaker

but, nevertheless, has a reasonable body of talent from which to draw in
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the development of its provincial programs, In contrast, the provinces of
Baluchistan and the Northwest Frontier can be characterized more by
enthusiasm than skill in formulating development priorities. The Central
Government has pledged significantly increased allocations in the develop-
ment budget to these two backward provinces, However, the real challenge
will be the ability of the provinces to come up with effective ways of using
these funds. Adequate talent to plan and carry out development efforts

in these provinces is a major constraint.

In terms of collaborative style of AID, our approach to the govern-
ment will necessarily vary from situation to situation. At the most general
level, the government is fully able to articulate its needs regarding com-
modity assistance and PL 480. The recent sweeping exchange reform,
which was carried out in cooperation with the International Monetary Fund,
is a striking example of a situation in which the United States can respond
{through commodity lending) to initiatives of the government and need not
be mainly involved in the development policies. In agriculture, our years
of experience of working with the government has resulted in relationships
which are in keeping with the collaborative style. For example, the
government's major interest in redirecting attention to the rainfed areas
of agriculture has produced an opportunity to work together in seeking

solutions to the problems involved, Similarly, in our efforts to support
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private sector development - ~ primarily by strengthening the institutions
which finance and regulate the private sector - - we can build on con-
structive relationships which have developed over the years. Many of

these institutions are able to articulate the kinds of technical and financial
assistance they need, do not need outsiders to tell them what their problems
are, and are not at all inclined to accept help which they feel is unnecessary,

In a somewhat different field, our recent active collaboration in the
displaced persons relief effort has helped to open a dialogue with central
and provincial authorities on programs related to both nutrition and rural
works,

Should we respond to the government's interest in helping to develop
the Northwest Frontier and Baluchistan, our collaborative style will need
to be somewhat different. In the Northwest Frontier Province, we do not
expect to develop a provincial program as such, but rather assure that
our efforts in the agricultural sector are applied in this province as well
as elsewhere. This should help to solve the problem of effective collab-
oration since the Central Government will be a major partner.

In Baluchistan, where again interest has been expressed at the
highest levels of government in assistance to the province, we will frankly
be feeling our way over the coming year. The most fruitful approach at

this point appears to be help through feasibility studies (in such areas as
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mining, power, and port facilities) and pilot efforts in agriculture, We do
not believe the province has the capacity to develop major large-scale
sector activities at this time. Concurrently, we hope through the use of
already existing participant training programs {Government Administrative
Staff Improvement and the centrally funded program at American University
Beirut) to develop with the government a systematic program for upgrading
planning skills in the province. The Ford Foundation is considering a

complementary effort in this area and has submitted a proposal to its

central offices in New York,.

New Implementation Arrangements

As would be expected in a country the size of Pakistan with consider-
able diversity, the feasibility of using new implementation arrangements
varies from case to case., We would expect to push ahead as rapidly as
possible using intermediary institutions and technical assistance block
grants. As part of our high priority sector programs, we see potential
for the following kinds of arrangements:

- -~ A grant to West Pakistan Agricultural University which

it would use to provide overseas training and to invite
largely on a short-term basis specialists from American
agriculture universities.

- - A grant (for which funding already exists) to an American
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university to provide advisory services to the Training,
Research & Evaluation Center for family planning in Lahore.
A grant either to an American institution or the Agricultural
Research Council of Pakistan to provide advisory services
from intermediary institutions to selected research efforts
in Pakistan,

A grant to an American institution to provide analytical
studies on population (because of the sensitivity towards
advisory groups following the demise of the Development
Advisory Service in Pakistan; this group would be associated
with USAID but its output would be designed to support

the proposed population cell of the Pakistan Institute of
Dzvelopment Economics),

We are using intermediary institutions in our existing
education projects - - research on methods of developing
functional literacy programs and the development of
low-cost textbooks,

In private sector development we are already using Rutgers
University as an intermediary to provide advisory services
and training to the Securities Exchange Control Authority.

QOther advisory services to private sector institutions will
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be financed through a consulting services loan and will
involve direct relationships between the Pakistani
institutions and U, S5, consulting groups.

Arrangements similar to the above could also be effective in sup-
porting the GOP's major new efforts in education. As indicated earlier,
USAID participation is subject to considerable doubt at this time.

We expect, therefore, to severely limit the amount of direct
bilateral assistance with a corresponding heavy reduction in the size of
USAID direct hire staff. We will continue to need a few technically
skilled persons as project managers and as developers of new sector
and subsector proposals. Primary emphasis will be in agriculture and
population /family planning, We anticipate that all technical activities will
utilize contractors, intermediary institutions, PASA arrangements, or
institutional grants.

Aid Coordination

The principal institution for the coordination of aid to Pakistan is
the World Bank-led Consortium of donors, This Consortium provides a
forum before which the GOP can outline its development strategy. It also
provides an easy means for donors to discuss mutual problems., However,
the Consortium limits its interest almost exclusively to lending and does

not get involved in the coordination of technical assistance.
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Within country the IBRD Resident Representative has provided some
leadership and coordination in the past. While we expect this to continue,
it is hampered by the fact that the World Bank has phased down its staff
and has only two professional staff representatives in the country., Locally,
the Bank is taking a more passive role than was the case before the East
Pakistan crisis began 18 months ago. No local meeting of donors has been
arranged since conditions began to return to normal last January.

As regards technical assistance activities, effective coordination is
hampered by the limited staffing of UNDP. The UN has had neither a resident
representative nor a deputy in country since the Indo-Pak war. Its activities
are managed by an able Administrative Officer, but doing the work of three
men is obviously a problem. Moreover, there is reluctance on the part of
the GOP to agree to a formal system of coordination among donors through
a UN -led consortium group. The government views the job of coordination
as its own and has an established unit within the government to fulfill this
function,

Nevertheless, USAID informally consults extensively with the multi-
lateral institutions- in the UN family, This is particularly the case in
family planning, malaria, agriculture, relief for displaced persons, Title
Il assistance, and export development. Further efforts are made to consult

with bilateral donors as well. There is a practical limit to the effectiveness
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of bilateral consultation simply because it is time consuming. As long

as we lack a formal consultative group bringing all of the technical
assistance donors together for an exchange of ideas, results will be less
than desired. With the present GOP attitude towards the formation of

such a group and the lack of leadership from UNDP, which is the obvious
source of such leadership, we are not optimistic about any major improve-
ment in coordination. The Development Assistance Committee of OECD
has urged greater emphasis at the country level on this kind of coordination,
but until the UN is willing to accept the responsibility and until the GOP
agrees to its need, progress is likely to be slow.

Preparation of Proposed U.S, Assistance Program

We believe that a development assistance program (DAP) can be
formulated during the next six to nine months. Our ability to do this,
however, depends on the government's own success in putting together a
revised interim plan outlining its true priorities. As indicated above, we
are moving forward with basic sector studies in agriculture, family
planning, and private sector development. To the extent possible, these
studies reflect the outlook of the current political government. Analysis
is handicapped by the lack of a clear indication of how the government
plans to allocate its own resources. We are further hampered by the lack

of clear policy on the part of the government regarding the restructuring
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of family planning services, the rules under which the private sector will
operate and approaches it will take toward agricultural development.
Moreover, the government's understanding of and interest in the concept
of sector lending is rudimentary. Pakistan has become accustomed to

our earlier style of operations emphasizing commodity lending, relatively
small grant-funded technical assistance {with the usual training and com-
modity elements), the provision of consulting services through a consulting
services loan, and major inputs of Title I PL 480 food. The high concen-

" tration of our assistance in the form of commodity lending and PL 480
provides substantial direct budgetary support to the GOP, and with it
maximum degree of flexibility in the use of the local currency generated.
As we move to a greater emphasis on sector lending as a means for channeling
our aid into narrower areas, we anticipate that a major education job will
be required to develop enthusiasm for this approach in the GOP.

Keeping all these reservations and caveats in mind, we, nevertheless,
anticipate a schedule of activity leading up to the formulation of a DAP
along the following lines:

1. Announcement by the GOP of its FY 1973 Annual Development Plan
and budget in late June 1972.

2. The fielding of a World Bank team to assess the state of the

Pakistan economy and recommend Consortium aid levels in September or
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October 1972 with a report to follow,

3. A Consortium meeting in late fall or early winter of 1972 at which
the GOP will present its development strategy.

Following the issuance of the World Bank report and the Consortium
meeting, we would anticipate the formulation of the basic USAID strategy.
This process will hopefully begin in CY 1973 and would be expected to
last about three months. We would recommend that this process be a joint
effort between USAID and participating members from AID/Washington.

Concurrently with this process of evaluating the overall development
strategy approach of Pakistan, the Consortium response, and the U.S.
role in that response, we expect to continue efforts to analyze sector
possibilities in agriculture, population and private sector development.
Two likely further areas for study - - depending on what the GOP plan
proposes - - are education and rural works.

Regarding agriculture, we anticipate submitting concurrently with
this document an overall sector strategy proposal, Some revisions may
be necessary after the announcement of the GOP interim plan. However,
our collaboration with the GOP in agriculture is close enough that we
expect such modifications to be relatively minor. Subsector proposals

in agriculture will follow. The first of these will propose a program to
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increase the efficiency of water use on the farm. In the development of
this proposal USAID has taken advantage of expertise available in the
Mission, as well as Colorado State University technicians working on
research aspects of water use under a centrally-funded project. This sub-
sector analysis should be available early in F'Y 1973, assuming the lively
interest on the part of the GOP continues.

A second subsector proposal will be put forth to provide help to the
rainfed areas of Pakistan, The GOP is expressing contimed interest in
tackling this problem., However, neither we nor they possess sufficient
expertise to outline a definitive rainfed agricultural development program.
As an initial step, we have been asked to provide a team of experts to work
with the GOP in analyzing a strategy for improving rainfed agriculture and
in bringing to Pakistan up-to-date technical lJmowledge. Such a team
should include the following specific skills: (a) an agricultural economist,
(b) expertise in dry land cereal grain production, (c¢) expertise in pulse
and oilseed production, (d) knowledge of forage crop production, and (e)
an expert in soil and moisture conservation.

A third subsector proposal is anticipated in the area of agricultural
research., This proposal will focus on those crops which deserve the
highest priority in terms of research. Further consultation with the GOP

at both the provincial and central levels will be needed before an agreed-
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upon strategy can be formulated, We see as likely areas for concentration
continued emphasis on wheat, expanded emphasis on water use, and new
efforts in rainfed agriculture, pulses and oilseeds. (We expect the Ford
Foundation to take the lead in maize and rice research.) An agricultural
research subsector analysis should be completed by October 1972,

In population and family planning, the situation is somewhat less
certain in view of the fact that the government is currently conducting an
interministerial, broad-ranging analysis of its approach to family planning.
The drafting of a sector analysis, while underway, is nonetheless subject
to considerable uncertainty pending the outcome of the GOP's own review.
One basic issue under review is the degree to which family planning
motivational activities should be merged with basic health and maternal
and child care services., Although we believe the motivational activities
should remain separate for the time being, we also want family planning -
built into the health system. In this connection a team from the American
Public Health Association is expected to visit Pakistan in August to assess,
with the government, the feasibility of a major pilot program which would
combine health, family planning and nutrition services and which would
include the use of practitioners of local medicine. We anticipate a draft
sector analysis - - tentative because of the uncertainty of the GOP's own

decision making - - to be submitted by July 1972. A review of this analysis,
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taking into account the government's progress and, hopefully, utilizing
TDY assistance from Washington, should be available by Septemberl.

In nutrition we envision the selective use of TDYs during the first
six-to-nine months of FY 1973 to help shape and foster possibilities that
might evolve into institutional funding proposals for FY 1974. In an
important sense, nutrition interests will be served by possible consultant
teams associated with other sectors, including the barani team for rainfed
agriculture and the Public Health Association team for integration of health/
family planning/nutrition delivery systems. In addition, we anticipate
the need for TDY assistance, ranging from two to six weeks in duration,
for some or all of the following: fortification - - probably both a general
specialist and an expert with particular skills in Vitamin A fortification of
tea; a nutrition ""systems'' expert - - probably drawing on the Tamil Nadu
experience in India; a Section 204 specialist - - probably again drawing on
USAID/India; an experienced Title II hand to focus undivided attention
on using nutritious supplements to improve the quality of maternal/child
‘care services; and a TA/N representative to help assess and evaluate all
possibilities in the context of centrally available knowledge and resources.

An analysis on private sector development will be submitted con-
currently with this submission.

It is too early at this juncture to estimate if or when sector analyses

will be called for in the areas of education or public works. It is likely,

LIMITED OFKICIAL, USE
FHOLHUUE 7L '




LIMITED OFFICIAL USE
- 36 -

however, that the GOP will follow up its informal requests for help in
education currently emanating from the Ministry of Education with a more
formal request in this area. USAID's limited staff capabilities are such
that we would require a TDY team almost immediately before any serious
consideration could be given to sector assistance,

Depending on the outcome of our newly opened dialogue with the GOP
on rural/urban works programs, it is possible we may request Washington
to put together at an early stage a high-level TDY team which would assist
in discussions and negotiations with the GOP possibly involving substantial
U.S. inputs in food and local currency.

Conclusion

Considerable progress is underway in bringing USAID/Pakistan's
programs in line with new AID approaches. Basically, these approaches
are applicable to Pakistan and can form the basis of a revitalized U.S.
assistance effort. The USAID has been moving ahead with plans to apply
these new forms to the Pakistan situation.

Pakistan is beginning anew. It has lost half of its people to Bangla
D2esh and has emerged from a war with serious external and internal economic
problems. It also has a new political government with its own notions of
development priorities and is working toward a constitutional system

placing greater emphasis on provincial autonomy,

LIMITED OFFICIAL USE




This situation represents opportunities as well as difficulties. The
opportunities are for us to take advantage of the fluid situation which
currently exists to develop the kinds of aid relationships that AID policy
now calls for. The difficulties are that the GOP will need time to turn its
priorities into actionable programs. In addition, at the political level
the GOP leadership needs to gain considerable experience in managing
the economy, not to mention working with aid donors,

The atmosphere in Islamabad is positive. The government is on
the move, It makes mistakes, but in some cases corrects them. It
faces problems of political and labor unrest, suspicion by the private
sector, and a faltering economy, among others. It remains to be seen
if the government can keep sufficiently ahead of these problems to restore
Pakistan's past economic growth record and tackle the urgent social
problems as well. During the next year, AID should be able to evolve

an effective long-run program to help the GOP in its attempt to do so.
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Field Budget Submission: Part III *

Program Assistance Requirements

Introduction

Commodity lending has often been justified through the presentation
of a GNP growth model. Simply stated, tﬁe increased foreign savings made
possible by a commodity loan are demonstrated to permit increased invest-
ment, a stepped up marginal savings rate and more rapid rates of growth,

There are a number of shortcomings with this kind of presentation,
Among them are:

1. The models prove to be very sensitive fo small changes in capital
output ratios and marginal savings rates and thus assumptions regarding
these two factors often heavily influence projected growth performance,

2, The lags involved between the time commodity assistance is
authoriz.ed and the actual movement of goods and services into the economy
are very considerable,

3. A given commodity loan in a given year will not ordinarily by itself
produce a dramatic chénge in growth, What can produce a dramatic change
in growth ié, if the U, S., plus other donors, provide a steady stream of
commodity lending to result in significantly increased growth rates, the
receiving countries have to pursue policies conducive to investment and

growth.
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With these considerations in mind, we have not attempted to justify
FY 1974 commodity lending in terms of a GNP model with alternative
growth rates., Aside from the conceptual problems with this approach
indicated above, the uncertainties in projecting a growth model of the
Pakistan economy ahead through FY 1976 are very considerable. (We
would assume an FY 1974 commodity loan tc be authorized late in the
fiscal year, disbursed during FY 1975 with a growth effect in FY 1976.)
With the loss of the East, emergency from a period of civil and later inter-
national war, and a major devaluation, projections of this sort would be
rather speculative and indeed baseline data for what is now Pakistan are
subject to considerable uncertainty.

We are convinced a strong case can be made for commodity assis-
tance to be provided by the Consortium to Pakistan and that the U.S. should
provide a reasonable share of such assistance. As outlined in greater
detail below, this case essentially rests on:

1. Unutilized capacity in the industrial sector.

2. The adoption by the GOP of a major exchange reform and import
liberalization; its commitment to the IMF and the Consortium for improved
resource mobilization policies.

3. An anticipated up-swing in internal growth stimulated by demand

induced by the agricultural sector.
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4., An improved climate for private sector activity.

While we plan to move rapidly in the direction of sector lending, dis-
bursements from sector loans alone in 1974 and 1975 are likely to be
inadequate to meet Pakistan's foreign exchange needs. We therefore
recommend FY 1974 commeodity lending of at least $30 million; more than
this amount could be required depending on whether our optimistic trade
projections and sector loan disbursement schedule hold true over the next
year to eighteen months,

Background

Pakistan, as it exists today, encompasses a complex, changing
economy that is responding to an environment that has been significantly
altered since the beginning of 1971. The loss of East Pakistan in the war
of December 1971, and the continuing economic policy reforms of the
Government of Pakistan since that war, have been major elements in this
changed environment.

In this period of rapidly changing conditions, the relative stability
and resiliency of the economy reflects the importance of the agriculture
sector and its isolation from much of the disruption of recent events.
Agriculture contributes approximately 40 percent of the total gross
national product (GNP) of Pakistan and employs well over one-half of the
active labor force., The major part of agricultural production comes

from the crops that have benefitted from the ''green revolution.” In the




LIMITED OFFICIAL USE

- 122 -
last two years reduced water availability -~ - drought in non-irrigated
agricultural areas and reduced canal water in irrigated areas - - has

significantly reduced production relative to projected trends. If water
availability meets expectations in the next two years, it is likely that
increased imported fertilizer and pesticides will be needed to take advan-
tage of production potential.

The resiliency of the agriculture sector is also reflected in the
export performance of Pakistan. Over 60 percent of total exports are
based on agricultural products and in recent years about 40 percent have
been based on a rapidly expanding cotton crop. The impact of the loss of
east wing markets and recent government policy reforms - - land reform
and changes in effective exchange rates for agricultural products with
exchange reform - - will not be clear for some time but can be expected
to result in some changes in cropping patterns.

The uncertainty and disruptions in the economy have had much greater
impact on the private industrial sector. Data on employment and production
in small-scale industry are very unreliable and most analysis must be con-
fined to large-scale industry. This sector grew rapidly up to the late 60's
and at present employs less than 3 percent of the active labor force in
Pakistan; it contributes about 12 percent of total GNP, This sector has been

characterized by significant under-utilization of capacity and has reacted

LIMITED OFFICIAL USE




most noticeably to changing conditions. In the past its raw material
imports have been highly variable, depending on availability of imports at
low effective exchange rates (official rate at which most aid-financed com-
modities were imported)} in semi-annual import periods. In addition to
this building up and drawing down of inventories, this sector has also
reacted to changing economic conditions with changes in investment and
growth, During the past two years increasing uncertainty has resulted
in declining investment and reduced growth., This uncertainty came first
from the planned changeover from a military to an elected (and possibly
leftist) government, and later because of the disruptions in East Pakistan
and the war with India.

The service sectors of the economy have been generally considered
to operate in response to the economic conditions in the major monetized

section of the above sectors. However, the public service sector, including

defense, has been the fastest growing sector of the economy for several
years and has partially offset the poorer performance of industry and,
in the last two drought years, agriculture.

In the late 60's a period of social and political unrest began, causing
a great deal of uncertainty in the private sector. With the fall of the Ayub_
regime, the general elections in 1970, and the break up of one unit in the

"West, there was continued labor unrest and private sector investment
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declined. Combined with poor agriculture production as a result of
reduced water availability in 1970 and 1971, the economy was showing
little real growth by 1971,

FY 1972 Conditions

With the advent of civil war in East Pakistan during 1971, producers
increasingly found they were unable to depend on that market as either a
source for raw materials or destination for sales. As a result, increasingly
during the first half of FY 1972 purchases and sales were diverted to
international markets, where possible, With the complete end to interwing
trade in December this market diversion became an important factor in
Pakistan's foreign exchange situation.

Daring FY 1972 diversion of exports has been surprisingly effective
while finding new sources of supply has proceeded more slowly. Although
total exports remain below the previous year's level (see Tables I and II),
the current estimate of the FY 1972 balance of merchandise trade (see
Table I), for West Pakistan only, shows a much smaller deficit than normal,

In this changing economic situation, the new government under demo-
cratically elected leaders introduced numerous economic policy reforms.
The immediate impact of land reform, labor reforms, life insurance

nationalization, bank control reforms, and government takeover of
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management of basic industries has been additional uncertainty in the
private sector. This resulted in further reductions in private investment
and economic growth,

However, the government has recently been taking actions designed
to renew private sector confidence. The devaluation of the rupee and
liberalization of import procedures in May 1972 was a major step in the
rationalization of economic policies and opened the doors for renewed
private sector activity, Combined with recent government appointments
of professional management for government controlled industry, reassuring
policy statements, and the opening of the stock market, the groundwork
is being laid for a period of rapid economic growth, The political govern-
ment, which at first tended to blame private sector industry for many of
the ills of the country (not always with justification), now appears to be
working toward an effective relationship with the private sector. The fact
that the government has proven more stable and politically skilled than
many expected also has improved the environment for business activity.

Expectations for FY 1973

This paper is being written on the assumption that FY 1973 will be
a year during which continued reorientation and recovery of the Pakistan
economy will take place. The Government of Pakistan is expected to con-

tinue to take positive actions to support private sector initiatives and to
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develop public sector contributions to a rapid recovery in economic growth.

While the new government is expected to greatly increase spending in
social programs in FY 1973, it must take actions to rapidly increase public
investment and to support increased private investment as the basis for
future growth in production. This will require action to improve domestic
résource mobilization as well as the availability of additional foreign
resources,

The recent, small increase in interest rates is a beginning in action
to mobilize domestic resources and it is expected that the forthcoming
report of the Taxation Commaission will recommend taxation policy changes
for FY 1973 and FY 1974, Action to improve domestic resource mobiliza-
tion will become increasingly important as economic growth recovers and
additional production can be mobilized for investment without reducing
consumption, During the Consortium meeting held in Paris in May 1972
the IMF representative indicated that the GOP has, in connection with the
exchange reform, proposed fiscal policy reforms - - notably in the area
of resource mobilization.

Daring FY 1973 increased water availability is expected to contribute
to a resumption of rapid growth in agricultural production and income for
the agriculture sector. This increase in rural income will result in

increased demand for other goods while the increased output will furnish
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increased raw materials for agro-based industries. This expansion,
combined with expanded government spending, is the basis for an antici-
pated increase in economic growth, domestic resource availability, and
increased demand for imported raw materials, intermediate goods and
spare parts.

Concurrently, foreign resource availability will be augmented by
the recent Consortium action to give approximately $108 million debt
relief for FY 1973 1ana pledge a minimum of $132 million in commodity
assistance, This increase in net aid combined with the $100 million IMF
standby will give the GOP the necessary foreign exchange margin in FY
1973 to undertake an expansionary public investment program without
fear of jeopardizing the recent import liberalization. During the latter
part of FY 1972 and early FY 1973 Pakistan is expected to improve its
foreign exchange position with some increase in its relatively small holdings
of reserves and an increase in program assistance pipelines., Considering
its normal trade levels and the extremely high debt service ratio it presently
faces, this is a desirable development. Moreover, with the drastic reduction
in import controls announced with the devaluation, higher reserves and pipe-

line are needed to protect the liberalization program against speculation.

1/ This is the FY 73 part of a $234 million package covering May 1971~
June 1973,
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FY 1974 Development Needs

The prospects for FY 1974 are for a high level of economic activity
and continued reorientation of the economy to rationalize government
policies. The private sector will be in the process of adapting to new export
opportunities resulting from the May 1972 devaluation and to expanding
domestic demand accompanying the economic recovery., If water availability
remains good, the agriculture sector will contribute to the increased ocutput
and contribute additional demand for cutput from the industrial sector.

In this environment, it is important that the government continue to
have the economic flexibility to maintain its liberal import policy and to
continue to develop the confidence of the private sector. This will require
a continuing foreign resource availability to meset increased demands. In
addition, the government will be able to use foreign resources to expand its
public development expenditures at the same time that it meets the increased
social priorities in Pakistan.

There are three specific areas in which additional commodity assis~
tance will be desirable in such an environment. First, in a year with adequate
water availability, domestic production will be unable to satisfy demand for
fertilizer or pesticides. It is estimated that $40 million of fertilizer and
$5 million of pesticide imports will be required in FY 1974, However,

because of inadequacies in the government pesticide distribution procedures,
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USAID has in the past refused to make pesticide an eligible item under the
program loan until the government took corrective action; the most notable
action being transfer of distribution to the private sector. The government
has taken some steps toward private distribution and, in addition, secured
a new source of pesticide supply from barter countries, It now remains to
be determined if the private distribution as proposed is sufficient for
reinstatement of USAID financing or if continuation of the $6. 0 million barter
import program planned for FY 1972 will provide adequate stocks for the
future without USAID financing.

Commodity loan financing will enable greater agricultural production,
and improved domestic resource mobilization from the increased income
can convert a significant portion into increased saving for domestic invest-
ment. Secondly, the higher level of economic activity will include increased

output for industries which presently have excess capacity. Many of these

industries are dependent on imported raw materials and increased pro-
duction for a growing domestic market or for later export will require
additional foreign exchange financing. This can also have the effect of
increasing income and through domestic resource mobilization, increased
investment., Finally, the growing supply of domestically produced raw
materials, growing domestic demand, and growing private sector confidence

will result in increased investment in industries not having significant excess
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capacity, This will result in additional imports of capital goods and of
intermediate inputs for domestic capital goods industries,

For this scenario to develop as outlined, the Government of Pakistan
must take action in FY 1973 to restore private sector confidence, to improve
domestic resource mobilization and to expand domestic employment with
productive government programs, The resulting increase in economic
activity, increase in domestic investment, and increase in public sector
investment will have an impact on the balance of payments. In view of
this possibility, it is important that the GOP be confident that foreign
exchange availability will be sufficient in FY 1974 and FY 1975 to allow a
continued import liberalization and policy rationalization.

Balance of Payments Analysis (Table I)

The balance of payments projections for FY 1973 and FY 1974 reflect
the assumptions of gradual recovery of the economic growth of the Pakistan
economy under government policies that contribute to improved utilization
of domestic and foreign resources.

As we approach the end of FY 1972 it is clear that the foreign exchange
situation is better than earlier anticipated. The high level of exports
January-April and the continued low level of imports during this period has
resulted in a greatly reduced deficit ininterpa.tional trade for (West)

Pakistan during FY 1972. This balance of payments situation has developed
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during a period of disappointing industrial and agricultural growth, accounting
for low import levels (see Table II),

The major devaluation and exchange liberalization of May 1972 creates
some uncertainty in attempts to project future foreign exchange transactions.
Our projection reflects the belief that the liberalization combined with an
economic expansion will result in a significant increase in imports and pri-
vate sector invisibles in F'Y 1973 and continued but smaller increases in
FY 1974. Despite an expected decline, next year, in world cotton prices,
Pakistan's major export, merchandise exports are projected to increase
significantly as further diversions of interwing trade to international mar-
kets occur in FY 1973 and the impact of devaluation results in further
- growth in FY 1974, There is little basis other than past levels for pro-
jections of public sector invisible payments, including defense, However,
this exercise assumes some reduction in the defense component by 1974,
D:zbt service payments for FY 1972 and FY 1973 are based on the regular-
ization of the short-term moratorium and for FY 1974 have been reduced
approximately one-third on the basis of expectations of forthcoming longer-
term debt relief,

Although these balance of payments projections do involve a high
degree of uncertainty, it is important to note that the existence of a balance

of payments or foreign exchange gap does not alone justify program
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assistance. If Government of Pakistan policies do not follow the

assumptions on which this paper has been based but reflect a failure to

take action to mobilize domestic resources and increase subsidies to
consumption rather than decrease, the balance of payments gap could be
considerably larger than projected. In such a situation additional commodity
assistance to fill the larger gap would support a high level of consumption and
have little development impact.

With continued political stability, growing confidence in the private
sector, and government action to increase employment, increase invest-
ment, and improve domestic resource mobilization, a commodity loan can
have a significant development impact, While USAID/Pakistan will be in
the process of moving to sector lending, it is believed that disbursements
from such loans will develop too slowly to meet the needs of Pakistan in
FY 1974 and FY 1975.

In the past the United States has furnished about 60 percent of the
commodity loan assistance to Pakistan, The total of FY 1970 commodity
loans to the larger Pakistan was $119. 5 million. As a result of the civil
war there was no commodity loan to Pakistan in FY 1971, In March 1972
the World Bank did a review of the industrial sector as the basis for IDA
program loan support for the foreign exchange reforms that Pakistan

announced in May. On the basis of this analysis the United States pledged
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$60 million FY 72 commodity assistance, Total Consortium pledges were
$132 million at that time with additional pledges expected. With the new
IDA commodity assistance, the U.S, share is expected to be reduced to
35-40 percent of total Consortium assistance., If the U.S. furnishes this
share of anticipated commodity assistance in FY 1974, this would involve
a loan of approximately $30 million.

P1. 480 Title I Assistance

For many years the United States has contributed significantly to
development assistance to Pakistan through the PIL 480 program. In recent
years the amount included in this assistance has fluctuated, depending on
the impact of weather conditions on domestic agricultural production.
The PL 480 Title I commodities that have been included in the assistance
program are wheat {Table IVa), edible oil (Table IVb), ELS cotton (Table
IVe), and tobacco (Table IVd). Estimates of PL 480 imports of these
commodities since FY 1969 are shown in Table II,

The Government of Pakistan is expected to request a maximum of
10, 000 bales of ELS cotton and 200 MT of tobacco for PL 480 financing in
FY 1974, These commodities are industrial inputs that are not produced
domestically with competing quality and will support the basic economic
expansion that is expected in FY 1974,

Requests for edible oil and wheat will be dependent on the level of
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domestic agricultural production in FY 1973 and FY 1974. This in turn is
dependent on water availability and government pricing policies., The recent
. devaluation has resulted in higher effective exchange rates for agricultural
exports, such as cotton and rice, while the government is expected to hold
down prices of wheat, sugar, and edible oils, basic consumer goods.

If cotton production continues to rise in response to higher prices
and production of other oilseeds continues to increase, Pakistan has the
potential to produce a greater proportion of the growing demand for edible
oils. Considering the gap that presently exists, low per capita consumption
and the expectation of rising incomes, it is believed that imports will con-
tinue to be necessary beyond FY 1974, The PL 480 requirement for FY
1974 is projected at 35, 000 M T of edible oil,

Wheat requirements are more difficult to project. Prior to the rupee
devaluation, wheat consumption was subsidized by the government policy to
purchase and sell wheat from government stocks at the same price, This
was estimated to cost the government approximately Rs. 4 per 100 lb, for
handling and storage expenses. Following the devaluation, if the govern-
ment maintains the present issue price of wheat, all wheat imports will
require additional subsidy since imports valued at Rs. 11 = $1 enter the
country while the current issue price is at approximately Rs, 8 = §1

compared to import prices. This low domestic price relative to world
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prices is likely to result in higher levels of consumption and reduced in-
centives for increased production. However, current GOP production
projections (Table IVa) show production meeting domestic requirements

if sufficient water and fertilizer are available. Even with excellent con-
ditions for wheat production in FY 1973 (crop for FY 1974 consumption) it

is likely that a request for 500, 000 MT of PL 480 wheat will be forthcoming.
This wheat would be used to build up government buffer stocks from presently
low levels, If water and/or fertilizer availability is poor, this request

could be considerably higher.

Conclusion

In FY 1974 the USAID Mission to Pakistan intends to proceed much
further with sector lending. However, the foreign exchange credits for
commodity imports under sector loans are expected to disburse rather
slowly and in the transition phase during FY 1974 continued commodity
lending will be needed to support economic expansion in Pakistan.

USAID will expect to continue to furnish approximately 40 percent of
Consortium commodity assistance (including IDA) while non-Consortium
sources are expected to provide an additional $30-35 million, This includes
approximately $20-25 million from a PRC commodity loan, $5 million from
the USSR, and $5-10 million from other sources.

This comumodity lending will be supplemented by PL 480 commodities

r; 1)
i 198
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{tobacco, cotton) that will also support the industrial sector. The largest
part of the PL 480 program 'will, however, be the provision of food, wheat
and edible oil to meet Pakistan's basic food requirements. The Mission
envisions a PL 480 Title I program of $42. 2 million although this could be
greatly expanded depending on weather conditions in 1973 and 1974. The
Mission will- desire the flexibility to respond to the conditions that develop

in this area,
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TABLE I

(West) Pakistan Balance of Payments

$ Millions

E stimated Projected Projected

FY 1972 FY 1973 FY 1974
Receipts 1,179 1,245 1,250
Merchandise Exports 605 665 720
Invisibles 157 150 160
Foreign Assistance 407 430 370
Project Aid 247 : 175 160

Program Aid 110 170 150 2/

Food Aid 50 85 60
Payments 1, 066 1,215 1,320
Merchandise Imports 702 800 870
Private Sector Invisibles 72 _ 95 100
Public Sector Invisibles 160 170 150
Debt Service 132 150 200
Residual 1/ +113 +30 ' -70

1/ Including East Pakistan deficit in July-November 1971, changes in
FX reserves, and short term capital flows,

2/ Not including disbursements from FY 74 commitments.

Source: USAID projections using adjusted IBRD data for FY 72 estimates,
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TABLE 1II

Foreign Trade and Balance of Visible Trade
FYs 1966-72 (July-Nov. )

Exports 1/ Imports
East Bengal Fast Bengal

FYs/  Restof 2/  Total Rest of 3/ 2/ Total  Balance .
Months  World Sea Air Export World Sea Air Imports of Trade
1965-66. 256, 7 198.7 5.8 461,2 604.9 117.2 2,0 724.1 -262.9
1966-67  285,2 207.2 7.6 500.0 761.4 134, 2 5.5 901.1 ~401, 1
1967-68 394.9 176. 4 7.6 578.9  698.7 131.5 9.1 839.3 -260. 4
1968-69  379.2 198. 4 12,0 590.2  639.8 144. 9 11.0 795.7 -205.5
1969-70  353,2  251,0 7.1 611.3 689.9 156, 7 7.3 853.9 -242. 6
1970-71 444.2 195, 7 7.1 647.0  756.5 124.3 12,1 892.9 -245.,9
1971-72

July-Nov. 185.4 69. 0 2.6 257.0  266.6 54,8 4.6 326,0 - 69.0
Dec. 71 41.7 - - - - 41.7 47.9 - - - - 47.9 - 6.2
Jan., 72 52.5 - - - - 52,5 47.3 - - - - 47.3 + 5.2
Feb. 72 75.7 - - - - 75.7 44,6 - - - - 44,6 + 31,1
Mar, 72 67.2 - - - - 67.2 69.2 - - - - 69.2 - 2.0
Apr. 72 62.0 - - - - 62.0 63.6 - - - - 63.6 - L6

Includes re-exports, both to rest of world and to East Bengal.

1/
2/ Values estimated from gross weights given in pounds,
3/ Includes foreign-originated goods,

Sources: (1) CSO, Foreign Trade Statistics for trade with rest of world from
FY 66 to 71.
(2) CSO, Pakistan Statistical Yearbook, 1968, for sea-borne East Bengal
trade from FY 66 to 68,
(3) CSO, Monthly Statistical Bulletins for sea-borne East Bengal trade
from FY 69-72 (July-Nov.) and trade with rest of world for FY 72
{(July-Nov. )
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TABLE III

{(West) Pakistan Imports of PL 480 Commodities 1/

Estimated
FY 69 FY 70 FY 71 FY 72
Wheat M T) 15, 850 71,705 100, 433 627,705
(100) (31) (46) (90)
Edible Oil (M T) N. A, N.A, 39,000 25,000
{48) (45)
ELS Cotton (bales) 3,775 - - 5,286 3,000
(100) {100} (100)
Tobacco (MT) 500 455 400
(100) (100) (100)

1/ Percentage PL 480 of total West Pakistan imports of itern shown
in parenthesis.,

Source: CSO Foreign Trade Statistics, USAID estimates.
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TABLE IVa

Supply

A,
B.
cl

Do

Beginning stocks
Production
Imports (total)
1. Commercial
2, PL 480
a. Sales
b. Donations
3., Other concessional
Total supply

Distribution

Moawy

1/
2/

Source: GOP PIL, 480 Foodgrain Aide Memoires, USAID projections.

Consumption
Feed/seed /waste
Exports

Ending stocks
Total distribution

East and West Pakistan,

West Pakistan only.

{000 Metric Tons)

Actual Estimated
FY 1971 1/ FY 19722/
637 354

7,282 6,400
1,069 850

100 100
633 600
50 - -
286 150
8, 988 7,604
7,500 6,625
730 640
754 339
8, 988 7,604

Projected
FY 1973 2/

339
6,600
1,000

6, 900
670

369
7,939

Projected
FY 1974 2/ -

7,200
780
939

8,919
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TABLE IVb

Pakistan: Supply and Distribution of Edible Oil, Actual FY 1971,
Estimated FY 1972, Projected FY 1973 & FY 1974
{000 Metric Tons)

Actual Estimated Projected
FY 1971 1/ FY 1972 2/ _FY 1973 2/
Supply
A. Beginning stocks 17 30 40
B, Production 239 195 220
C. Imports 221 86 85
1. Commercial - - - - 25
2. PL 480 - - - - - -
a. Sales 100 15 60

b. Donations - - - - - -
3. Other concessional - - - - - -

D. Total Supply 477 311 345
Distribution

A. Consumption 415 274 300
B. Exports - - - - - -
C. Ending stocks 2 37 5
D. Total Distribution 477 311 345

1/ Includes East and West Pakistan,
2/ West Pakistan only,

Source: GOP PL 480 Edible Oil Aide Memoires, USAID projections.

Projected

FY 1974 2/

45
245
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TABLE IVc

Pakistan: Supply and Distribution of Extra Long Staple Cotton
Actual FY 1971, Estimated FY 1972, Projected FY 1973 and F'Y 1974

(Bales)
Actual Estimated Projected Projected
FY 1971 1/ FY 19722/ FY 1973 2/ FY 1974 2/ -
Supply
A, Beginning stocks 6, 500 3,500 3,500 4,500
B. Production - - - - - - - -
C. Imports 7,016 3/ 3, 000 11,000 10, 000
1. Commercial - - - - - - - -
2. PL 480 7,016 3,000 11, 000 10, 000
D. Total Supply 13,516 6,500 14, 500 14, 500
Distribution
A. Consumption 9, 000 3, 000 10, 000 10, 000
B. Exports - - - - - - -
C. Ending stocks 4,516 3,500 4,500 4,500
D. Total Distribution 13,516 6,500 14, 500 14, 500

1/ East and West Pakistan,
2/ West Pakistan only.
3/ CSO statistic. About 1, 100 bales went to East Pakistan,

Source: USAID projections,
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TABLE IVb

Pakistan: Supply and Distribution of Edible Oil, Actual FY 1971,
Estimated FY 1972, Projected FY 1973 & F'Y 1974
{000 Metric Tons)

Actual Estimated Projected Projected
FY 1971 1/ FY 19722/ _FY 1973 2/ FY 1974 2/
Supply
A, Beginning stocks 17 30 40 45
B, Production 239 195 220 245
C. Imports 221 86 85 60
1. Commercial - - - - 25 25
2. PL 480 - - - - - - - -
a. Sales 100 15 60 35
b, Donations - - - - - - - -
3. Other concessional - - - - - - - -
D. Total Supply 477 311 345 350
Distribution
A, Consumption 415 274 300 310
B. Exports - - - - - - - -
C. Ending stocks 62 37 45 40
D. Total Distribution 477 311 345 350

1/ Includes East and West Pakistan.
2/ West Pakistan only.

Source: GOP PL 480 Edible Oil Aide Memoires, USAID projections,



- 142 -

TABLE [Vc

Pakistan: Supply and Distribution of Extra Long Staple Cotton
Actual FY 1971, Estimated F'Y 1972, Projected FY 1973 and FY 1974

{Bales)
Actual Estimated Projected Projected
FY 19711/ FY 19722/ _FY 1973 2/ FY 1974 2/-
Supply
A. Beginning stocks 6,500 3,500 3,500 4,500
B. Production - - - - - - - -
C. Imports 7,016 3/ 3,000 11, 000 10, 000
1. Commercial - - - - - - -
2. PL 480 7,016 3,000 11,000 10, 000
D. Total Supply 13,516 6,500 14, 500 14, 500
Distribution
A, Consumption g, 000 3,000 10, 000 10, 000
B. Exports - - - - - - - -
C. Ending stocks 4,516 3,500 4,500 4,500
D, Total Distribution 13,516 6,500 14,500 14,500

1/ East and West Pakistan.
2/ West Pakistan only.
3/ CSO statistic. About 1, 100 bales went to East Pakistan.

Source: USAID projections.
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TABLE IVd

Pakistan: Supply and Distribution of Unmanufactured Tobacco,
Actual FY 1971, Estimated 1972, Projected F'Y 1973 and FY 1974
(000 Metric Tons)

Actual Estimated Projected Projected
FY 19711/ FY 1972 2/ FY 1973 2/ FY 1974 2/
Supply
A, Beginning stocks 30.8 11.3 45.4 66. 0
B, Production 152,18 113.4 104.3 100.0
C. Imports 0.53/ 0.5 0.2 0.2
1. Commercial - - - - - - - -
2. PL 480 0.5 0.5 0.2 0.2
D. Total Supply 183.5 125.2 149, 9 166.2
Distribution
A, Consumption 158.8 76,2 79.4 83.4
B. Exports 3.4 3.6 4.5 5.0
C. Ending stocks 21.3 45, 4 66.0 77.8
D. Total Distribution 183.5 125,2 149.9 166.2

1/ East and West Pakistan,
2/ West Pakistan only.
3/ Tobacco was traditionally transshipped from WP to EP,

Source: USAID projections.





