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PAK I STAN r 

Special Donor Meeting: Country Economic Performance 
Washington, September 26, 1993 

Structural  Reform and Adjustment: 1988-1992 

In 1988 Pakistan's economic pic ture  was bleak. The c r i t i c a l  problems were 
mounting budget and balance of payments d e f i c i t s ,  a n  indust r ia l  sector  a f f l i c t e d  
by a  c r i s i s  of confidence, lack of d i sc ip l ine  in the f inancial  sec to r  and a  
continuing legacy of public sector  indust r ies  characterized by over-employment 
and inefficiency.  While the GOP's poverty a1 1  evi at ion e f f o r t s  had been qu i te  
successful ,  w i t h  the number of people below the poverty l i n e  f a l l i n g  from 43 
percent in 1965 t o  28 percent in 1988, Pakistan 's  social  sectors  remained badly 
neglected. This deprivation was even more marked in the  rural  areas ,  where 
access t o  such services was negl ig ible .  Rapid population growth and lack of 
income earning opportunit ies contributed t o  environmental degradation, rura l -  
urban d r i f t  and urban decay. 

In order t o  address the  exis t ing financi a1 imbalances and s t ruc tu ra l  weaknesses, 
the GOP embarked on an ambitious macroeconomic reform and s t ruc tu ra l  adjustment 
program for  the whole economy. The three-year reform package -- l a t e r  extended 
t o  four years -- was designed t o  moderate the economy's growing f i s ca l  and 
external imbalances and place i t  on  the road t o  sustained medium-term growth in 
the context of f inancial  s t a b i l i t y .  To t h i s  end, measures were introduced t o  
deregulate economic a c t i v i t y ;  promote private sector  investment and a t t r a c t  
foreign d i r ec t  and portfol  io capi ta l  flows; rat ional  ize  the t a r i f f  and t rade  
regimes; l i b e r a l i z e  the exchange system, and reform the f inancial  sector .  A t  the 
same time, the  GOP launched a  program t o  pr ivat ize  a  large number of state-owned 
e n t i t i e s .  These po l ic ies  were supported by e f f o r t s  t o  reduce aggregate demand 
pressures emanating from the  public sec to r ,  and improve the s t ruc tu re  of public 
finance. 

Progress on the implementation of reforms over these four years was var iable .  
In quant i ta t ive  terms, Pakistan fa i l ed  t o  meet -- indeed f e l l  considerably short  
of -- designated t a rge t  l eve l s  f o r  the budget and current  account d e f i c i t s ,  
i n f l a t i on ,  savings and investment r a t e s .  The GOP's budget d e f i c i t  was the  main 
fac to r  i n  these s h o r t f a l l s .  Thus, f o r  instance, financing of the d e f i c i t  crowded 
out pr ivate  investment, generated inf la t ionary pressures,  depressed savings 
levels  and strained the balance of payments. While poor macroeconomic management 
was the primary f ac to r ,  a  succession of natural calamities ( f loods) ,  internal  
d isrupt ions  (e thnic  disturbances,  S i n d h  c r i s i s )  and external shocks (Gulf War, 
declining terms of t r ade)  also contributed t o  the f a i l u r e  t o  meet specif ied 
t a rge t s .  

On the other hand, the G O P  proceeded aggressively i n  addressing s t ruc tu ra l  
adjustment i ssues ,  and can p o i n t  t o  i t s  s ign i f i can t  achievements in the  areas of 
exchange r a t e  l i be r a l i z a t i on ,  indust r ia l  and investment deregulat ion,  f inancial  
res t ructur ing,  tax a n d  t a r i  f f  reform and  federal -provi nci a1 divis ion of revenues. 
Structural  reforms have 1 aid the foundations for  a 1 arge-scale pr ivat iza t ion of 
economic functions,  ef f ic iency improvements and growth enhancement. 

Real Sector Development: The s t ructura l  reforms undertaken impacted posi t ively  
on the real sectors .  During the reform period (1987/88 - 1991/92), real GDP 
expanded on the average average by 5.6 percent per year ,  exceeding the  r a t e  of 



population growth and allowing for a steady rise in per capita income. Real 
private investment increased from 7.7 percent of GDP to 9.4 percent, but these 
gains were almost completely offset by a fall in pub1 ic sector investment. With 
defense expenditures, debt servicing and subsidies preempting an ever larger 
share of budgetary resources, develpment activities began to be adversely 
affected. Domestic savings as a percent of GDP increased from 10.5 percent to 
12.9 percent. However, national savings remained unchanged at 13.5 percent due 
to a fall in net factor payments (remittances) from abroad. The deterioration 
of infrastructure and associated decline in the efficiency of investment means 
that Pakistan will need savings and investment levels of the order of, 
respectively, 18 percent and 23 percent of GDP in order to sustain the high 
growth rates it has been experiencing in the past. 

Internal Balance: Efforts to restore internal balance during these four years 
included revenue enhancing and expenditure containment measures. Revenue 
enhancing measures aimed at eliminating tax exemptions/concessions and improving 
tax administration. In addition, the GOP sought to shift dependance away from 
international trade taxes and excise duties to direct and consumption-based 
indirect taxes. The recommendations of the National Finance Commission (NFC) 
Award began to be implemented in PFY 1991/92. Essentially, this is a quid-pro- 
quo arrangement where, in exchange for substantial federal transfers of tax and 
non-tax (electricity, oil and gas) revenues, development grants to the provinces 
would be terminated. The main purpose of this measure is to engender fiscal 
sel f-re1 i ance at the provinci a1 1 eve1 . 
The GOPYs current expenditure patterns are characterized by certain rigidities 
which make containment difficult. For instance, defence expenditure, comprising 
40 percent of the current budget, has traditionally resisted cuts. (While 
Pakistan's security concerns are the oft-cited rationale, more recently it has 
been recognized that the optics of defense expenditure comparisons need to be 
adjusted because Pakistan includes pensions and welfare benefits for military 
retirees in its budget, while many other countries do not. But adjustment 
notwithstanding, defense spending sti 1 1  remains prohibitively high). The 
structure of external resource inflows continued to shift from grant type to loan 
assistance and short/medium term commercial credit, leading to a rapid rise in 
debt servicing liabilities. However, despite its limited room for maneuver, the 
GOP attempted to restrict current expenditure levels so as to release resources 
for essential development needs. 

These measures produced variable results over the adjustment period. The 
deficit, itself, fell to 7.7 percent of GDP in PFY 1991-'92, a decline of only 
0.8 percent over four years. While this can be partly ascribed to external 
shocks and adverse internal developments which reduced revenues, revenue 
enhancement efforts also were not sufficiently forceful or effective. In 
particular, the GOP continued to vacillate on the issue of agriculture income 
tax. On a more positive note, the structure of taxation shifted in favor of 
direct taxes: these rose from 1.8 percent to 2 . 5  percent of GDP while indirect 
taxes fell from 11.4 percent to 10.5 percent, primarily due to a reduction in 
import tariff rates. Sales tax revenues under the Generalized Sales Tax (GST) 
also increased, but this increase was offset by reductions in surcharges from 
gas, petroleum and ferti 1 izer. Overall, tax revenues remained almost static, 
close to the benchmark level of 13.8 percent of GDP. 



Cur ren t  expend i tu re  f e l l  by  an i n s i g n i f i c a n t  0 .8  percen t  o f  GDP ove r  f o u r  years ,  
stemming from a  r e d u c t i o n  i n  bo th  defence and subs idy o u t l a y s  and o n l y  p a r t i a l l y  
o f f s e t  by an inc rease  i n  deb t  ( i n t e r e s t )  repayments. The f u l l  scope of  subs idy 
r educ t i on ,  bo th  e x p l i c i t  (wheat, f e r t i l i z e r )  and i m p l i c i t  ( u t i l i t i e s ,  wa te r ) ,  was 
n o t  f u l l y  e x p l o i t e d .  More impo r tan t ,  p e r s i s t e n t l y  h i g h  defense ou t1  ays were t h e  
main reason f o r  t h e  f a i l u r e  t o  c o n t a i n  expend i tu re  and d i v e r t  resources t o  
p r o d u c t i v e  use. Development expend i tu re  increased by 0.4 percen t  o f  GDP f rom t h e  
benchmark l e v e l  o f  6.8 percen t .  The o v e r a l l  r e d u c t i o n  i n  expend i t u re  over  f o u r  
years  was, thus,  o n l y  0.4 pe rcen t .  

Opt ions used f o r  f i n a n c i n g  t h e  budget d e f i c i t  were loans  f rom t h e  domest ic 
bank ing system, loans  r a i s e d  abroad, p r i v a t e  sec to r  sav ings and i n f l a t i o n a r y  
f i n a n c i n g .  The cumul a t i v e  impact o f  these f i nanc ing  measures was mos t l y  adverse, 
as i t  crowded ou t  p r i v a t e  s e c t o r  investment ,  l e d  t o  an inc rease  i n  domest ic and 
f o r e i g n  debt  s e r v i c i n g  l i a b i l i t y  and c rea ted  monetary i n s t a b i l i t y .  I n f l a t i o n ,  
a t  an average r a t e  o f  10 percen t  d u r i n g  t he  f o u r  years  exceeded t h e  t a r g e t  r a t e  
o f  6 pe rcen t .  

Ex te rna l  Balance: I n  t h e  e x t e r n a l  sec to r ,  t h e  c u r r e n t  account d e f i c i t ,  as a  
p r o p o r t i o n  o f  GDP, reached 5.2 percen t  i n  PFY 1991/92. I n  s t a t i s t i c a l  terms t h i s  
r ep resen t s  a  major s l i ppage  aga ins t  t h e  end-year t a r g e t  o f  2.5 percen t .  However, 
i t  would be t o o  s i m p l i s t i c  t o  cons t rue  t h i s  as a  complete f a i l u r e  o f  GOP p o l i c i e s  
s i nce  t h e  unde r l y i ng  r e a l i t y  i s  much more complex. The d e f i c i t ,  i n  t h e  f i r s t  
p lace,  was a  d i r e c t  outcome o f  t h e  s t r u c t u r a l  adjustment process i t s e l f  and, 
secondly,  a  s e r i e s  o f  adverse e x t e r n a l  shocks i n h i b i t e d  t h e  d e f i c i t  r educ inq  
e f f e c t s  o f  these ad justments .  On t h e  whole, re forms r e l a t i n g  t o  exchange r a t e  
management, t r a d e  l i b e r a l i z a t i o n  and f o r e i g n  investment  can be seen as hav ing  
l a i d  a  s t a b l e  bas is  f o r  l onq- te rm improvements i n  t h e  ba lance o f  payments. 

Impor t  and investment l i b e r a l i z a t i o n  l e d  t o  su rg i ng  impor ts  d u r i n g  t h e  adjustment 
pe r i od .  The impor tan t  measures were t a r i f f  r educ t i ons ,  e l i m i n a t i o n  o f  impo r t  
l i c e n s i n g  and removal o f  investment  sanc t ions .  Expor t  growth averaged 12 percen t  
d u r i n g  t h i s  pe r i od ,  s t i m u l a t e d  by generous f i s c a l  and f i n a n c i a l  i n c e n t i v e s .  
Expor t  volumes o f  t r a d i t i o n a l  and some non - t r ad i  t i o n a l  i tems r e g i s t e r e d  1  arge 
inc reases .  On t h e  o t h e r  hand, expo r t s  as a  whole remained v u l n e r a b l e  t o  terms- 
o f - t r a d e  shocks, underscor ing  Pak i s t an ' s  h i g h  dependance on c o t t o n  and co t t on -  
based p roduc ts  and r e f l e c t i n g  i t s  i n a b i l i t y  t o  move t o  t h e  h i g h e r  end o f  t h e  
va lue  added spectrum. Exchange r a t e  p o l i c y  con t inued  t o  be sound, m a i n t a i n i n g  
a  c a r e f u l  balance between i n f l  a t  i o n  and ex te rna l  compet i t i veness ,  and p a r t l y  
o f f s e t t i n g  t he  impact o f  adverse ly  moving te rms-o f - t rade  on expo r t s .  

The improvement i n  t h e  t r a d e  d e f i c i t  -- f rom $2 .6  b i l l i o n  t o  $2.2 b i l l i o n  over  
f o u r  years  -- was swamped by t h e  growing d e f i c i t  on t h e  s e r v i c e s  account.  
Fac to rs  c o n t r i b u t i n g  t o  t h i s  inc rease  were d e c l i n i n g  r em i t t ances  and an inc rease  
i n  i n v i s i b l e  payments ( i n t e r e s t ,  f r e i g h t  and insurance) .  A l though t h e  c u r r e n t  
account d e f i c i t  worsened s t e a d i l y ,  t h e  m o d a l i t i e s  f o r  i t s  f i n a n c i n g  a1 so changed. 
I n  t h e  f i r s t  p lace,  r em i t t ances  were d i v e r t e d  s u b s t a n t i a l l y  i n t o  f o r e i g n  cur rency  
accounts,  p r o v i d i n g  a  b u f f e r  t o  t h e  GOP's f o r e i g n  exchange rese rves .  However, 
these a re  sho r t - t e rm  depos i t s  and sub jec t  t o  e r r a t i c  movements. A t  a  more 
sus ta i nab le  l e v e l ,  l i b e r a l  f o r e i g n  exchange and investment  p o l i c i e s  generated 
h i g h e r  p r i v a t e  c a p i t a l  i n f l o w s .  The c a p i t a l  account su rp l us  r o s e  f rom 2 . 7  
percen t  i n  PFY 1987-'88 t o  4 . 7  percent  o f  GDP i n  PFY 1991-'92, w i t h  n e t  p r i v a t e  



capital inflows (portfol io and direct investment) accounting for three-fourths 
of this surplus in the latter year. Conversely, official aid inflows and 
commerci a1 borrowing decl ined during this period. 

Financial Sector Reform: The financial sector reform agenda was wide ranging. 
It included: (a) curbs on domestic credit expansion -- aimed at bringing 
inflation down to 6 percent over the four-year period; (b) interest rate 
rational ization; (c) marked-based management of the pub1 ic debt; and (d) 
institutional strengthening of the financial sector. 

The narrowing of interest rate differentials between various financi a1 
instruments and some reduction in concessional lending began to reverse the trend 
towards financial disintermediation, leading to an increased volume of bank 
deposits. GOP borrowing from the banking sector substantially replaced borrowing 
from the general public. This switch to less liquid assets dampened the 
inflationary effects of monetary expansion. However, concessional lending rates 
still remain below the rate of inflation. Also, discriminatory tax treatment and 
selective GOP guarantees prevented returns on bank deposits from matching those 
on various GOP instruments, such as Speci a1 Savings Certificates (SSCs) , Foreign 
Exchange Bearer Certificates (FEBCs) and Federal Investment Bonds (FIBs). 

Interest rate pol icies a1 so underpinned the GOP's intention of introducing 
market-based management of its internal debt, as well as moving away from the 
existing regime of directed credit. An auction system for short-term treasury 
bills and FIBs is functioning well with a dealer network in place. However, a 
secondary market for these instruments failed to develop, partly due to 
restrictions on onward sales by banks and, partly, as a result of taxation at 
source for individual investors. The GOP's propensity for fiscal mismanagement 
(higher interest payments on short-term treasury bills were a new factor 
contributing to this deficit) indefinitely postponed phasing out of credit 
rationing, while private sector investment continued to be crowded out. 

Despite high monetary growth, inflation was contained to an average annual 10 
percent during the adjustment period. This was due to the switch from more 
liquid to less liquid assets and to the contractionary impact of net foreign 
assets on the banking system. The inflation rate would have been even lower but 
for increases in the administered prices of fertilizers, petroleum products and 
utilities. 

The GOP privatized two nationalized commercial banks and sanctioned a number of 
new private sector banks and investment companies. The State Bank also issued 
prudential regulations to supervise and regulate the expanded financial sector. 
However, its operations continued to be hampered by intrusive bureaucratic 
controls, namely, by the GOP's Ministry of Finance and the Pakistan Banking 
Council. The contentious 'riba' (usury) issue was bypassed adroitly before it 
could snowball into a major foregn investment deterrent. 

Privatization: In its approach to privatization the GOP adhered closely to two 
precepts: (a) its role should mainly be to regulate and facilitate private 
sector activities; and ( b )  public sector investment should be restricted only to 
areas of market failure and to provision of infrastructure. The ensuing record 



on p r i v a t i z a t i o n  was e n v i a b l e .  I n  a  b r i e f  span o f  two y e a r s  t h e  GOP d i v e s t e d  
i t s e l f  o f  c l o s e  t o  70 p e r c e n t  o f  pub1 i c  s e c t o r  m a n u f a c t u r i n g  u n i t s  and two o f  t h e  
f i v e  p u b l i c  s e c t o r  banks. P lans  t o  p r i v a t i z e  t h e  r e m a i n i n g  banks, a  number o f  
development f i n a n c e  i n s t i t u t i o n s  and l a r g e  u t i l i t i e s  (ene rgy ,  t e lecommun ica t i ons )  
were c l o s e  t o  b e i n g  f i n a l i z e d  by  t h e  end o f  t h e  p e r i o d .  Areas of  i n v e s t m e n t  
f o r m e r l y  r e s e r v e d  f o r  t h e  p u b l i c  s e c t o r  -- power g e n e r a t i o n ,  t r a d e ,  u t i l i t i e s ,  
bank ing ,  and a i r  and sea t r a n s p o r t  -- were opened up t o  t h e  p r i v a t e  s e c t o r .  
F i n a l l y ,  comprehensive f o r e i g n  exchange and inves tmen t  d e r e g u l a t i o n  measures were 
i n t r o d u c e d .  Bo th  domes t i c  and f o r e i g n  i n v e s t o r s  responded q u i t e  
e n t h u s i a s t i c a l l y :  i n  PFY 1991/92 f o r e i g n  i nves tmen t  a t  about  $650 m i l l i o n  was 
t w i c e  t h e  p r e v i o u s  y e a r ' s  l e v e l  and p r i v a t e  domes t i c  i n v e s t m e n t  a l s o  p i c k e d  up 
r a p i d l y .  

Economic Performance i n  PFY 1992-'93 

The PFY 1992/93 budget  measures aimed t o  r e s t o r e  f i n a n c i a l  d i s c i p l i n e  and deepen 
t h e  s t r u c t u r a l  ad jus tmen t  p rocess .  I d e n t i f y i n g  t h e  f i s c a l  imba lance as t h e  key 
concern ,  t h e  budget  i n c l u d e d  measures t o :  w iden t h e  t a x  base t h r o u g h  e x t e n s i o n  
o f  e x i s t i n g  d i r e c t  t axes ;  f u r t h e r  reduce i n d i r e c t  t a x  exempt ions  and; improve t a x  
a d m i n i s t r a t i o n ,  a u d i t i n g  and a c c o u n t i n g  p rocedures .  However, a  d e c i s i o n  on t h e  
a g r i c u l t u r e  income t a x  was d e f e r r e d  aga in .  The scope f o r  c u r r e n t  e x p e n d i t u r e  
r e d u c t i o n s  c o n t i n u e d  t o  be l i m i t e d  by  de fense  and deb t  s e r v i c i n g  compuls ions .  
Planned development a l l o c a t i o n s  focussed on t h e  s o c i a l  s e c t o r s  and a  few 
i n f r a s t r u c t u r a l  'megapro jec ts , '  p r i m a r i l y  i n  r o a d  c o n s t r u c t i o n  and 
te lecommun ica t i ons .  E x t e r n a l  s e c t o r  r e f o r m  e f f o r t s  c o n t i n u e d  w i t h  i m p o r t  d u t y  
r e d u c t i o n s ,  s i m p l i f i c a t i o n  o f  t h e  d u t y  s t r u c t u r e  and f u r t h e r  l i b e r a l i z a t i o n  o f  
i m p o r t s .  I n  t h e  f i n a n c i a l  s e c t o r ,  t h e  move towards market -based monetary  
management con t inued ,  w i t h  d i r e c t  c r e d i t  c o n t r o l s  b e i n g  r e p 1  aced by  d e p o s i t -  
c r e d i t  r a t i o s .  By t h e s e  measures, t h e  GOP hoped t o  reduce t h e  f i s c a l  and c u r r e n t  
account  d e f i c i t s  t o ,  r e s p e c t i v e l y ,  5.5% and 2.5% o f  GDP. The GOP a l s o  p lanned  
t o  i n t e n s i f y  i t s  p r i v a t i z a t i o n  i n i t i a t i v e s .  I n  p a r t i c u l a r ,  t h e  focus  was t o  be 
on d i v e s t i n g  i t s e l f  o f  u n p r o f i t a b l e  u n i t s  -- w i t h  o r  w i t h o u t  a  r e s e r v e  p r i c e ,  and 
p r i v a t i z i n g  t h e  Water and Power Development A u t h o r i t y  (WAPDA), P a k i s t a n  
Telecommunicat ions C o r p o r a t i o n  (PTC) and a t h i r d  n a t i o n a l i z e d  commercia l  bank. 

The f i s c a l  y e a r ,  however, t u r n e d  o u t  t o  be a  d i f f i c u l t  one. The d e v a s t a t i o n  
wrought  by  t h e  September f l o o d s  a r r e s t e d  p r o g r e s s  on many f r o n t s .  I n  f i s c a l  
terms, t h e s e  f l o o d s  caused a  revenue l o s s  o f  Rs. 10 b i l l  i o n .  Re1 i e f  and 
r e c o n s t r u c t i o n  requ i remen ts ,  wh ich  added an a d d i t i o n a l  Rs.13 b i l l i o n  t o  c u r r e n t  
and development e x p e n d i t u r e ,  were m a i n l y  f i nanced  by  bank b o r r o w i n g .  Widespread 
damage t o  t h e  c o t t o n  c r o p  a d v e r s e l y  a f f e c t e d  a g r i c u l t u r a l ,  i n d u s t r i a l ,  e x p o r t  
and, consequen t l y ,  GDP g rowth  wh ich  -- a t  3% -- f e l l  t o  i t s  l o w e s t  l e v e l  i n  
a lmos t  two decades. P a k i s t a n  a l s o  s u f f e r e d  a  sharp  d e t e r i o r a t i o n  i n  i t s  te rms 
o f  t r a d e  which,  combined w i t h  domes t i c  supp ly  s h o r t f a l l s ,  l e d  t o  e x p o r t  
s t a g n a t i o n .  

Bu t  e x t e r n a l  shocks and n a t u r a l  c a l a m i t i e s  n o t w i t h s t a n d i n g ,  t h e  GOP's own f i s c a l  
and f i n a n c i a l  excesses emerged as t h e  main  t h r e a t  t o  i t s  macroeconomic t a r g e t s  
and, by t h e  end o f  t h e  y e a r ,  came c l o s e  t o  c r e a t i n g  a  f i n a n c i a l  c r i s i s .  
S u b s i d i e s  on wheat were i n c r e a s e d  w h i l e  t h o s e  on f e r t i l i z e r  (phosphate)  were 
r e t a i n e d .  A c c e l e r a t e d  fund ing  o f  r o a d  i n f r a s t r u c t u r e  and te lecommun ica t i on  



schemes severely constrained funding of social sector projects under the SAP. 
Bank resources were preempted by the Prime Minister's wasteful and capital 
intensive 'yellow cab' employment scheme to provide low interest loans for the 
acquisition of taxicabs, which also caused a heavy drain on foreign exchange 
($750 million expended and another another $750 million in the pipeline by the 
caretaker government's estimate). Despite -- perhaps because of -- increased 
transfer of federal revenues to the. provinces under the National Finance 
Commission Award, their financi a1 indigence increased, resulting in heavy 
borrowing from the central bank. These factors contributed to an end year fiscal 
deficit of 10% of GDP, a current account deficit of over 5% and a visible slowing 
down of financial sector reform. The politically volatile situation in the 
latter half of the year created a crisis' of confidence, depressing private 
domestic and foreign investment as well as stock exchange activity. Progress on 
privatization slowed down, primarily due to capital inadequacy, and the 
substantial foreign currency accounts were rapidly depleted. The inflation rate 
-- despite some structural changes in the financial sector -- remained high at 
almost 10%. 

The New Reforms: PFY 1993-'94 

Details of the caretaker government's reform agenda are available in Fund, Bank 
and GOP documents. The overall intent of these reforms is to restore fiscal and 
financial discipline in the economy, as well as to continue strengthening the 
ongoing structural adjustment process. However, the reform implementation 
strategy differs from previous efforts in two important respects. 

First, it firmly posits macroeconomic stabil i ty as a precondition for successful 
structural adjustment. To this end, demand management measures have entailed: 
trimming defense spending, closing down or merging government departments, 
eliminating subsidies; containing and prioritizing development spending, by 
protecting core investments in irrigation and the social sectors (expensive road 
infrastructure schemes have been shelved). The other component of demand 
management, expenditure switching, has been encouraged by the recent sharp 
adjustments of the exchange rate. 

Second, the lack of transparency and good governance, which undermined previous 
reform implementation efforts, is being comprehensively addressed. Some of the 
more important measures in this regard are, freeing the central bank from 
intrusive bureaucratic controls, restructuring and enlarging the mandate of the 
Privatization Commission; on a broader level, instituting steps to ensure greater 
financial and fiduciary accountabi 1 i ty by 1 egi sl ators, government official s and 
industrialists. While the need for these reforms was always self-evident, 
previous governments were stall ed from doing so by pol it ical considerations. 
Freed from this constraint, the caretaker government has been quick to seize the 
initiative and has established certain vital precedents but, by the same token, 
the institutional sustainability of these initiatives remains open to question. 
Reform implementation needs to be carefully monitored by the donor community and 
lapses swiftly countered. 

The caretaker government has a1 so accelerated structural reforms in the areas of 
taxation. Agricultural income has been brought within the tax net, the GST scheme 
has been broadened and the rate increased, tariff rates are being harmonized and 



reduced under a  phased program, and tax accountabi l i ty  has improved. The aim i s  
t o  broaden the  tax base and improve the  balance between d i r e c t  and i n d i r e c t  
taxat ion .  Pricing reforms apply t o  u t i l i t i e s  as well as  administered items. 
Other s t ruc tu ra l  reforms per ta in  t o  c r e d i t  and p r i v a t i z a t i o n .  The generic i n t e n t  
of these measures i s  t o  f r e e  production and pr ices ,  thereby minimizing resource 
a l loca t ion  d i s t o r t i o n s .  

While i t  would be premature t o  evaluate the  impact of these  reforms, some ea r ly  
s igna l s  a r e  apparent.  Pakistan 's  t rade  d e f i c i t  has been reduced and foreign 
exchange reserves have b u i l t  u p  t o  former secure l e v e l s .  The dra in  on foreign 
currency accounts i s  being reversed. Surpr is ingly ,  the  perceived in f l a t ionary  
impact from removing p r i ce  cont ro ls  has not generated much socia l  unres t .  I f  the  
e lec ted  government maintains the  present t i g h t  monetary s tance ,  actual i n f l a t i o n  
could be checked. The donor community's response t o  the  reform agenda -- as 
typ i f i ed  by the IMF's Standby Loan and the  world Bank's PSAL -- should f u r t h e r  
improve i t s  c r e d i b i l i t y .  



PAK I STAN 
Special Donor Meeting: USG Statement 

Islamabad, September 26, 1993 

The United States strongly supports the Government of Pakistan's efforts to 
ensure fair and free elections, and applauds its courage in tack1 ing the problems 
which have arisen from insufficient transparency in earl ier years. Clearly, 
there are risks in chal longing vested interests, and enormous difficulties in 
trying to ensure administrative and financial accountability. But the potential 
gains manifested in the form of social cohesion and confidence in national 
leadership more than justify the effort. 

We wish to underscore our interest in and deep concern for Pakistan's social and 
economic development and commend the caretaker government's decisiveness in 
instituting an ambitious and comprehensive policy reform agenda. The 
government's efforts to strengthen the environment for reform, as well as its 
firm support for democratic processes are critical to making these reforms 
durable and sustainable. The documents prepared for the Special Donor meeting 
and the associated policy framework papers prepared for the World Bank reflect 
the strong and continuing commitment of the Government of Pakistan to aggregate 
demand management, structural reform and economic liberalization. 

These reforms are to be commended for their great forsight. We especially 
congratulate the caretaker government's decision to tax agricultural income and 
wealth, as well as its other administrative measures aimed at broadening the tax 
base. In the same vein, the measures taken to impart more transparency in the 
privatization process are also critically important. 

We are especially pleased that there continues to be sustained commitment to the 
Soci a1 Action Program, and that recent budget real ignments have increased funding 
availability for the program during the current fiscal year. 

We recognize the concern which major donors and the Government of Pakistan share, 
regarding the effective and timely utilization of donor-provided funds and the 
provision of counterpart resources. However, the U.S. economic assistance to 
Pakistan has not been significantly affected by the bottlenecks which others have 
experienced. This is primarily due to the fact that our assistance is supported 
by commensurate staffing levels working full-time with government counterparts 
to avoid or overcome implementation constraints. By tailoring our financing and 
implementation modes to the iystem of the Government of Pakistan we have 
experienced very satisfactory rates of AID utilization.' 

In concluding, we wish to reiterate that the caretaker government's reform 
package contains many bold steps. However, much still remains to be done. We 
hope that the future elected government will continue to build upon the new 
measures while maintaining the principles and the spirit in which they were 
undertaken. . 



PAKI STAN 
Speci a1 Donors' Meeting: Issues 
Washington, September 26, 1993 

Issue 1: Narcotics 

Issue Statement. Despite a public stand against narcotics, including the 
declaration of a "Crusade Against Drugs" in 1993, previous administrations have 
failed to mount an effective counternarcotics strategy to tackle the 
manufacturing and distribution of heroin within Pakistan's borders and to 
overseas markets. It is encouraging that the caretaker government has taken 
significant and long overdue steps to deal with these critical issues. However, 
these efforts should be continued by the elected government and supported by the 
international community. In this context, we strongly support the UN proposal 
to place narcotics on the agenda of next years consultative group meeting. 

Discussion. By U.S. estimates, Afghanistan and Pakistan produce over 800 metric 
tons of raw opium annually and together comprise the second largest source of 
this material in the world. Other estimates are even higher and give Southwest 
Asia the dubious distinction of being the world's largest opium producer. Much 
of this production is converted into heroin in the tribal areas of Pakistan's 
Northwest Frontier Province, over ha1 f of which is consumed by a growing domestic 
addict population. The narcotics situation, in all its manifestations -- 
including i l l  ici t cultivation, drug trafficking and domestic addiction -- has 
clear and undeniable negative implications for Pakistan's development, its 
security, its democratic institutions and its society at large. 
Although not readily quantifiable, the adverse impact of narcotics on Pakistan 
is certainly significant. Domestic drug addiction, affecting over 2 million 
people, has clear imp1 i cat i ons for the heal thy education, and soci a1 sectors. 
The enormous profits generated by drug traffickers lead to corruption of public 
institutions -- particularly the pol ice and judiciary -- and inhibit economic 
growth and productive investment. Pakistani officials point out that the 
country's legitimate exports are being singled out for rigorous search and 
inspection for drugs, resulting in the importers of Pakistani goods shifting to 
less controversial suppliers. Countries in the Gulf, long a source of overseas 
employment and worker remittances, are threatening to limit future employment of 
Pakistani workers. 

Recognizing that the drug situation is a development problem, Pakistan could 
benefit from continued assistance from the international donor community. Over 
the past decade, the U.S. has contributed approximately $120 million in 
assistance, specifically designated for community-based development activities 
and infrastructure projects in the poppy growing areas of the Northwest Frontier 
Province, as well as assistance to awareness and education projects. Over the 
next three to five years, the U.S. State Department's Bureau of International 
Narcotics Matters (INM) plans to invest approximately $25 million in similar 
projects in the Tribal Agencies of Bajaur and Mohmand, with the aim of 
eliminating poppy cultivation. USAID projects in the Northwest Frontier Province 
and Tribal Areas -- focused on public awareness and the replacement of poppy 
cultivation with legitimate economic activity -- are currently promoting 
community efforts to maintain the 1 ong-term sustainabil i ty of heretofore 
successful efforts. These projects will be phased out in 1994 under the Pressler 
Amendment. 



The s u s t a i n a b i l i t y  o f  U.S. and o t h e r  i n t e r n a t i o n a l  donor c rop  s u b s t i t u t i o n  
e f f o r t s  w i l l  u l t i m a t e l y  be determined by t h e  p o l i t i c a l  w i l l  o f  t h e  a u t h o r i t i e s  
t o  expand t he  no-poppy zone and t o  enforce t he  ban i n  a  c o n s i s t e n t  and 
unambiguous manner. Success i n  cop ing w i t h  t h e  n a r c o t i c s  problem i n  a l l  i t s  
f a c e t s  w i l l  a l s o  r e q u i r e  t h e  p o l i t i c a l  w i l l  o f  t h e  a u t h o r i t i e s  and ass is tance  
f rom t h e  i n t e r n a t i o n a l  community i n  t h e  f i e l d s  o f  l aw enforcement, p u b l i c  
awareness and demand r e d u c t i o n ,  and d rua  r e h a b i l i t a t i o n .  Whi le  t h e  i n t e r n a t i o n a l  
community i s  w i l l i n g  t o  a s s i s t ,  t h e  GOP must understand t h a t  w i t h o u t  i t s  s t r o n g  
i n i t i a t i v e  and l eade rsh ip ,  r e s o l u t i o n  o f  t h e  drug problem w i l l  remain an e l u s i v e  
goa l .  

Recommended P o s i t i o n .  Recogniz ing t h a t  t h e  n a r c o t i c s  problem w i l l  con t i nue  t o  
remain an impediment t o  development a c t i v i t i e s ,  t he  U . S .  suppor ts  t h e  UN proposal  
t o  i n c l u d e  n a r c o t i c s  as a  "major  theme" on nex t  y e a r ' s  agenda f o r  t h e  
C o n s u l t a t i v e  Group meet ing.  The Un i t ed  S ta tes  a l s o  suppor ts  t h e  UN proposal  t o  
under take a  thorough s tudy  o f  t h e  drug problem as soon as p o s s i b l e  t o  p r o v i d e  a  
bas i s  f o r  reasoned d e c i s i o n s  by t h e  C o n s u l t a t i v e  Group. 

I n  t h e  meantime, t h e  U n i t e d  S ta tes  should:  

- - applaud t h e  Care taker  Government's e f f o r t s  t o  h i g h l i g h t  and t a c k l e  t h e  
n a r c o t i c s  problem as one o f  i t s  f i r s t  i n i t i a t i v e s  i n  o f f i c e ;  

-- encourage t h e  subsequent ly  e l e c t e d  government t o  make more resources 
a v a i l a b l e  f o r  coun te rna rco t i c s  e f f o r t s  such as expanding and e n f o r c i n g  t h e  
ban on poppy c u l t i v a t i o n ;  

- - encourage t h e  government t o  shut  down h e r o i n  l a b o r a t o r i e s  and b r i n g  major  
n a r c o t i c s  t r a f f i c k e r s  t o  j u s t i c e ;  

- - encourage t h e  Government t o  f o s t e r  increased donor c o o r d i n a t i o n  and 
inc reased  community p a r t i c i p a t i o n  i n  p l ann ing  and managing sus ta i nab le  
development programs i n  t he  p rev ious ,  p resen t ,  and p o t e n t i a l  poppy- 
produc ing areas; 

- - encourage t h e  Government t o  s t reng then  i t s  commitment t o  demand r e d u c t i o n  
and educa t ion  awareness e f f o r t s ,  i n c l u d i n g  f o r m a l l y  i n t e g r a t i n g  t h e  Drug 
Abuse Preven t ion  Resource Center i n t o  t h e  N a r c o t i c s  M i n i s t r y ,  i n  o r d e r  t o  
tack1 e  t h e  e s c a l a t i n g  drug a d d i c t i o n  problem i n  Pak is tan ;  

- - encourage t h e  Government t o  t ake  measures t o  p reven t  money-laundering; 

-- encourage t h e  Government t o  suppor t  r eg i ona l  coope ra t i on  i n  e l i m i n a t i n g  
t h e  n a r c o t i c s  menace; and 

Support  should be g i ven  t o  a  r e g i o n a l  h e r o i n  s t r a t e g y  which would: (1) i n c l u d e  
a  campaign t o  e l i c i t  g r e a t e r  commitment f rom i n t e r n a t i o n a l  donors and hos t  
coun t r y  governments; and ( 2 j  focus c o o r d i n a t i o n  th rough  coun t r y  and r e g i o n a l  
p lans  f o r  a n t i - n a r c o t i c s  a c t i v i t i e s .  

I s sue  2: Soc ia l  A c t i o n  Program (SAP) 

I ssue  Statement. I n  t he  pas t  year ,  t h e  f e d e r a l  and p r o v i n c i a l  governments have 
made good progress i n  d e f i n i n g  key problems i n  t h e  s o c i a l  sec to r s  and p ropos ing  



p l a n s  f o r  t h e i r  r e s o l u t i o n .  However, t h e  o v e r a l l  pace has been s low.  Much more 
remains  t o  be done t o  assu re  t h e  budge ta ry  and p o l i c y  s u p p o r t  necessa ry  f o r  t h e  
S o c i a l  A c t i o n  Program (SAP) t o  succeed. 

D i s c u s s i o n .  The Government o f  P a k i s t a n  t o o k  t h e  f i r s t  c o n c r e t e  s t e p s  i n  PFY 
1992-'93 t o  make t h e  SAP a  r e a l i t y .  Each p r o v i n c e  commi t ted  t o  a l l o c a t e  a  
g r e a t e r  share  o f  i t s  development and r e c u r r e n t  budgets  t o  p r i m a r y  e d u c a t i o n ,  
p r i m a r y  h e a l t h  ca re ,  p o p u l a t i o n  and r u r a l  w a t e r  s u p p l y  and s a n i t a t i o n .  However, 
s e r i o u s  f u n d i n g  c o n s t r a i n t s  a t  t h e  f e d e r a l  and p r o v i  n c i  a1 l e v e l s  s lowed program 
imp lemen ta t i on .  T h i s  d e f i c i e n c y  has been r e c t i f i e d  i n  PFY 1993- '94.  C a u t i o u s  
f i s c a l  and monetary  p o l i c i e s ,  combined w i t h  r e a f f i r m a t i o n  o f  commitment b y  t h e  
c a r e t a k e r  government, have ensured t h a t  th'e SAP w i l l  be more t h a n  adequa te l y  
funded d u r i n g  t h e  c u r r e n t  f i s c a l  y e a r .  

A1 though 1  aunch ing o f  t h e  E i g h t h  F ive-Year  P lan  had been u n a v o i d a b l y  de layed,  t h e  
SAP c o n t i n u e s  t o  be an i n t e g r a l  p a r t  o f  i t .  S i g n i f i c a n t l y ,  d e s p i t e  t h e  f r e q u e n t  
changes i n  government i n  t h e  r e c e n t  p a s t ,  t h e  SAP has en joyed  u n i n t e r r u p t e d  
p o l i t i c a l  s u p p o r t .  T h i s  was an i m p o r t a n t  f a c t o r  i n  e n s u r i n g  t h a t  Wor ld  Bank 
f u n d i n g  p r e p a r a t i o n s  f o r  program a s s i s t a n c e  remained f i r m l y  on t r a c k .  A l s o ,  
o t h e r  mu1 t i 1  a t e r a l  and b i  1  a t e r a l  donors have p ledged a d d i t i o n a l  f i n a n c i n g .  The 
donor  c o o r d i n a t i o n  mechanism i s  f i r m l y  i n  p l a c e  which ,  among o t h e r  t h i n g s ,  w i l l  
channel  t e c h n i c a l  a s s i s t a n c e  f o r  SAP imp lemen ta t i on .  

The p o l i c y  r e f o r m  i m p l e m e n t a t i o n  aspect  of SAP w i l l  p r o v e  key t o  remov ing 
d i s t o r t i o n s  i n  p r i o r i t i e s ,  i m p r o v i n g  program d e l i v e r y  and c o r r e c t i n g  
i n s t i t u t i o n a l  anomal ies .  Some o f  t h e  i s s u e s  t h e  p r o v i n c e s  have begun t o  address  
a re :  gender  d i s c r i m i n a t i o n  i n  p r i m a r y  e d u c a t i o n ;  i n d u c t i o n  o f  more females  as 
t e a c h e r s  and h e a l t h  p r o v i d e r s ;  i n c e n t i v e s  f o r  women employees; i n t e g r a t i o n  o f  
h e a l t h  and f a m i l y  p l a n n i n g  s e r v i c e s ;  d e l e g a t i o n  o f  a d m i n i s t r a t i v e  a u t h o r i t y ;  
pe rsonne l  t r a n s f e r s  and s i t e  s e l e c t i o n  c r i t e r i a ;  p r i v a t i z a t i o n  o f  e d u c a t i o n  and 
h e a l t h  s e r v i c e s  and; u s e r  c o s t - r e c o v e r y .  

However, t h e r e  i s  l i t t l e  doub t  t h a t  w i t h o u t  s u s t a i n e d  p o l i t i c a l  and b u d g e t a r y  
s u p p o r t  f o r  t h e  SAP t h e  s o c i a l  s e c t o r s  r i s k  l a p s i n g  i n t o  t h e i r  cus tomary  s t a t e  
o f  n e g l e c t .  En1 i g h t e n e d  and d e d i c a t e d  l e a d e r s  a r e  needed a t  t h e  f e d e r a l  and 
p r o v i n c i a l  l e v e l ,  t o  demonst ra te  t h e  p o l i t i c a l  w i l l  t o  make s o c i a l  s e r v i c e s  
b e t t e r  and more a v a i l a b l e  t o  t h e  peop le  o f  P a k i s t a n .  The p o l i c y  r e f o r m  agenda - 
i s  now i n  p l a c e  and t h e  momentum o f  a c t i v i t i e s  i s  p i c k i n g  up r a p i d l y .  A  c r i t i c a l  
and immediate need i s  t h a t  a d m i n i s t r a t i v e  dec i s ion -mak ing  be f r e e d  f rom p o l i t i c a l  
i n t e r f e r e n c e  and t h a t  t h e  d e c e n t r a l i z a t i o n  and p r i v a t i z a t i o n  o f  s o c i a l  s e r v i c e s  
p r o v i s i o n  be e x p e d i t e d .  

Recommended P o s i t i o n :  The U n i t e d  S t a t e s  and o t h e r  c o n s o r t i u m  members s h o u l d  
c o n g r a t u l a t e  t h e  P a k i s t a n  Government f o r  i t s  s u s t a i n e d  commitment t o  t h e  SAP. 
We c o n s i d e r  t h e  SAP as t h e  b e s t  i n s t r u m e n t  a v a i l a b l e  t o  make a s i g n i f i c a n t  
d i f f e r e n c e  i n  t h e  s o c i a l  s e c t o r  p r o f i l e  o f  P a k i s t a n .  The success o f  t h e  SAP w i l l  
depend on t h e  government 's  p r o v i d i n g  g r e a t e r  p o l  i t i c a l  l e a d e r s h i p  as w e l l  as 
s u s t a i n e d  p o l i c y  s u p p o r t  and budge ta ry  resources  

I s s u e  3 :  A i d  U t i l i z a t i o n  

I s s u e  S ta temen t .  I n  o r d e r  f o r  t h e  Government o f  P a k i s t a n  (GOP) t o  
improve t h e  e x p e n d i t u r e  r a t e  and u t i l i z a t i o n  o f  donor  a s s i s t a n c e ,  i t  i s  
i m p e r a t i v e  t h a t  c e r t a i n '  f i n a n c i n g / e x p e n d i t u r e ,  i n s t i t u t i o n a l ,  and p r o c e d u r a l  



re forms be implemented.  

D i s c u s s i o n .  Improved' u t i l  i z a t i o n  o f  dono r  a s s i s t a n c e  i s  n o t  a  p r e s s i n g  i s s u e  f o r  
t h e  USG v i s - a - v i s  i t s  own economic deve lopment  a s s i s t a n c e  package. However, we 
a r e  s e n s i t i v e  t o  prob lems faced by  o t h e r  donors ,  and we s t r o n g l y  s u p p o r t  t h e  
r e f o r m s  w h i c h  a r e  b e i n g  d i s c u s s e d .  

I n  t h e  cou rse  o f  imp lemen t ing  (and now w i n d i n g  up) a  $ 2  b i l l i o n  a s s i s t a n c e  
package, USAID has i n  g e n e r a l  been e x t r e m e l y  p l e a s e d  w i t h  t h e  r a t e  o f  
e x p e n d i t u r e ,  t h e  a v a i l a b i l i t y  o f  c o u n t e r p a r t  r e s o u r c e s  and t h e  u t i l i z a t i o n  o f  t h e  
funds  p r o v i d e d  by t h e  U.S. Government. T h i s  i s  n o t  t o  s.ay t h a t  c o n s t r a i n t s  t o  
smooth i m p l e m e n t a t i o n  have n o t  been f a c e d  f r o m  t i m e  t o  t i m e  a t  t h e  p r o j e c t  l e v e l .  
C e r t a i n l y  t h e r e  have been such b o t t l e n e c k s ;  b u t  t h e  o r g a n i z a t i o n a l  s t r u c t u r e  
w i t h i n  b o t h  USAID and t h e  GOP has a l l o w e d  f o r  t i m e l y  r e s o l u t i o n  i n  v i r t u a l l y  
e v e r y  case.  USAID w o r l d w i d e  o p e r a t e s  w i t h  a  s t a f f i n g  p a t t e r n  w h i c h  i n c l u d e s  a  
s t r o n g  m i x  o f  U.S. and l o c a l  t e c h n i c a l  and a d m i n i s t r a t i v e  e x p e r t i s e ,  and t h i s  has 
been p a r t i c u l a r l y  t r u e  i n  P a k i s t a n  wh ich  has en joyed  s t a f f i n g  l e v e l s  commensurate 
w i t h  one o f  t h e  w o r l d ' s  l a r g e s t  b i l a t e r a l  a s s i s t a n c e  programs.  U n l i k e  t h e  " t h i n "  
s t a f f s  o f  o t h e r  donor  programs, USAID pe rsonne l  have been a b l e  t o  work  on a  d a i l y  
b a s i s  w i t h  c o u n t e r p a r t s  i n  c l o s e  p r o f e s s i o n a l  r e l a t i o n s h i p s  w h i c h  have assu red  
q u i c k  p rob lem r e s o l u t i o n .  And, on t h e  GOP s i d e ,  o v e r a l l  management o f  t h e  USAID 
program has been headed by  a  s e p a r a t e  and h i g h l y  competent  s t a f f  w i t h i n  t h e  
Economic A f f a i r s  D i v i s i o n  ( t h e  U.S. Wing) o f  t h e  M i n i s t r y  o f  F inance .  T h i s  
s e p a r a t e  e n t i t y  was j u s t i f i a b l e  (and necessa ry )  g i v e n  t h e  s i z e  o f  t h e  p o r t f o l i o ,  
and was key i n  a s s u r i n g  t h a t  c o u n t e r p a r t  r e s o u r c e s  were budgeted f o r  and made 
a v a i l a b l e .  D u r i n g  t h e  l a s t  two y e a r s  o f  p h a s i n g  o u t ,  i m p l e m e n t a t i o n  o f  o u r  
p r o j e c t s  has been a t  t h e  f o r e f r o n t  o f  concern  f o r  t h e  GOP; l e a s t  v a l u a b l e  
r e s o u r c e s  s i m p l y  1  apse as no reprogramming i s  now p o s s i b l e .  So, even d u r i n g  t h i s  
c l o s e - o u t  p e r i o d  c l o s e  s c r u t i n y  and q u i c k  p rob lem s o l v i n g  have t y p i f i e d  t h e  GOP's 
r o l e .  

None the less ,  i t  i s  t r u e  t h a t ,  g i v e n  s h r i n k i n g  donor  budge ts ,  r e c i p i e n t s  w i l l  be 
asked t o  assume an e v e r  g r o w i n g  sha re  o f  p r o j e c t  c o s t ,  and e v e r y  means must  be 
t a k e n  t o  make these  r e s o u r c e s  a v a i l a b l e  on a  t i m e l y  b a s i s .  A l s o ,  i n  a  g l o b a l  
env i ronmen t  where o p e r a t i n g  r e s o u r c e s  and s t a f f  s i z e s  a r e  s h r i n k i n g ,  n e i t h e r  
USAID n o r  o t h e r  donors  a r e  l i k e l y  t o  have a  v e r y  l a r g e  i n - c o u n t r y  presence.  
T h e r e f o r e ,  i t  i s  i m p e r a t i v e  t h a t  r e c i p i e n t  c o u n t r i e s  t a k e  g r e a t e r  r e s p o n s i b i l i t y  
f o r  f u l l y  managing donor -a ided  a c t i v i t i e s .  We b e l i e v e  t h e  r e f o r m s  wh ich  P a k i s t a n  
i s  p r o p o s i n g  a r e  t i m e l y  and most a p p r o p r i a t e .  These i n c l u d e  b e t t e r  p l a n n e d  
b u d g e t i n g  o f  c o u n t e r p a r t  r e s o u r c e s  f o r  t h e  Annual Development P lan ,  t i m e l y  
r e l e a s e  o f  f unds ,  a p p l i c a t i o n  o f  u s e r  fees ( t o  b e t t e r  a s s u r e  f i n a n c i a l  
s u s t a i n a b i l i t y ) ,  development o f  i n s t i t u t i o n a l  s t r u c t u r e s  w i t h  c l e a r l y  des igned  
a u t h o r i t i e s  and r e s p o n s i b i l i t i e s ,  l i m i t i n g  o f  s t a f f  t u r n o v e r ,  and a  s t r o n g e r  GOP 
r o l e  i n  d e s i g n  and m o n i t o r i n g .  Such r e f o r m s ,  if implemented,  w i l l  c l e a r l y  have 
a  p o s i t i v e  impac t  on a i d  u t i l i z a t i o n  and o v e r a l l  economic deve lopment .  

Recommended P o s i t i o n .  The U n i t e d  S t a t e s  s t r o n g l y  endorses  t h e  i m p l e m e n t a t i o n  o f  
t h e  A c t i o n  P l a n  agreed t o  between t h e  GOP and t h e  Wor ld  Bank, w h i c h  recommends 
s p e c i f i c  f i n a n c i a l ,  i n s t i t u t i o n a l  and p r o c e d u r a l  changes aimed a t  improved a i d  
u t i l i z a t i o n .  We s u p p o r t  t h e s e  r e f o r m s ,  wh ich  if r i g o u r o u s l y  implemented,  w i l l  
r e s u l t  i n  a  more e f f i c i e n t  bu reauc racy  focused  more c l e a r l y  on r a p i d  economic 
g r o w t h .  

I s s u e  4: Env i ronment  



I s s u e  S ta temen t .  A l t h o u g h  P a k i s t a n  has ach ieved  i m p r e s s i v e  g r o w t h  d u r i n g  t h e  
p a s t  decade, i t  has done so a t  t h e  expense o f  t h e  n a t u r a l  env i ronmen t .  THe 
qua l  i t y  o f  c rop1  and i s  d e t e r i o r a t i n g ,  p o l  1  u t i o n  i s  becoming a  m a j o r  problem, 
ene rgy  i s  wasted, l o w  w a t e r  qua l  i t y  i s  a  h e a l t h  r i s k  t o  much o f  t h e  p o p u l a t i o n ,  
watersheds a r e  r a p i d l y  b e i n g  degraded and i r r i g a t i o n  w a t e r  i s  i n e f f i c i e n t l y  used. 
The c h a l l e n g e  f a c i n g  t h e  c o u n t r y  i s  t o  c o n f r o n t  e f f e c t i v e l y  e n v i r o n m e n t a l  and 
c o n s e r v a t i o n  i s s u e s  w h i l e  s t i l l  m a i n t a i n i n g  a c c e p t a b l e  g rowth .  

D i s c u s s i o n .  To address  t h e s e  concerns  a  N a t i o n a l  C o n s e r v a t i o n  S t r a t e g y  (NCS), 
deve loped  w i t h  s u b s t a n t i  a1 s u p p o r t  f r o m  Canada, i s  r e a d y  f o r  i m p l e m e n t a t i o n .  
I n t e g r a t e d  w i t h  t h e  soon-to-be r e l e a s e d  E i g h t h  F ive-Year  P lan ,  t h e  NCS i s  a 
comprehensive b l u e p r i n t ,  wh ich  w i l l  h o p e f u l  1.y g u i d e  P a k i s t a n ' s  e n v i r o n m e n t a l  and 
c o n s e r v a t i o n  e f f o r t s  f o r  y e a r s  t o  come. The NCS proposes a  p a r t n e r s h i p  between 
p u b l i c  and p r i v a t e  s e c t o r s  w i t h  f u l l  i n v o l v e m e n t  o f  NGOs and community 
o r g a n i z a t i o n s .  I t  addresses 14 c o r e  areas  and 68 a c t i v i t i e s  wh ich ,  i f  
implemented,  wou ld  have a  p o s i t i v e  and s i g n i f i c a n t  e f f e c t  on P a k i s t a n ' s  
e n v i  ronment . 
The GOP appears t o  be t a k i n g  t h e  NCS s e r i o u s l y ,  w i t h  p l a n n i n g  and i m p l e m e n t a t i o n  
u n i t s  a l r e a d y  e s t a b l i s h e d .  Donor c o o r d i n a t i o n  mee t ings  a r e  h e l d  r e g u l a r l y  and 
t h e r e  seems t o  be momentum t o  i n i t i a t e  i m p l e m e n t a t i o n .  There  a r e  some a reas  
w h i c h  i n d i c a t e  t h a t  p r o g r e s s  t o  r e v e r s e  env i ronmen ta l  d e g r a d a t i o n  i s  b e i n g  made. 
F o r  exampl e:  

-- Modest i n r o a d s  t o  i n c r e a s e  energy  c o n s e r v a t i o n  have been c a r r i e d  o u t  unde r  
t h e  N a t i o n a l  Energy C o n s e r v a t i o n  Cen te r  (ENERCON) 

- - The number o f  e n v i r o n m e n t a l  NGOs i s  i n c r e a s i n g  r a p i d l y  and t h e  GOP 
r e c o g n i z e s  t h e  need t o  work i n  c o n c e r t  w i t h  them. 

- - The s o c i a l  f o r e s t r y  a c t i v i t i e s  o f  a  number o f  donors  have i n c r e a s e d  t r e e  
c o v e r  i n  m a r g i n a l  a g r i c u l t u r a l  a reas ,  t h u s  p a r t i a l l y  r e d u c i n g  t h e  p r e s s u r e  
on f r a g i l e  h i g h l a n d  c o n i f e r o u s  f o r e s t s .  

- - I n  p i l o t  a c t i v i t i e s ,  managed f e l l i n g  and r e p l a n t i n g  e f f o r t s  i n  c o n i f e r o u s  
f o r e s t s  show p romise  as a  way t o  r e t a r d  and r e v e r s e  t h e  c r i t i c a l  
d e f o r e s t a t i o n  t r e n d .  

Wh i l e  t h e s e  example a r e  encou rag ing ,  a  much l a r g e r  number o f  p rob lem a reas  a r e  
s t i l l  w a i t i n g  t o  be t a c k l e d .  A d d i t i o n a l  commitments a r e  needed t o :  

- - Reverse t h e  d e f o r e s t a t i o n  t r e n d  i n  p u b l i c  s e c t o r  f o r e s t s  and p r e v e n t  
o v e r g r a z i n g  o f  f r a g i l e  a r i d  and a l p i n e  l a n d s .  

- - Conserve and m a i n t a i n  t h e  c r o p l a n d  base.  

- - Reduce w a t e r  p o l l u t i o n  f r o m  raw sewage, i n d u s t r i a l  e f f l u e n t s ,  and 
a g r i c u l t u r a l  chemica l  r u n o f f .  

- - Recyc le  and manage s o l i d  waste .  

- - F u r t h e r  expand and improve energy  c o n s e r v a t i o n .  

The NCS has a  $6 b i l l i o n  p r i c e  t a g .  A re  t h e  r e s o u r c e s  t o  imp lement  t h e  NCS 



a v a i l  ab le?  The NCS suggests  i n c r e a s e d  n a t i o n a l  i n v e s t m e n t  f r o m  i t s  c u r r e n t  4 
p e r c e n t  l e v e l  t o  8 p e r c e n t  by 2001. W i l l  t h a t  i nves tmen t  be a v a i l a b l e ?  I s  i t  
enough? I s  t h e  c u r r e n t  4 p e r c e n t  l e v e l  b e i n g  used e f f e c t i v e l y ?  The answers t o  
t h e s e  q u e s t i o n s  a r e  s t i l l  u n c l e a r .  

O the r  i s s u e s  r e l a t e  t o  t h e  GOP's a b i l i t y  t o  implement such a  mass ive  and 
a m b i t i o u s  program. The M i n i s t r y  o f  Environment and Urban A f f a i r s  i s  g r o s s l y  
u n d e r s t a f f e d  and as y e t  o n l y  l i m i t e d  t e c h n i c a l  s t a f f  a r e  a v a i l a b l e  t o  a s s i s t  i n  
NCS i m p l e m e n t a t i o n .  Con t inued  e f f o r t s  a r e  needed t o  f u r t h e r  p r i o r i t i z e  
a c t i v i t i e s  f a l l i n g  under  t h e  NCS. As donors  make commitments, t h e r e  i s  a  need 
f o r  c a u t i o n  t o  a v o i d  t h e  problems which have p l a g u e d -  p a s t  p r o j e c t s ,  e.g., 
sho r tages  o f  c o u n t e r p a r t  s t a f f ,  sho r tages  b f  c o u n t e r p a r t  funds and i n o r d i n a t e  
d e l a y s  i n  app rova l  o f  PC-1s and o t h e r  documenta t ion .  

Recommended P o s i t i o n .  The U n i t e d  S t a t e s  and o t h e r  c o n s o r t i u m  members s h o u l d  
acknowledge t h e  p o s i t i v e  t h r u s t  o f  t h e  NCS. The donor  community can p r o v i d e  
i n v a l u a b l e  f i n a n c i a l  and t e c h n i c a l  s u p p o r t .  Bu t  f o r  t h e  NCS t o  be s u c c e s s f u l  i t  
i s  e s s e n t i a l  t h a t  t h e  Government o f  P a k i s t a n  t a k e  t h e  l e a d  i n  d e m o n s t r a t i n g  t o t a l  
f i n a n c i a l  and i n s t i t u t i o n a l  commitment towards i t s  e x e c u t i o n .  



PAKISTAN 
Special Donors Meeting: General Statement 

Washington, September 26, 1993 

Despite the  suspension of government-to-government development ass is tance  t o  
Pakistan, the United S ta tes  maintains i t s  i n t e r e s t  in and deep concern f o r  
Pakistan's social and economic development. The care taker  government has 
acted forceful ly  t o  accelera te  and broaden the  scope of on-going reforms in 
the social  and economic sectors .  I t s  e f f o r t s  t o  strengthen the environment 
fo r  reform, as well as i t s  firm support fo r  democratic processes, are  c r i t i c a l  
t o  making these reforms durable and sus ta inable .  We hope t ha t  the  concurrent 
manner in which Pakistan has chosen t o  address i t s  soc i a l ,  economic and 
po l i t i c a l  problems wil l  place i t  on the path t o  broad-based sus ta inable  
devel opment . 

We strongly support the government's e f f o r t s  t o  ensure f r e e  and f a i r  
e lec t ions .  The publication of the l i s t  of bank loan defau l te r s  i s  an 
unprecedented and courageous s tep .  Election monitoring and supervision 
arrangements are also more transparent than they have been in the past .  These 
measures, aimed a t  di squal i  fying corrupt and self-serving candidates, will 
lend more c r ed ib i l i t y  t o  the democratic process. In t h i s  context ,  we a re  
encouraged t o  note t ha t  the caretaker government stands firm in i t s  resolve 
n o t  t o  continue in o f f i c e  beyond i t s  appointed time. 

The reforms aimed a t  res tor ing macroeconomic s t a b i l i t y  and ensuring s t ruc tu ra l  
adjustment of the economy show great  fo res igh t .  Admittedly, such reforms will 
impose short-term hardships on the people b u t  are necessary t o  avert  g rea te r  
economic c r i s e s  a t  a  l a t e r  s tage.  I n  order t o  a l l ay  t h e i r  harsh e f f ec t s ,  the 
succeeding elected government needs t o  proceed rapidly with putt ing social  
safe ty  nets  in place. The u t i l i z a t i on  of 'Zakat' and 'Ushr' funds may be 
considered fo r  t h i s  purpose. Appropriately, the s t r e s s  on market forces has 
been accompanied by measures t o  redress income inequali ty and improve social  
welfare. In pa r t i cu la r ,  we re fe r  t o  the small b u t  symbolically important tax 
on agr icul tura l  income and the increased budgetary a l locat ions  fo r  the Social 
Action Program (SAP). 

We applaud the government fo r  i t s  courage in tack1 ing the ingrained evil  of 
corruption.  There i s  l i t t l e  doubt as t o  how pervasive and malign i t s  
influence can be. Clearly,  there are r i sks  in challenging Pakistan 's  powerful 
and corrupt elements, and enormous d i f f i c u l t i e s  i n  t ry ing t o  ensure 
administrat ive and f inancial  accountabil i ty.  B u t  the potential  gains 
manifested in the form of social cohesion and confidenc'e in national 
leadership more than j u s t i f y  the e f f o r t .  

We also feel bound t o  express our concerns regarding the p o l i t i c a l ,  f inancial  
and ins t i tu t iona l  sus ta inab i l i ty  of these reforms. The best plans can go 
as t ray i n  the absence of an e f fec t ive  ins t i tu t iona l  del ivery  capab i l i ty .  In 
pa r t i cu la r ,  the importance of good governance cannot be su f f i c i en t l y  
emphasized, whether i t  be in the domain of law and order ,  tax administrat ion,  
or implementation of economic and social  sector  programs. This wil l  continue 
t o  remain a  c r i t i c a l  concern and a t e s t  fo r  Pakistan 's  reform e f f o r t s .  We 
admit t o  the poss ib i l i ty  tha t  an elected government may reverse ce r ta in  policy 
reforms despi te  i t s  best intentions -- especia l ly  when confronted by an 
economically burdened pub1 i c ,  or  by t rad i t iona l  ly entrenched groups. On the  



o t h e r  hand, Pak i s t an ' s  chequered p o l i t i c a l  r e c o r d  c l e a r l y  demonstrates t h a t  
t h e r e  i s  no v i a b l e  1  ong-term s u b s t i t u t e  f o r  e l ec ted ,  r e p r e s e n t a t i v e  
government. Such a  form o f  government remains Pak i s t an ' s  b e s t  hope f o r  s o c i a l  
and economic change, f o r  t h e  c o n t i n u i t y  o f  i t s  r e fo rm  e f f o r t s  and f o r  
address ing governance i ssues  on a  sus ta i nab le  bas is .  

Changes i n  t h e  g e o - p o l i t i c a l  c l i m a t e  have a f f o r d e d  donors g r e a t e r  o p p o r t u n i t y  
t o  address genuine development concerns i n  Pak is tan.  We should  t ake  advantage 
o f  t h i s  o p p o r t u n i t y  t o  leverage  a  more e f f e c t u a l  response t o  p r e s s i n g  s o c i a l ,  
economic and human r i g h t s  i ssues .  

P r i v a t i z a t i o n :  The p rev ious  e l e c t e d  government achieved- impress ive  successes 
i n  implement ing i t s  p r i v a t i z a t i o n  agenda. The u n d e r l y i n g  premise o f  t h i s  
agenda -- t h a t  t h e  government's r o l e  be r e s t r i c t e d  t o  c r e a t i n g  an enab l i ng  
p o l i c y  and r e g u l a t o r y  framework, compensating f o r  market f a i l u r e s  and 
s t r eng then ing  t h e  c o u n t r y ' s  s o c i a l  and phys i ca l  i n f r a s t r u c t u r e  -- remains 
unchanged. Th i s  i s  underscored by t h e  ca re - taker  government's renewed 
committment t o  p r i v a t i z a t i o n  o f  major  u t i l i t i e s ,  se r v i ces ,  i n f r a s t r u c t u r e  and 
expo r t  bod ies .  The management r e c o r d  o f  t h e  d i v e s t e d  u n i t s  and f i n a n c i a l  
i n s t i t u t i o n s  con t inues  t o  improve w i t h  t h e  change i n  t h e i r  ownership.  

Reg re t t ab l y ,  t h e r e  i s  mount ing d i s s a t i s f a c t i o n  w i t h  t h e  l a c k  o f  t ransparency  
as demonstrated by t h e  p r e - s e l e c t i o n  o f  b e n e f i c i a r i e s ,  and an unhea l thy  d r i f t  
towards i n d u s t r i a l  concen t ra t i on .  R e c o n s t i t u t i o n  o f  t h e  P r i v a t i z a t i o n  
Commission -- w i t h  an honest and ab le  o f f i c i a l  a t  i t s  head -- i s  an 
encouraging move towards ensur ing  g r e a t e r  t ransparency.  The Monopoly Con t ro l  
A u t h o r i t y  has been i nves ted  w i t h  g r e a t e r  powers t o  p reven t  c o l l u s i v e  behav io r .  
A lso,  p r i v a t i z a t i o n  proceeds w i l l ,  hencefor th ,  be s o l e l y  used t o  r e t i r e  t h e  
p u b l i c  deb t .  We hope t h a t  t h e  new government w i l l  c on t i nue  w i t h  such 
s t r eng then ing  o f  i t s  i n s t i t u t i o n a l  response c a p a b i l i t i e s .  

F i s c a l  D e f i c i t s :  Other  impor tan t  i n i t i a t i v e s  o f  t h e  p rev i ous  government aimed 
a t  r e s t o r i n g  p r i v a t e  s e c t o r  con f idence  and investment i nc l uded  impor t ,  
investment  and exchange r a t e  l i b e r a l i z a t i o n .  An immediate response was 
e x h i b i t e d  by t h e  surge i n  investment,  impor t  and s tock  exchange a c t i v i t y  and 
by t h e  r a p i d  growth i n  f o r e i g n  cur rency  accounts.  Th i s  t r end ,  however, proved 
t o  be s h o r t - l i v e d ,  a  v i c t i m  t o  p o l i t i c a l  i n - f i g h t i n g ,  l aw and o rde r  problems, 
and i n t i m i d a t i o n  o f  t he  e l e c t e d  government by t he  es tab l i shment .  However, t h e  
main h indrance t o  macroeconomic s t a b i l i t y ,  economic investment  and growth 
proved t o  be t he  government's own f i s c a l  excesses. 

The GOP/World Bank/Fund P o l i c y  Framework Paper, August 1993, i n d i c a t e s  t h a t  
Pak i s t an ' s  budget d e f i c i t  s tood a t  an a la rming  7 . 7 %  o f  GDP i n  PFY 1992-'93. 
Whi le t h e  f l o o d s  i n  t h e  summer o f  1992 l e d  t o  unforeseen revenue losses  and 
a d d i t i o n a l  expend i tu res  f o r  r e h a b i l i t a t i o n  and r e c o n s t r u c t i o n ,  t h e  e l e c t e d  
government g r e a t l y  exacerbated t h e  problem through i t s  absence o f  f i s c a l  
r e s t r a i n t .  I n  a  c l i m a t e  o f  reduced f o r e i g n  resource i n f l o w s  and s tagnant  t a x  
revenues, i t  r e s o r t e d  i n c r e a s i n g l y  t o  i n f l a t i o n a r y  f i n a n c i n g  and bank 
borrowing,  which crowded o u t  p r i v a t e  sec to r  investment and c rea ted  
i n f l a t i o n a r y  pressures.  Pak i s t an ' s  i n t e r - g e n e r a t i o n a l  deb t  l i a b i l i t y  
con t inued  t o  b u i l d  up r a p i d l y ,  pos ing a  t h r e a t  t o  macroeconomic s t a b i l i t y  and 
t o  f u t u r e  investments  i n  phys i ca l  and human resources.  



We are relieved that the caretaker government has rapidly instituted immediate 
and necessary fiscal checks. These include a combination of tax and 
institutional measures designed to broaden the tax base, increase its yield 
and reduce its bias against the poor. The most important and politically 
courageous of these measures is the tax on agricultural income and wealth. 
Continued political commitment will be required to tap the full potential of 
this revenue source. If this will can be demonstrated, the current trend 
towards improvement of the balance between direct and indirect taxes will be 
accelerated. 

Improvement of tax administration and documentation of economic transactions 
are further aimed at increasing transparency, effectiveness and accountability 
of the tax collection process. The government has initiated a survey of urban 
property aimed at evaluating its tax potential. It is examining the 
implications on the industrial sector of reducing maximum tariff rates to 35%. 
These studies are expected to yield additional tax recommendations that will, 
clearly, need sustained commitment to be implemented. 

Government Spending Priorities: We strongly endorse the interim government's 
efforts to contain recurrent expenditure. This is a category where the 
previous government was routinely extravagant, despite Pakistan's 
traditionally high defense and debt servicing requirements. Trimming 
recurrent expenditures through closure of superfluous foreign missions, 
reduction of federal departments, user-cost recovery and elimination of 
subsidies are -- under present circumstances -- critically necessary 
decisions. We hope they will remain politically and administratively viable. 

With regard to development expenditure, the elected government had 
demonstrated a strong commitment to the SAP. In addition, its success in off- 
loading state enterprises freed up funds for development. Still, on balance, 
its development plans lacked rationality, with the SAP becoming a casualty of 
financial extravagance. We are pleased by the caretaker government's 
realistic approach in deferring some of the larger construction projects. 
This will release funds for the implementation of the SAP, which continues to 
remain a high priority on the development agenda. The government's enlarged 
mandate for privatization also indicates that it expects and encourages the 
private sector to participate actively in the critical areas of energy, 
transport and communication. 

The Policy Framework Paper stresses that the need to restore macroeconomic 
stability takes precedence over -- and is a pre-condition to -- attempting 
reforms of a structural or sectoral nature. Fiscal and' current account 
deficits, a1 ready at unsustainabl e 1 eve1 s, became even 1 arger in PFY 1992-'93, 
further increasing Pakistan's internal and external indebtedness. The recent 
fiscal measures and spending controls aim to reverse this trend. A further 
requirement of macroeconomic stabilization is price stability, as it 
strengthens business confidence and prevents the erosion of real incomes. In 
this regard, the recent rise in interest rates was appropriate. It also 
underscores the caretaker government's resolve to allow the State Bank more 
autonomy in pursuing independant monetary pol icies. We hope that future 
governments will not allow a reassertion of Finance Ministry controls on 
monetary pol i c y  or a reversion to traditional inflationary financing 
practices. 



Price Control s and Subsidies: We are encouraged that the caretaker 
government has continued with earlier initiatives taken in decontrolling the 
prices of utilities, fuels and foodstuffs. There is growing recognition that 
subsidies are fiscally unsustainable, preempt scarce credit, impact marginally 
on the poor, and distort the allocation of resources. 

With the discontinuation of federal funding for WAPDA's development schemes, 
higher e1ectric.i ty prices are a logical. sel f-financing recourse and will a1 so 
allow WAPDA to cover higher fuel costs. This does not, however, absolve 
management of the responsibility to cut transmission and distribution losses. 

Tying petroleum prices to exchange rate movements is appropriate in the light 
of Pakistan's high import dependance on fuel. The increase in petroleum and 
gas prices is also a necessary incentive, aimed at producing long-term self- 
sufficiency in energy production. 

The previous government was committed to increasing prices of wheat and edible 
oil and fertilizer prices to international levels, but was unable to do so 
because of political exigencies. The caretaker government's decision in this 
regard represents a move towards border prices and provides the right signals 
to farmers to increase production. 

Devaluation of the exchange rate by 20% over the last six months has proved 
controversial in view of the perceived inelasticity of Pakistan's imports and 
exports. It is too early to gauge the impact of this measure on the trade 
balance, but the effect on domestic prices has been noticeable and immediate. 
Although partly driven by the textile industry's desire to retain its export 
market share, the primary purpose of this measure is to arrest the 
appreciation of the real exchange rate which occured over the past three years 
as a result of a surge in domestic inflation. 

We share the concern that the increases in administered prices and exchange 
rates will generate cost-push inflation in the short-term. But freeing prices 
and production are key elements of a sound structural adjustment strategy. It 
is also important that these policies not be reversed once an elected 
government assumes power and that inflationary tendencies be essentially 
curbed through monetary adjustment. The focus should be on extending the 
inflation adjustment measures currently being initiated, such as the 
institution of social safety nets and tariff reductions -- as for instance, in 
the case of sugar. 

Population Growth: A strengthened political commitment' to family planning has 
been evident since 1991, which is reflected in increased budgetary allocations 
for the federally funded Population Welfare Program. The caretaker government 
has reinforced this commitment by protecting the Ministry of Population 
Welfare budget for PFY 1994, when other ministry programs are being slashed as 
part of its efforts to restore fiscal balance. (Even more important, such 
fiscal restraint has allowed substantially increased funding for the GOP's 
high-priority SAP.) 

Important pol icy initiatives include integration of family planning into the 
health delivery system to increase client accessibility, and launching of an 
Accelerated Family Planning Program. This program aims to recruit and train 
village workers to provide family planning information and services in their 



communities. But several critical measures still need to be taken to increase 
the deplorably low contraceptive prevalence rate, as well as to assure 
institutional sustainability. These include: 

- An uninterrupted supply of contraceptives 

- Decentralization of programmatic control by the federal government to 
provincial and district level implementing bodies 

- Application of functional monitoring and program implementation 
techniques at the federal, provinci a1 and district level 

- Relaxation of controls on private sector activities, to enable both non- 
profit and for-profit organizations to contribute fully to the program. 
In this context, this means privatizing the NGO Coordinating Council 
(NGOCC), thereby allowing it to make administrative, financial 
management and programmatic decisions independantly for the NGO 
commun i ty 

Health: Although impressive progress had been made in the past decade in 
establishing programs for immunization, control of diarrheal diseases, 
management of acute respiratory infections and malaria, the gains that have 
been made are now clearly at risk. GOP funding for the health sector 
continues to be far too low. Further, the vertical organization of health 
programs is neither efficient nor cost-effective. 

Most of the government's health budget continues to be allocated for expensive 
high-level care, rather than for simple preventive health programs, for which 
funding is desperately needed. The GOP, with USAID support, recently 
completed a series of studies on health financing. The studies identified 
ways in which the private sector can assume more of the responsibility for 
higher-level care, so that the government can reallocate more of its own 
budget for primary health care and improve the quality, coverage and 
sustainability of child survival programs. 

Assured funding for SAP for PFY 1993-'94 will partly redress the financial 
neglect of the health sector as well as ensure more attention to preventive 
health programs. This should dovetail neatly with and support the independant 
programs of donors focussing on primary interventions. 

Education: Overall education indicators for Pakistan remain extremely poor. 
In 1990, the officially stated literacy rate was approximately 35% and for 
females it was 21%. With population growing over 3%, there is increasing 
pressure on an education system already plagued by deficiencies and scarcity 
of resources. 

The SAP has begun to address the major anomalies in the education system, 
which are not only of a financial and administrative nature, but reflect 
stifling cultural inhibitions as well. The policy reform agenda, 
which seeks to address these constraints, has made a promising start. Accross 
provinces, progress has been reported on reversing gender discrimination in 
primary school enrolments, unifying the administration of male and female 
education, accelerating recruitment and training as well as providing 
incentives for female teachers. However, more transparency needs to be 



assured,  f o r  example, t h r o u g h  s t r i c t  adherence t o  o b j e c t i v e  schoo l  s i t e  
s e l e c t i o n  c r i t e r i a .  

These a r e  some o f  t h e  p r e l i m i n a r y  b u i l d i n g  b l o c k s  o f  a  s t r o n g  and s u s t a i n a b l e  
e d i f i c e  i n  t h e  e d u c a t i o n  s e c t o r .  A l so ,  f i n a n c i n g  o f  e d u c a t i o n  under  t h e  SAP 
has improved a p p r e c i a b l y  i n  PFY 1993- '94.  However, s u c c e s s f u l  i m p l e m e n t a t i o n  
o f  s t r u c t u r a l  r e f o r m s  i n i t i a t e d  w i l l  r e q u i r e  a  s t r o n g  and ongo ing  p o l i t i c a l  
commitment as w e l l  as good governance a t  t h e  depar tmen ta l  l e v e l .  

The r e p o r t  on SAP, p r e p a r e d  by  t h e  government o f  P a k i s t a n  f o r  t h e  S p e c i a l  
Donors Mee t ing ,  c o n f i r m s  t h e  i n c r e a s e d  f i n a n c i a l  a l l o c a t i o n s  f o r  SAP i n  PFY 
1993-'94, r e i t e r a t e s  t h e  government 's  commitment t o  t h e  p o l i c y  r e f o r m  and 
i m p l e m e n t a t i o n  agenda, and a f f i r m s  t h a t  t h e  SAP w i l l  r ema in  an i n t e g r a l  p a r t  
o f  t h e  soon-to-be r e l e a s e d  E i g h t h  F i v e  Year P l a n .  

N a r c o t i c s :  N a r c o t i c s  m a t t e r s  rema in  a  g r a v e  conce rn  t o  t h e  U n i t e d  S t a t e s  
Government. I n  t h i s  r e g a r d ,  we app laud t h e  a g g r e s s i v e  and b o l d  a c t i o n s  o f  t h e  
c a r e t a k e r  government,  n o t  o n l y  t o  h i g h l i g h t  t h e  p rob lem b u t  t o  c o n f r o n t  t h e  
d i f f i c u l t  and p o l i t i c a l l y  s e n s i t i v e  i s s u e s  r e l a t e d  t o  i t  head on.  P o l i t i c a l  
w i l l  i s  t h e  c o r n e r s t o n e  o f  a  s u c c e s s f u l  c o u n t e r - n a r c o t i c s  agenda. The USG i s  
h o p e f u l  t h a t  t h e  e l e c t e d  government w i l l  n o t  o n l y  m a i n t a i n ,  b u t  a c c e l e r a t e  t h e  
p o s i t i v e  momentum g e n e r a t e d  under  t h e  c a r e t a k e r  government.  

Over t h e  l o n g  h a u l ,  t h e  t r a c k  r e c o r d  o f  p r o d u c t i o n ,  i n t e r d i c t i o n  and 
apprehens ion  i s  e x t r e m e l y  t r o u b l  i n g .  We c o n t i n u e  t o  be d i s t r e s s e d  by t h e  l o w  
i n c i d e n c e  o f  d r u g  s e i z u r e s ,  t h e  d i s t u r b i n g  re-emergence o f  poppy c u l t i v a t i o n  
i n  a reas  wh ich  have been r e c i p i e n t s  o f  s i g n i f i c a n t  l e v e l s  o f  dono r  a s s i s t a n c e ,  
and t h e  f reedom a l l o w e d  t o  m a j o r  d r u g  t r a f f i c k e r s  t o  a c q u i r e  economic and 
p o l i t i c a l  i n f l u e n c e .  The e l e c t e d  government must p roceed more a g g r e s s i v e l y  t o  
r e s o l v e  t h e s e  i s s u e s .  

A t  t h e  same t i m e ,  we encourage g r e a t e r  a t t e n t i o n  o f  t h e  donor  community t o  
t h e s e  concerns ,  wh ich  we r e c o g n i z e  a d v e r s e l y  a f f e c t  o v e r a l l  deve lopment  
e f f o r t s  and o u r  e f f o r t s  t o  h e l p  deve lop  and s t r e n g t h e n  d e m o c r a t i c  
i n s t i t u t i o n s .  We s u p p o r t  t h e  p r o p o s a l  t o  examine t h e  n a r c o t i c s  i s s u e  
t h o r o u g h l y  a t  n e x t  y e a r ' s  mee t ing .  

Env i ronment :  We r e c o g n i z e  t h a t  P a k i s t a n ' s  development depends h e a v i l y  on i t s  
env i ronmen ta l  and n a t u r a l  r e s o u r c e  base.  The c o u n t r y ' s  f u t u r e  food,  s h e l t e r  
and c l o t h i n g  needs must be met f r o m  e x i s t i n g  r e s o u r c e s  now under  i n c r e a s i n g  
s t r e s s  f r o m  r a p i d  p o p u l a t i o n  g r o w t h .  P a k i s t a n ' s  N a t i o n a l  C o n s e r v a t i o n  
S t r a t e g y  (NCS) p u t s  f o r w a r d  a  b l u e p r i n t  t o  advance development w h i l e  
c o n s e r v i n g  and p r e s e r v i n g  s c a r c e  r e s o u r c e s .  The NCS s t r e s s e s  c o n s e r v a t i o n ,  
s u s t a i n a b i l i t y  and e f f i c i e n t  management o f  resou rces  w h i l e  r e c o g n i z i n g  t h e  
impor tance  o f  reduced p o p u l a t i o n  g rowth .  S t r o n g  and w e l l  o r c h e s t r a t e d  
commitments by t h e  GOP and donor  community a r e  needed t o  ensu re  a  s u c c e s s f u l  
NCS i m p l e m e n t a t i o n .  

A i d  U t i l i z a t i o n :  We r e c o g n i z e  t h e  concern  wh ich  m a j o r  dono rs  and t h e  
Government o f  P a k i s t a n  share ,  r e g a r d i n g  t h e  e f f e c t i v e  and t i m e l y  u t i l i z a t i o n  
o f  dono r -p rov ided  funds  and t h e  p r o v i s i o n  o f  c o u n t e r p a r t  r e s o u r c e s .  The 
U n i t e d  S t a t e s  Government 's  economic a s s i s t a n c e  t o  P a k i s t a n  has by -and - la rge  
n o t  been a f f e c t e d  by t h e  b o t t l e n e c k s  wh ich  o t h e r s  have e x p e r i e n c e d .  T h i s  i s  
due p r i m a r i l y  t o  t h e  f a c t  t h a t  o u r  l a r g e  a s s i s t a n c e  packages o f  t h e  1980s were  



suppor ted  by commensurate s t a f f i n g  l e v e l s ,  wh ich  a l l o w e d  us t h e  l u x u r y  o f  
h a v i n g  on t h e  g round  an a d e q u a t e l y  s i z e d  a d m i n i s t r a t i v e  and t e c h n i c a l  s t a f f  o f  
Amer icans and P a k i s t a n i s  w o r k i n g  f u l l - t i m e  w i t h  government c o u n t e r p a r t s  t o  
a v o i d  o r  overcome i m p l e m e n t a t i o n  c o n s t r a i n t s .  A t  t h e  c e n t r a l  l e v e l ,  t h e  GOP 
had a l s o  p r o v i d e d  f o r  an e n t i r e  and w e l l - s t a f f e d  u n i t  ( t h e  U.S.  Wing) w i t h i n  
t h e  Economic A f f a i r s  D i v i s i o n  t o  assu re  c l o s e  c o o r d i n a t i o n  and, i m p o r t a n t l y ,  
t h e  a l l o c a t i o n  o f  c o u n t e r p a r t  r e s o u r c e s .  D u r i n g  t h i s  phase-out  p e r i o d ,  we 
have c o n t i n u e d  t o  b e n e f i t  f r o m  t h e s e  e a r l i e r  c i r cums tances ,  as b o t h  p a r t i e s  
a r e  focussed  on r a p i d  drawdown o f  o u r  g r a n t  p i p e l i n e ,  l e s t  i t  s i m p l y  l a p s e  and 
become u n a v a i l a b l e  f o r  use i n  P a k i s t a n .  

Bu t  t h e s e  c i r cums tances  a r e  e s s e n t i a l l y  o f  t i m e s  p a s t .  f n c r e a s i n g l y ,  
governments a r e  b e i n g  asked t o  c o n t r i b u t e  m'ore i n  t h e  way o f  c o u n t e r p a r t  
f u n d i n g .  And i n  a  g l o b a l  env i ronmen t  where o p e r a t i n g  r e s o u r c e s  and s t a f f  
s i z e s  a r e  s h r i n k i n g ,  o r  a t  b e s t  r e m a i n i n g  s m a l l ,  no donor  i s  l i k e l y  t o  e n j o y  
access t o  a  l a r g e  p o o l  o f  s p e c i a l l y  d e s i g n a t e d  donor-employed pe rsonne l  t o  
work  f u l l - t i m e  on p r o j e c t  i m p l e m e n t a t i o n .  T h i s  s u p p o r t  must  be p r o v i d e d  b y  
t h e  Government and, indeed,  t h i s  i s  as i t  s h o u l d  be, g i v e n  t h a t  t e c h n i c a l  
e x p e r t i s e  i s  i n c r e a s i n g l y  a v a i l a b l e  w i t h i n  r e c i p i e n t  c o u n t r i e s  and w i t h i n  
governments .  And c e r t a i n l y  t h i s  i s  t r u e  o f  P a k i s t a n .  

The r e f o r m s  aimed a t  improved a i d  u t i l i z a t i o n  wh ich  t h e  GOP has proposed a r e  
t i m e l y  and most  a p p r o p r i a t e .  U s i n g  t h e  t a l e n t  t h a t  a l r e a d y  e x i s t s  w i t h i n  t h e  
GOP and o r g a n i z i n g  i t  b e t t e r  by c l e a r l y  d e s i g n a t e d  a u t h o r i t i e s  and 
r e s p o n s i b i l i t i e s ,  by  t i m e l y  appo in tments ,  and by l i m i t i n g  s t a f f  t u r n o v e r  w i l l  
a l l  p romote  b e t t e r  u t i l i z a t i o n .  Such improvements,  combined w i t h  improved 
f i n a n c i a l ,  budget  and p r o c e d u r a l  r e f o r m s ,  w i l l  c e r t a i n l y  p romote  more r a p i d  
economic g r o w t h .  The U .S .  Government s t r o n g l y  endorses  t h e  i m p l e m e n t a t i o n  o f  
t h e  A c t i o n  P l a n  agreed between t h e  GOP and t h e  Wor ld Bank w h i c h  recommends 
t h e s e  and o t h e r  i m p o r t a n t  changes. 

Conc lus ion :  I n  c o n c l u d i n g ,  we express  o u r  s t r o n g  s u p p o r t  f o r  t h e  c a r e t a k e r  
government 's  economic package aimed a t  e n s u r i n g  macroeconomic s t a b i l i t y ,  and 
t h u s  c r e a t i n g  a  more c o n d u c i v e  c l i m a t e  f o r  s t r u c t u r a l  and s o c i a l  s e c t o r  
r e f o r m .  The package i n c l u d e s  many b o l d  s t e p s  wh ich  p r e v i o u s  e l e c t e d  
governments were p r e v e n t e d  f r o m  t a k i n g ,  f e a r i n g  r e s i s t a n c e  f r o m  b o t h  t h e  
pub1 i c  as w e l l  as f r o m  v e s t e d  i n t e r e s t s .  But  p o p u l a r  r e s i s t a n c e  t o  t h e  
package has been m i n i m a l .  T h i s  i s  p r i m a r i l y  due t o  t h e  government 's  image o f  
i n c o r r u p t i b i l i t y  wh ich  has touched a  r e s p o n s i v e  c h o r d  among t h e  p e o p l e .  F o r ,  
perhaps,  t h e  f i r s t  t i m e  i n  P a k i s t a n ' s  h i s t o r y  t h e y  a r e  w i t n e s s i n g  a  c l e a n s i n g  
p rocess  wh ich  has s t r u c k  f e a r l e s s l y  a t  t h e  r i c h  and t h e  p o w e r f u l .  W h i l e  t h i s  
p rocess  has i n  many ways engendered a  c l i m a t e  f a v o r a b l e  t o  t h e  s u s t a i n a b i l i t y  
o f  r e f o r m s ,  P a k i s t a n ' s  economic and s o c i a l  p rob lems rema in  f a r  f r o m  o v e r .  We 
hope t h a t  t h e  f u t u r e  e l e c t e d  government w i l l  c o n t i n u e  t o  b u i l d  upon t h e  new 
measures w h i l e  m a i n t a i n i n g  t h e  essence and s p i r i t  i n  w h i c h  t h e y  were 
under taken .  



SOCIAL A C T I O N  PROGRAM 
COMMENTS ON THE SAP DOCUMENT PRESENTED TO THE 

S P E C I A L  DONORS' CONFERENCE 
26 SEPTEMBER 1993 

I t  i s  with real  pleasure t h a t  we take  t h i s  opportunity today t o  r e f l e c t  upon the  
remarkable progress we have seen in Pakistan 's  the Social Action Program (SAP). 
A t  the  l a s t  consortium meeting, the  SAP was discussed as  a  good idea.  Today, i t  
i s  a  r e a l i t y .  The document prepared by the  GOP f o r  t h i s  special  donors meeting 
lays  out the  tangible  f i s c a l  and physical progress each province has made on 
implementing SAP in the  l a s t  year .  The c r e d i t  f o r  t h a t  Vrogress l i e s  primari ly 
with the  federal and provincial governments t h a t  have spent a  g rea t  deal of time 
and e f f o r t  in transforming t h a t  "good idea" in to  s p e c i f i c  pol icy i n i t i a t i v e s  and 
budget items. Credit a lso  goes t o  the  donors, under the  leadership  of the  World 
Bank, who f o r  the  f i r s t  time have organized themselves t o  work co l l abora t ive ly  
in the  socia l  sec tors  and t o  jo in  forces with the  federal  and provincial 
governments in a  coherent and concentrated program. 

The focus of the  SAP on the  areas of primary education, primary heal th c a r e ,  
family planning and rural  water supply and san i t a t ion  has always been c l e a r .  The 
funding f o r  the  program, p a r t i c u l a r l y  the  question of donor-government 
addit ional  i t y ,  was, a t  the  beginning, a  cause of some confusion. Today, however, 
i t  i s  c l e a r  tha t  each province will  a l l o c a t e  a  g rea te r  share of i t s  development 
and recurrent  budgets as described in the  soon-to-be released Eighth Five Year 
Plan t o  the  p r i o r i t y  programs of the  SAP. And the donors, p r inc ipa l ly  the  World 
Bank and Asian Development Bank, are  appraising how much addit ional  support wi l l  
be necessary t o  meet the  annual requirements of the program. 

By way of b r i e f l y  introducing t h i s  top ic ,  I  would 1 i  ke t o  high1 ight  a  few points:  

- F i r s t ,  correc t ing  po l i c i e s  t h a t  hinder growth in the  socia l  sec to r s  need 
not wait f o r  addi t i  onal resources.  Indeed, several provinces have made 
notable progress in removing r e s t r i c t i v e  regula t ions  and p rac t i ces .  The 
decision i n  almost a l l  the provinces t o  open enrollment a t  a l l  primary 
schools t o  both boys and g i r l s  i s  an example of what can be done t o  
improve access without increasing cos t s .  

- Secondly, much more can be done now by enlightened and dedicated l eaders ,  
a t  both the federal  and provincial l e v e l ,  t o  demonstrate the  absolute 
imperative of making social  services  be t t e r  and more ava i l ab le  t o  the  
people of Pakistan. For example, continued progress in the  population 
program requires  more open and v i s i b l e  commitment by p o l i t i c a l  l eader s ,  
re1 axation of government control of pr iva te  sec to r  family pl anning 
a c t i v i t i e s  and more a t t en t ion  t o  public information programs. 

- Third, another important act ion t h a t  can happen now in the  education and 
heal th sec to r s ,  as  well as  in population, i s  t o  reduce the  in ter ference  by 
pol i t  i c i  ans in program operations . For exampl e ,  the  i  nvol vement of 
pol i t i c i a n s  in recrui tment,  t r a n s f e r s  and promotion of f i e l d  s t a f f ,  as  
well as in se lec t ion  of s i t e s  f o r  schools and heal th  f a c i l i t i e s  r e s u l t s  in 
poor performance, high absenteeism and the  absence of f a c i l i t i e s  in areas 
where they are most needed. 



I have chosen, qu i t e  del ibe ra tc ly ,  t o  high1 ight  three  points  t h a t  do not requi re  
addit ional  funds. We a re  a l l  aware t h a t  the  social  sec to r s  in Pakistan have been 
neglected and t h a t  addit ional  government and donor funds a re  needed t o  catch u p .  
Hopefully, over the  course of the  next year  we will  see s p e c i f i c  evidence t h a t  
t h a t  budgetary imbalance i s  being correc ted .  However, the  Social Action Program 
wi l l  f a i l ,  even with addit ional  resources,  i f  the  commitment and p o l i t i c a l  
leadership of the  Government of Pakistan f a l t e r s .  

The United S ta tes  and o ther  ass is tance  donors congra tu la te  the  Government o f  
Pakistan on the seriousness and dedicat ion with which i s  has pursued the  
i n i t i a t i o n  of .the Social Action Program. We consider the  SAP the  best  instrument 
avai lable  t o  make a  s i g n i f i c a n t  d i f f e rence  in the  socia l  sec to r  p r o f i l e  of 
Pakistan. We pledge t o  work ene rge t i ca l ly  with you over the  next year  t o  
implement the  plans t h a t  you have prepared over the  past  several 
months and have presented today. 


