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BY THE COMPTROLLER GENERAL
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U.S. Assistance To Pakistan
Should Be Reassessed

Department of State
Agency for International Development

This report discusses problems impeding the - -
economic development of Pakistan and
efforts of the U.S. and Pakistan to reimedy
these problems. Although various actions have
been taken, problems still exist in the areas of
external debt, defense spending, food pro-
duction, use of emergency funds, fixed-cost
reimbursement, and malaria contiof.

U.S. bilateral assistarce programs should be
reexamined along with consideration of other
means 1o help Pakistan over the longer term.
Possible alternatives are the increased use of
multilateral assistance and achievement of a
coordinated commitment by developed
nations 1o ensure Pakistan a reasonable

. market for qoods resulting from assistance to

develon its resources and praductivity.
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COMPTROULLER GENERAL OF THE UNITED STATES
WASHINGTON, L.C. 20848

B-173651

To the President of the Senate and the
2 Speaker of the House of Representatives

This report discusses basic factors contributing
to Pakistan's general economic condition and the need
to reassess the United States assistance proaram for
Pakistan.

We made our review pursuant to the Budget and
Accounting Act, 1921 {31 U.s.C. 53}, and the Accounting
and Auditing Act of 1950 (31 U.S.C. 67).

We are sending copies of this report to the Director,
Office of Management and Budget, the Secretary of State,
and the Administrator of the Agency for International
Development. ’

Lt in (4.
Comptroller General
of the United States
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The U.S. continues to provide Pakistan
with substantial amounts of economic
assistance~-an estimated $174 million

for fiscal year 1976. Pakistan, however,
has not taken sufficient action to improve
its general economic condition.

Pakistan has not resolved basic factors
contributing to debt problems and maintains
a high level of military spending, which
detracts from funds available to develop
its ratural resovrces.

Furthermore, Pakistan’s policies discourage
increased food production.

The Agency for International Development
regquested funds for disaster relief
purposes, but some of these funds were
used to replace regular development
assistance funds which had been used
elsewhere.-

It also applied its fixed-cost-reimburse-
ment method to rertain projects without
reaching agreement on the amcunt of reim-
bursement before work began.

Thé Agency entered into a large new melaria
progrem, but Pakistan has not demonstrated
the necessary continued support for such
program., :

Details of problems noted

Debt problems

Pakistan announced in April 1971 that it
no longer could servicé its external debts,
totaling about $4.6 billion. An Aid-~to-
Pakistan Consortium, including the 0.S5.,

Year Shest. Upon removal, the . © ID-76-36
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provided partial -debt rescheduling and,
in June 1974, rescheduled additional
debt owed its members.

Pakistan has adopted some economic
reforms recommended by the Consortium -
but, unléss more are adopted, f{urther

debt rescheduling may be needed. In

the longer run, Pakistan must increase

its exports to make sufficient foreign
exchange available to pay for needed
imports and deut servicing.

The value of debt relief is not included |
=3 part of AID's foreign assistance :
appropriation requests to Congress.
Furthermore, the U.S5. has little to

say about how the country granted

such relief uses its foreign exchange.

The Department of State and the Agency
for International Development maintain
that debt relief should not be eguasted
with assistance since tn=2 rescheduling
only constitutes temporary acquiescence '
in nonpayment of resources the debtor does’
not currently have. we believe, however, |
that debt relief is a form of assistance

to the extent that it releasas a country's
resources for o*her purposes. {(See ch. 2.)

Defense spending

Pakistan's fiscal year 1975 defense spending
was budgeted at about $564 millicn--about

45 parcent of its estiumated domestic
revenues. This high level of defense
spending detracts from funds needed for

the long-term development of its natural
resources.

U.8. economic aid makes a higher level of
defense expenditure mossible to the extent
that Pakistan would have to use its own
revenues for these burposes

The Department of State and Agency for
International Development agree that
Pakistan's defense spending should fully
be considered in determining aid levels.
(See pp. 16 to 18.)
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Government pelicies discourage
‘increased food production

-

Price and marketing controls and other
Pakistan policies, together with the avail-
ability of Public Law 4060 commodities,
have combined to discourage increased
food production. &s a result, Pakistan

“imported significant amounts of food

and fertilizer in fiscal year 1975, com-
pounding its serious debt situation.

The Department of State and Agency for
International Development agree that,
before providing concessional assistance,
the U.S. must satisfy itself that related
self-help measures are being carried

out by the recipient government and that
providing such assistance would not con-
tribute to the continuation of policies
which discourage increesed food production,
{See pp. 24 to 31 and 61.)

Fixed-cost reimbursement

To assist Pakistan reconstruct small
rural facilities damaged in the flood,
the Agency for International Development
provided a $27.5 million grant under

its fixed-cost reimbursement method.

Under this method the Agency and the
grant recipient agree that, after a
project has been satisfactorily completed
according to specifications and the Agency
has inspected the project, the Agency

will pay a previously agreed fixed amount
tc that government.

However, lendthy delays in implementing
this grant largely nullified the method's
advantages. Reimbursement reguests will
most likely be based on actual cost
rather than on predetermined amounts.

The Agency said that, due to the need
for timely rehabilitation, Pakistan,

_with its concurrence, proceeded with

the construction of certain projects

Tear Stieet iii
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after U.S. mission officials reviewed only
a sampling of desicns, specifications, and
cust estimates.

In addition, the grant agreement pro-
vided dollars for mostly local currency
costs In an excessS currency country, thus
resulting in a further U.S. balance-of-
payments drain. The Agency said that, in
the future, serious consideration would be
given to precluding this circumstance from
occuring. (See pp. 45 to 47.)

Malaria program

The U.S. has provided more than $27 million
to help Pakistan control malaria. However,
the program's objectives have not been
accomplished because Pakistan did not
provide sufficient financial ana political
support.

The Agency for International Development
has .authorized another $20 million loan
for malaria cr-atrol and told GAO that it
has assured itself of Pakistan's firm
commitment for the new program.

Pakistan might be more receptive to the
pragram and more resources and coordi-
nated_efforts might be available through
a multilateral program. (See p. 39.)

Disaster relief funds

GAO a2lso noted several instances vwhere
disaster relief funds, granted to help
Pakistan recover from 1973 floods, were
not effectively used. (See ch, 5.)

GAO's recommendations for improving
administration of assistance to Pakistan
are on pp. 13, 34, 42, and 51.
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CHAPTER )

INTRODUCTION

Pakistan is a relatively new country, gaining its
independence from the United Kingdom in 1947. It is a
rural, agricultural nation with a population of about
70 million. Wwheat is the main staple food. Agriculture
contributes more than 35 percent to Pakistan's $§7.9 billion
gross national product and employs about half the country's
work force. About B0 pernent of Pak:stan's foreign exchange
earnings come from agriculture and aqgro-based industries,
particularly cotton, cotton textiles, and rice.

Pakistan has adequate natural resouarces, except oil
and coal, to develop a viable economy. Suffic1eﬁt
revenues, however, have not been generated through taxes,
other domestic savings, and foreign trade to finance develop-
ment at a desirable rate. Conceguently, Pakistan has relied
heavily oa foreign assistance, and more than $9.$ billion
has been provided in the form of arants and loans! through
June 30, 1974 (see app. 1). The U.S. share has qecn almost

$4.9 billion (see app. 1I).

Ecoromic data prepared bv the Agency for International
Development (AID) Mission indicates that Pakistan'e

~-population has been increasing rapidly,
~--~underemployment is high and literaéy is low,

~-~crop yields and annual incomes remain among
the lowest in the worla,

--inflation has been runﬁing between 20 and
30 percent,

--poor health conditions still exist and diseases
such as malaria are again nearing epidemic
levels.

Recent economic growth has had better than a 6-percent
annual increase in gross national product, but the esti-
mated annual 3-percent population increase has negated
its economic benefits. Per capita income only increased
from about $100 in 1973 to $103 in 1974. '

Pakistan considers China to be its best friend because
of China's military, political, and diplomatic support,
and good relations with China are an essential element
of Pakistan's foreign policy. In recent years, Iran has

1
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substantially incrzased its support to Pakistan, and
relations between the two have improved. Pakistan's rela-
tions with other oil-producing export countries are also
good, and it maintains a bkasic relationship with Russia.

Pakistan's relations with Afguanistan and India,
however, have been complicated by longstanding contro-
versies, skirmisiies, and wars. Recent conventional
military equipment additions by India and Afghanistan
ant India's explosion of a nuclear device on May 18, 1974,
are of major concern to Pakistan Government officials.

The United States 1is conccrned for Pakistan's
well-being and security as well as for overall stability
on the subcontinent. The Indo~Pakistan war, -thich began
in September 1955, led to a U.S. policy of not selling
lethal equipment to eitter country. Indra has continued
its militarv development by turning to Russia. In February
1975, the United States informed the 'governments of India
and Pakistan that it had ended its embargo on the export
of lethal military equipnent and had effected a new policy
of considering reguests for arms exports for cash on
a case-by-case basis. The State Department emphasized that
this is.a cash-only policy aind that no eguipment will be
provided through grant nilitary assistance or on credit.
State also indicated that sales which will aftect the
overall strategic balance would not be in the interest of
the United States. -

POLITICAL AMD ECONCMIC CONDITIONS

Zulfikar Ali Bhutto, leader of the majority Pakistan
People's Party, gained control of the government on
December 20, 1971, after the military defeat in East Pakistan
and cease~-fire .with India. For the next several months,
President Bhutto, continuing to govern under martial law,
tried to bolster the morale of the Pakistanis, who were
shocked by -the military defeat and loss of half their nation,
Numerous military leaders were dismissed, several social
and economic reforms were enacted, and the civil service was

purged of alleged corrupt elements. Bhutto, under increasing

pressure to return to democratic rule, convened the first
diréctly -elected national assembly and lifted martial law.
A constitution was adopted in August 1973. The subsequent

naming of Bhutto as Prime Minister of Pakistan's democratically

elected majority party ended 16 years of military rule.

The platform of the Pakistan People's Party called To-
a mixed economy, with many industries being nationalizc.
and ornly minor industries continuing in the hands of private
enterprise. This platform was an attempt tc¢ eliminate the

3
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exploitation of the masses by a small group of energetic
businessmen, generally known as "the 22 families,” who had
- loeng controlled a vast majority of the natien's heavy
- industry.

Economic conditicns rebounded quickly after the war.
New markets were found tor commodities that previously
had- been shipped to East Pzkistan. The economy was growing
-at an impressive 7-percent rate when, in August 1973, the
worst floods in the century inundated more than 10 millicn
.acres and 10,000 villages.

Total damage was estimated at $600 million, with crop
~damage of $475 million. The United States provided about
$76 million to help Pakistan recover from this disaster.

" Despite the flocd damage, Pakistan estimated that the gross
national product stiil would increase by 5 percent. More
recent unofficial estimates place the fiscal year 1975
growth rate at 3 percent.

AID-TO~PAKISTAN CONSORTIUM

.

In Octecber 1960 the Aid-to-Pakistan Consortium,l/ %
chaired by the International Bank for Reccnstruction and
Development {World Bank), was formed for the purpose of PhL’~ cuv ©°
coordinating assistance to Pakistan. Other donors include
the People‘'s Republic «f China, Russia, Austria, Denmark,
and several East European countries and Middle East oil
producing countries,

AN
g

Consortivm members and Pakistan representatives meet
annually in Paris to discuss the world econemic situation
and Pakistan's current problems as reported by the World
Bank. Consortium members usually express their views about
" government policies affecting economic development and
agree on approximate levels of assistance for the coming
year . AID uses information from these discussions and
from the World Bank in developing bilateral U.S. assistance
programs for Pakistan.

The Consortium does not formally assign development
areas to specific member countries, but some informal
specialization does exist. There is an understanding that
some countries have a “comparative advantage" in certain
areas--that is, they have experience and capabilities to

1/ Consortium members include Belgium, Canada, France, the
Federal Republic of. Germany, Italy, Japan, the Netherlands,
Norway, Sweden, the United Kingdom, the United States,
World Bank Group, Asian Development Bank, Ford Foundation,
and United Natiors.
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better assist Pakistan in specific areas. For example,

_ the United States is specializing in agriculture. There
is general agreement that countries will not unilaterally
develop new programs in the specialized areas of other
countries.

In previous years, AID directed a large percentage of
its programs in Pakistan toward industrial development, and
an extensive pipeline of unexpended funds still remains to
support this sector of the econony. In keeping with the
congressional mandate stated in the Foreign Assistance Act
of 1973, AID has attempted to redirect its program emphasis
*> benefit the poorest majority and has emphasized agricul-
tural productivity and population and malaria control ‘
programs.
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CHAPTER 2

EXTERNAL DEBT RELIEF

The Government of Pakistan announced in April 1971
that it could no longer service all its external debts,
The debt total had reached $4.6 billion, fourth highest
among developing countries 1/, and Pakistan had the highest
debt to gross national product ratio among the 1. countries
having the largest external debts.

In 1972 and 1973, the Aid-to-Pakistan Consortium agreed
to reschedule part of the debt to help relieve some of
Pakistan's repayment problems. However, as debt problems
continued to increase, additional reschedullng became
necessary and each Consortium member agreed in June 1974
to reschedule some of the debt owed to it.

The need to reschedule debt has been attributed mainly
to the 1971 war with India and its effects. However, despite
this war, two basic long-term problems leading up to the
need to reschedule debt were Pakistan's reluctance to make
timely economic reforms proposed by the Aia~to-Pakistan
Consortium and its increasing reliance on hard-term borrowing
to finance economic growth. “Altlough some reforms were
adopted, such as the important 1972 currency devaluation,
some basic problems still exist and continue to contribute
to Pakistan's debt problems.

DEFAULT AND DEBT RELIEF

Before 1960 most foreign assistance from all sources
was in the form of grants or grant-type assistance. During
the 1960s the volume of foreign assistance increased, but
its composition changed to mostly loans and credits repayable
in foreign exchange. During 13%60-65, grant-type assistance
declined to 21 percent, and during 1965-70 it declined to
9 percent. This changing form of assistance reflected the
general pattérn of U.S5. assistance to developing countries
during the 1%60s.

The impact of the switch to loans was not felt immediately
because of the grace periocds provided. In the mid- and
late-1960s, when grace periods on a number of loans were

1/ Due td‘Ioan deobligations, partial cancellations, early
repayments, and other actions, precise figures on
outstanding debt are not readily available.



" expiring, debt service payments increased at an accelerating

rate and, since fiscal year 1961, have grown at an average
rate of 27 percent a year.

The average debt service ratio t) export earnings during
1960-65 was only 9.5 percent, but by 1969 the ratio had
reached 23.3 percent ot export earnings, well above the
20-~percent level generally considered dangerously high. The
debt service ratio continued to climb until it reached a
high of 34.5 percent during Pakistan's 1971-72 fiscal vyear.
During fisr.al years 1969-72, when the debt service to export
earnings catio was considered dangerously high, the United
States loaned Pakistan an additional $471 million. This was
done despite the fact that, ca the basis of an analysis of
debt service to earnings ratio, Pakistan's ability to repay its
current debts was guestionable. We found that AID requests
for loan funds during these years did not take into considera-
tion Pakistan's precarious financial position nor discuss
Pakistan®s debt problems or the fact that it may be unable
to pay the loans.

Th2 197 civil war between East and West Pakistan, which
culminated in the creation of an independent Bangladesh,
caused a new debt problem for Pakistan. It was evident that,
althowgh Pakistan was legally responsible for the total debt,
an eqguitable procedure needed to be worked out to divide the
debt between the two-.-countries.

. In April 1971, shortly after the beginning of the civil war,
Pakistan selectively stopped payments on about two-thirds of its
foreign delts because the burden on its limited foreign exchange
had become intolerable. Generally, Pakistan defaulted on debts
contracted within the Consortium group and continued to pay
debis cortracted outside the Consortium and to non-Consortium,
hard loa, , creditors. Some Chinese and Swedish non-Consortium

- loans were subsequently converted to grants.

In April 1972, after the civil war ahd the war with India
had ended, the Aid-to-Pakistan Conscrtium agreed to postpone
about $234 million in debt service payments over a 26-month
period ending June 1973. The U.S. share.of this debt relief
amounted to $51.2 million. This first temporary debt rescheduling
agreement, retroactive to May 1371, relieved Pakistan of responsi-~
bility for the default. It also gave Pakistan and Bangladesh
reascnable time to divide the disputed debt between them.
Meanwhile, Pakistan agreed to continue servicing the entire debt,
After a year, no progress had been made on the debt division
and a second short-term rescheduling of $107 miY¥lion extended
relief to Jure 30, 1974. To avoid inflicting an inequitable
penalty on pPakistan, the Consortium agreed that Pakistan need
not continue to make payments after June 30, 1974, for debts

-
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attributable to projects located in Bangladesh. The Consortium
said it would study the long-term debt problem and the
division between Pakistan and Bangladesh, with the objective
of providing a more permanent solution.

Payments postponed by the first two short-term agree-
ments were rescheduled over 1973 through 1977. These post-~
poned payments, plus payments normally due during that period,
created an unserviceable repaymeat burden. After receiving
the study of Pakistan's long-term debt problem from the World
Bank staff, the Consortium and Pakistan began negotiations to
seek a long-teim solution to the problem.

Most Consortium members, including the United States,
were opposed in principle to debt rescheduling. They agreed
to it, however, because of their continuing interest in
Pakistan's development and to avoid total default and allow
for extenuating circumstances. There was general adreement
that Pakistan, a country cut in half, was in a unique situation
and that some relief would be needed on concessionral terms,
On June 28, 1974, the Government of Pakistan and members of
the Consortium agreed to reschedule $650 miliion on terms
reflecting an average grant element of 62 percent. Each
Consortium member's rescheduled share was determined by
its share of Pakistan's debt to the whole Consortium. The
U.s. share, abcut $210million, was to be provided by
reschedulinc AID loans only.

Littie specific information was available on the terms
of debt relief provided by non-Consortium creditors, but
officials we contacted believe they provided equal or more
generous debt relief. China, for example, changed outstanding
loans of $110 million to grants,

SUGGESTED ECONOMIC REFORMS NOT ADOPTED

The Government of Pakistan was concerned with its external
debt problems as early as 1968 and requested long-term relief
from the Consortium. The changing composition of capital
inflows, uneven growth of export earnings, and budget management
problems affected the country's ability to ceo..tinue paying
principle and interest on its debts.

The Consortium did not provide any deht relief in response
to Pakistan's 1968 reguest; instead it recommended reforms
in fiscal and monetary policies, exchange rate systems, and
investment policies to correct the deteriorating economic
situation. Certain individual reforms in each area were
adopted, such as devaluing the rupee, abolishing the previously
existing system of multiple exchange rates, and introducing
measures designed to move toward a more liberal import policy.

8
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However, other reforms were not adopted, and thus continued

economic improvement was seriously affected. Public revenue
and savings are still inadequate, and the economy

suffers from low investment and productivity. These Iatter

problems were discussed in detail at the Consortium's

May 1975 meeting.

Public revenue and savings

A World Bank analysis of the third development plan
(FY 1965-70) showed that Pakistan had not done well in
rais:ng public revenues nor in increasing public savings
to finance needed development efforts.

Pakistun's ratio of tax proceeds to gross national
product grew from 8.4 percent to about 11 psrcent between
fiscal years 1965-74. However, based on international
comparisons, Pakistan'’s tax collections should have been at
least 15 percent of gross national product. The,tax struc-
ture remained 1ne1astlc by grantina tax concessions to the
fastest growing sections of the economy, agriculture and
manufacturing. For example, much dividend income was tax
exempt, tax holidays were granted on new investment, and
agricultural income was not taxed. To lurther encourage

-investment, even larger tax concessions were granted in

East Pakistan. There was a relative decline in d1rect
personal income taxation. ‘

Public savings declined from 1.8 percent of gross
national product in fiscal year 1965 to 1.4 percent by 1970
and had not increased by 1974. Despite low public revenues,
defense expenditures remained high, consistently egualing
more than 40 percent of Pakistan's self-generated revenues.

Investment and productivity

Import controls and industrial incentives favored
imports of capital equipment over raw materials, which
encouraged capital-intensive methods of production. This
policy minimized the use of labor, and underemployment was
and still is widespread. According to AID, these problems
were even more pronounced prior to the devaluation of the
rupee.

A system of high tariff barriers and low import quotas
created a protected domestic market. This proteection
attracted investment to import-substitution industries
rather than to export industries which must survive in the
highly competitive international market place. Tax-sheltered
investments could earn handsome returns in the domestic
market without maximizing production. The bias against raw
material imports also inhibited full use of manufacturzng
canaexty

2



) Another serious pie-1971 problem, overvaluation of the
_Pakistan rupee, has since been solved. Policy changes

also were made in other areas, such as the elimination of

" some foreign trade regqulations which had caused an imbalance
of investments.

FINANCING GROWTH WITH
HARD-TERM BORROWING

buring the 1960s, with debt service payments rising
steadily and availability of concessional assistance
leveling off, Pakistan borrowed more on hard terms. Creditor
countries generally recommended that hard-term loans should
"be no more than 20 percent of total borrowing. During the
1950s, hardterm borrowing averaged 23 percent; from 1961
to 1965 it totaled $754 million, or 32 percent; and from
1966 to 1970 it increased to more than $1 billion, or
39 percent of total borrowing.

‘In July 1972 a senior official in Pakistan's Ministry
of Finance listed "unbridled growthmanship" as one of the
basic causes of balance-of-payments problems, stating that:

“* * * too high an investment level has been
planned relatively (sic) to domestic savings,
financed mainly by increasing resource to foreign
aid. * * * Failing an inflow of aid on such a
massive scale, our export effort will become

_ practically mortgaged to servicing and repayment
of foreign debt., * * * Foreign aid-financed growth
has had another unfortunate effect insofar as
it compromised the domestic savings effort. * * *
It also follows that if a more intensive effort
had been made to mobilize domestic resources * * *
an equally high investment rate would not have
put as much strain on the balance of payments."

AID agreed that Pakistan had attempted to continue its
rapid economic growth with external assistance when the
borrowing terms were too hard. Although we believe this
course of action prejudices future repayment prospects, AID
" explained that: '

*pakistan, it seems to us, had no practical
alternative option. A deliberate slowing down

of the nation's development, and the continuance
of its peoples' poverty because of the unavail-
ability of external assistance at more rea unable
terms is simply not an available option for a
government dependent upon public support.,”

14
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AID did inform the Government of Pakistan that, if a
future debt problem was incurred by reason of borrowing on
short and hard terms from oil-producing export countries
or other sources, recourse for relief would have to be
‘those sources and not the United States or other creditors
who provided concessional assistance.

CURRENT DEBT SITUATION

Pakistan's debt burden remains hLeavy, and debt re-
scheduling has not solved its financial problems. Increased
prices of such essential imports as petroleum, fertilizer,
and food grains will reduce the foreign exchange available
for debt repayment and development. Commitmecats of new
assistance have increased, but the terms have not softened.

Many serious economic problems have not been resolved.
For example:

-~Tax collections, although increasing in absolute
terms, are projected to decline in terms of
gross domestic product and to remain well

. below the median for developing countries.

--Private investment in large scale industryv has
. not recovered from the sffect of the recent
nationalizations .and the excess manufacturing
- capacity created during the 1960s. Recent
indications are that some of this investment
has been redirected to light industry.

~--Some government policies do not provide incen-
tives needed to improve agricultural productivity.

These and other current problems and prospects are
discussed in more detail later.

Several oil-rich countries loaned Pakistan $700 million
in 1974 to help offset increased prices of oil imports. Most
of these loans are at low interest rates, have a few years of
grace, and have repayments terms ranging from B to 30 years.
In contrast, AID loans are to be repaid over 40 years.
Pakistan has had to borrow more than $200 million from the
International Monetary Fund on a short term basis. Although
these inflows of new assistance will help to finance rising
import costs and will further stimulate economic development,
the relatively short repayment ner1ods will soon affect
Pakistan’s balance of payments.

It Khas been estimated that the annual payments on
Pak:stan s external debt, even after rescheduling, will

1
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almost triple rrom 1975 to 1980, from $203 million to

$581 million. To maintain a 20-percent debt service ratio,
theretore, Pakistan's export earnings must more than double
in just 5 years--a growth rate of almost 18 percent a year,
Since exports increased only by an estimated 15 percent
during fiscal year 1975, Pakistan could fall short of
meeting an acceptable growth rate, which will affect its
ability to maintain the desired debt service ratio.

Pakistan's exports largely depend on cotton (raw, yarn,
and textiles) and rice. While AID Mission officirls agree
that the debt service ratio may again exceed 20 percent, they
are optimistic that Pakistan's export earnings wil! grow
sufficiently in the long run to meet debt repayments.

They s3aid that the ability to repay is a factor in AID's
lending decision and is reviewed by the developmen%
loan coamittee before approval.

Although the AID HMission is optimistic that Pakistan's
export earnings will grow, there is no guarantee, even with
Consortium nations, that Pakistan will have access, to suffi-
cient markets to make this a realistic goal. Perh%ps the
time has come for the world community to provide increased
markets for nations such as Pakistan in lieu of the temporary
help provided by direct assistance. As part of this con-
sideration, Pakistan would, of course, have to show more
progress toward instituting economic reforms. i

CONCLUS IONS

There is no gquestion that the 1971 hostility with
India contributed to Pakistan's debt problems. In our
view, however, more basic factors which are subject to
resolution, were Pakistan's (1) need to adopt reforms,
such as fiscal and monetary policies, revenue collection,
and investment policies proposed by the Aid-to-Pakistan
Consortium and (2) increasing reliance on hard-term borrowing
to finance econcmic growth, Unless appropriately dealt with,
these factors may create the need for future debt relief
and further debt rescheduling. Furthermore, Pakistan will
need to increase its exports so that sufficient foreign
exchange is available to pay for imports essential to expand

. its production and to service its debt.

Although Pakistan did not. adopt needed reforms, the
United States rescheduled the payments of debts owed the
United States. The United States has little to say regarding
how Pakistan uses its foreign exchange, and thus Pakistan was
able to use foreign exchange to the extent it remained )
available by this rescheduling for whatever purposes it deemed
appropriate. We recognize that sectiom 17 of the Foreign

. Assistance Act of 1973 (Public Law 92-189, Dec. 17, 1973)
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- contains comprehensive reporting requirements to keep Congress

informed of exzcutive activities on foreign debts owed the

"United States, but such rescheduling is not subject to the

constraints and restraints of the Act. AID has not guantified
these amounts in its Congressional Presentation Books nor
attempted to reach agreement with Pakistan on the use of
those funds vemaining available through debt rescheduling.

AGENCY COMMENTS

The Department of State and AID stated that debt relief
is a unique financial arrangement, involving complicated
relationships between the United States and other creditor
countries, and designed to enhance the overall U.S. creditar
position. Their position was that debt relief should not
be equated with aid, since the rescheduling only constitutes
temporary acquiescence in nonpayment of resources the
de=btor does not currently have. Accordingly,they believe
that debt relief is neither a method of avoiding budgetary
appropriations nor a policy instrument for providing
development assistance.

We believe, however, as stated in two previous reports
to Congress (Developing Countries External Debt and U.S.
Foreign Assistance: A Case Study, B-177988, May 11, 1973;
and United States Economic Assistance to Turkey, B-125085,
Sept. 16, 1974), that debt relief provides resources to:
assisted countries. Our position is based on the fact
that foreign exchange initially obligated for repayment
of debts, then freed through debt rescheduling, becomes
available to pay for needed imports.

RECOMMENLATIONS
We recommend that:

--The Secretary of State and the Administrator
of AID reassess the level of assistance to
Pakistan in view of the debt relief being
provided and Pakistan's need to resolve

" basic factors contributing to continuing debt
problems.

--The Administrator of AID, as part of the
annual budget justification, fully inform
Congress of the debt-servicing problems
and guantify the assistance value of debt
relief granted:

13
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As an alternative to direct assistance, which often
provides only short-term remedies, the Secretary of State
might well pursue the granting of preferential trade
arrangements to ensure increased markets for Pakistan's
geods if agreement can be obtained from other nations to
do likewise,
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CHAPTER 3

ECONOMIC PRO3LEMS AND PROSPECTS

If Pakistan's economy is to progress and its qual.ity of
life improve, U.S. bilateral efforts to heip its people
must be matched by a full commitment from its government.
In our view, the U.S. agencies that administer assistance
to Pakistan have not cobtained this commitment.

Agriculture is by far the largest sector of Pakistan's
economy. Both AID and the Government of Pakistan have made
self-sufficiency in food gyraihs, especially wheat, a top
development priocrity. AID stated that one of the central
purposes of U.S. assistance to Pakistan is to encourage
and assist Pakistan in significantly increasing 1‘1 food’
production., In this way, AID hopes to provide the benefits
of development to Pakistan's most disadvantaged pedple,
who have been virtually isolated from past economlc progress,
Increased production of cotton and rige, Pakistan' s principal
exports, is another major goal for alleviating balance of-
payments pr blenms, ;

i
Despite the importance of agriculture in Pakistan, yields
of major crops are among the lowest in the world and food
self-sufficrency is still years away. Agriculture problems~-
especially the lack of water and fertilizer--government
price control, nationalization, and tax policies have combined
to limit economic growth. In addition, increasing oil prices
have contributed to large balance-of-trade deficits and have
prompted Pakistan to accept relatively short--term loans from
oil-producing nations. A side effect of the worldwide petroleum
shortage has been an accelerated search for ¢il in Pakistan.

Although many economic problems still exist, Pakistan
has taken certain actions to overcome these problems. It
has recently initiated reforms in agriculture and farmer
credit, and there has been some acceleration of public
and private investments. Pakistan has strengthened its
economic ties with the Middle East oil-producing countries
and its trade ties with India. Also, there appears to be
some prospect for a slowdown in the inflation rate.

e an aiimas e

In addition to all the pressing civilian requirements,
Pakistan's military expenditures, while declining as a per-
centage of gross national product, are still estlmated at
nearly 45 percent of domestic revenues. These military
expenditures have drained scarce internal resources and
have been a significant deterrent to further economic

A e+ T s
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. Por fisezl year 1975, AID requested $56.3 million,
about 71 perceat of its total request, for food and
nutrition projects in Pakistan. We believe, however,
.that AID's assistance in this critical area cannot be
fully effective until the Government of Pakistan revises
its economic policies to encourage expanded domestic
. production,

DEFENSE SPENDING

Fiscal year 1975 defense spending was budgeted at
5.58 billion rupees ($564 million at current exchange
. rate}, or about 45 percent of estimated domestic revenues,
. This detracts from funds needed for the long-term develop-
ment of Pakistan's natural resources.

Immediately after 1965, defense expenditures were
~as high as 75 percent of domestic revenues. Although this
extremely high rate of military spending decreased after

1971, the everall trend of military spending has steadily
-increased during the past decade and has been in excess

of 40 percent of annual domestic revenues. Pakistan's position
is that high military spending is needed since it feels
threatened by the unrest along its border with Afghanistan

and the military buildup within that country.

Although continuing to comprise a large portion of
‘domestic revenues, identifiable defense expenditures have
declined in recent years, to 6 percent of gross national
product and 24 percent of total government spending.
Revertheless, U.S. economic aid makes a higher level of
defense spending possible to the extent that it frees
Pakistan's own revenues for these purposes.

In this regard, section 620(s) of the Foreign Assistance

"Act stipulates that to restrain arms races and proliferation

of sophisticated weapons and to insure that resources in-

tended for economic development are not diverted to military

purposes, the President, before furnishing any economic

assistance to that country, shall take into consideration

(1) a recipient country's percentage of budget devoted to
military purposes, (2) its use of foreign exchange to

" acqguire military equipment, and (3) its purchacse of sophisti-

cated weapons systems.

Although AID's loan proposal documents contained a
brief statement intended to satisfy the requirements of
section 620(s), AID and U.S. Embassy officials told us they
were unable to analyze in detail the percentage of Pakistan's
budget spent for military purposes; the.amount of its foreign
- exchange spent for military equipment; and, in some cases,
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the type of hardware acquired. Embassy officials said that
defense expenditures were probably much greater than reported

- by the Pakistan Government. For instance, expenditures

for military equipment and construction of defense facilities
are not identified in Pakistan's budget presentations.
According to Embassy officials, military exzpenditures are
very closely guarded secrets within Pakistan's Government.

Pakistan has paid cash for certain nonlethal military
equipment from the United States and would like to buy
sizable guantities of lethal equipment. However, because
of Pakistan's involvement in wars with India, U.S. policy
had prohibited tales of Jethal equipment to both countries.
Consequently, Pakistan turned to European countries to
purchase some lethal eqguipment it wanted to modernize its
forces.

In February 1975, the United States irnforred the
Governments of India and Pakistan that it was ending its
embargo on the export of military equipmrent to them and
was putting into effect a policy of considering requests
for arms exports Ior cash onh a case~-by~-case basis. The
State Department indicated that, in making this modificatiun,
U.S. policy was being prought into line with that followed
by other major Western arms suppliers, such as the British
and French. It emphasized that this was a cash-only policv
ard that no eguipment would be provided through grant military
assistance or credit.

In weighing any individual export request, a number of
factors will be taken into .account, such as the (1) high
importance attached to continued progjress toward India-
Pakistan normalization, (2) effect of any rarticular sale
on the outlook for regional peace and stability, (3) relation-
ship between U.S. sales and those of other external arms
suppliers and (4) relationship of the reguest to legitimate
defense requirerents and ievel of armaments in the region.

The Secretary of State said that the United States
has no interest in upsetting the strategic balance on the
subcontinent or in resuming its pre-1965 role as a major
arms supplier to the region. The United States attaches
the utmost importance to continued reconciliation between
India and Pakistan and will do all it can to encourage
that process.

Because information on Pakistan's military spending
was not available to us, we could not fully evaluate the
impact of these expenditures on its economic growth.
Nevertheless, evidence indicates that these expenditures
are significant, and U.S. officials generally agreed that
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they do affect economic development. It appears that the
policy of expanded sales of military equipment and the costs
. associated with operating and maintaining this equipment

- would contravene U.S5. objectives for Pakistan's economic
development by diverting even more of Pakistan's scarce
resources to defense spending. We believe that this defense
spending and its impact on the amount Pakistan has available
to develop its economic resources should be fully analyred
in approving the sale of any military equipment to Pakistan
and should be considered when determining the amount of
-econpomic aid to be provided.

AGRICULTURAL PRODUCTION

To achieve its agricultural goals, Pakistan must
drastically increase the productivity of its existing
farmiand. AID has estimated thar acreage yields for major
crops could easily double with improved farming techniques,
* better use of water, and more fertilizer application. A
compar ison between Pakistan and Egypt--which relies on the
* Nile River irrigation system much as Pakistan relies on
the Indus--shows that Pakistani farmers produce less than
half as much wheat and cotton and only a third as much rice
and maize per acre as their Egyptian counterparts. AID,
the World Bank, and the Government of Pakistan all agree
that the country has the natural resources to reach higher
productivity levels,

Waterlogging and salinity on Pakistan's irrigated
lands, vhich comprise 75 percent of all farmland, have
seriously hampered agricultural productivity for more than

20 years. Nearly $186 million, including about $70 million
- in AID loans, has been spent to control these problems.
-About 3 million acres of land have been reclaimed, but an
estimated 100,000 acres continue to be lost to the twin
menaces e7/ery year. '

Fertilizer use, virtually unknown in 1960, has increased
tremendously in the past 10 years but is still well below
levels recommended for peak productivity. Despite deposits
of natural gas, the raw material for nitrate fertilizers,
domestic production has not expanded to meet the rising
demand, and Pakistan is importing $120 million worth of
fertilizer in fiscal year 1976. AID's willingness to loan
money for fertilizer imports--a total of $116 million since
1965-~and its inability to convince the Government of Pakistan
to move rapidly in expanding domestic production capacity
have contributed to the problenm.

. In the mid to late 1960s, worldwide fertilizer prices
- plummeted. Many producers dropped plans to add further
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capacity, and in some cases construction was halted.
Subsequently, widesprecad droughts in the early 1970s stimu-
lated many countries to begin importing fertiiizer at record
levels as thev tried to rebuild agricultural productica.

Water management

Less than 39 million acres, about 20 percent, of
Pakistan's land area are suited for agriculture., Of this
amount, 33 million acres depend on the world's largest
continuous irrigation system in the Indus River Basin. Some
the British in the late 1800s, supply needed water to a
country having an average rainfall of less than 10 inches.
(The average annual rainfall in the wheat-growing region of
Kansas is 28.4 inches.} However, the canal system has brought
about Pakistan's majeor agricultural problems--waterlogging
and salinity. HMoreover, damage during construction to the
world's largest earthfilled dam at Tarbela deprived the
irrigation system of a huge supply of water for the 1974
winter season, when a serious drought threatened farming
throughout the country.

Waterlogging and salinity

The Government of Pakistan estimates that waterlogging
and salinity reduce agricultural output by at least 20 percent
and cause about $252 million in losses to the economy vyearly.
These losses occur because of improper water management on
the farms and because the system of canals and channels is
old and in disrepair. Studies show that about 75 percent of
the water entering the canal system is lost through (1) seeping
into the ground because the channels are generaily unlinegd,
(2) spilling over the top, or (3) being wasted in the fields.
Over the years the water wasted has raised the ground water
level, causing swampy conditions known as waterlogging
in many farming areas.

Salinity is closely related to waterlogging. Even when
the water table is about 10 feet below the surface, the
natural salts in the soil are dissolved in the water and
drawn up to the surface by evaporation. Crops like wheat
and cotton cannot prosper under these conditions.

These problems have been recognized for years, and,
even before independence, Pakistan's Government agencies
were studying possible solutions. In 1964 a team of U.S.
experts outlined a program of ground water pumping and .
drainage to fight waterlogging. A series of salinity control
and reclamation projects was planned for constructing tube-
wells, pumps, and drains. : )

19



BEST DOCURENT AvAlL ABLE

These ambitious plans were seriously cut back by’
Government of P-kistan budget constraints. An AID official
indicated that large expenditures for the Tarbela Dam made
it difficult to fund the projects. Rising defense expendi- -
tures following the 1965 War with India may also have been
a factor. An estimated 3 million acres of land were reclaimed
through the construction of about 5,000 tubewells. AID
officials considered this a commendable accomplishment, but
it was far short of government tarqgets, .

The gcvernment recently proposed a massive new salinitv
control and reclamation program to continue tubewell and
drain construction, at an estimated cost of $541 million
over the next 11 years, to reclaim 14 million .acres of
affected land. A second phase of the proposai would con-
tinue for an additional 15 to 20 years and would cost almost
$) billiomw to completely control waterlogging and salinity.

AID has indicated that it will not participate in this
program, because it does not believe the program will directly
benefit the poorest people in the economy and because there
appears to be sufficient donors to finance the progtam.
Instead, the AID Mission has proposed an $11 million loan
for fiscal year 1976 to level land and line water channels,
which AID believes will not only combat waterlogging and
calinity but will also reach small farmers and rural com-
munities more directly. AID has been studying these
approaches and operating a demonstration projezt for several
years. It is not certain of financial or political coopera-
tion from the Government of Pakistan, but Mission officials
expect some financial provision in the next Five-Year Plan
(fiscal years 1976-80). :

AID officials pointed out that these two approaches
are complementary. Salinity control and reclamation
programs are remedial, lowering the already high water
table; and land levelimg and watercourse lining are pre-
ventative, slowing-the waterlogging process by increasing
irrigation efficiency. Despite this direct relationship,
tlie two programs were developed separately, and no study
has been made to determine whether available resources
will "be allocated to each approach on the most cost-effective
basis.

The size and significance of the waterlogging problem
require concentration of financial, technical, and political
resources, We do not question the merit of either AID's
or the government's approach, but we believe they should
work together to establish an overall water management
program incorporating tubewells, drainage, land levellnq,
and watercourse lining.
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Tarbeia Dam

: Pakistan experienced its worst drought in history during
1974, BAID officials estimated that only about two-thirds of
the normal water supply would be available for irrigation.
The new Tarbela Dam was to have been ready to supply the
1974-75 winter wheat crop and would have compensated for
.much of the shortage. The $1 billion dam (U.S. share about
$200 million) was completed in July 1974, but damage to one
of the tunnels caused officials to empty the reservoir to
"make repairs.

"AID officials estimated that Tarbela could have supplied
‘enough water to increase the 1974-75 wheat crop to 9 million
tons. Instead, if the drought continues, Pakistan's wheat
production could fall as low as 7 million tons-~0.6 million
tons less than in 1973-74. As a result, Pakistan must import
about 2 million tons of wheat in fiscal year 19876 to feed
its people. AID has been asked for 1 million tons of wheat
under Public Law 480 to help meet the shortfall, which
could cost $300 million.

" The Tarbela accideént is being investigated by the World
Bank, the Pakistan Government, and dam experts from around
the world. AID officials stated that the causes of the
accident and the responsibility for financing repairs will
be determined in the course of processing the insurance
claims. .

- The World Bank has estimated repair costs at $70 million
and asked the United States to contribute §$10 million., On
May 23, 1975, AID notified the cognizant congressional com-
mittees that it intended to use fiscal year 1975 funds for
" the $10 million contribution. However, in response to a
request from the Chairman, Senate Appropriations Subcommittee
on Foreign Operations (B-17365!, June 25, 1975), GAO said that
this would be an impermissible use of these funds. Therefore,
AT has requested that fiscal year 1976 funds be provided )
for this contribution.

"Fertilizer use

Pakistan's fertilizer use has increased sevenfold since
1966. AID reports, however, that currently only about 20
- nutrient pounds of fertilizer are used per cultivated acre.
Improved varieties of wheat and rice can use as much as
150 ponnds for optimum production.

Much of the increased demand for fertilizer has
been met from imports, and the gap between local producs~
tion and demand is widening. AID's attractive loans for
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fertilizer imports lessen pressure on Pakistan to expedite
expansion of domestic production. An AID official stated,
however, that this short-term lessening of pressure has
been countered by a need to increase spending of Pakistan's
own foreign exchange on food and fertilizer.

Two new fertilizer factories have been built since the
mid~1960s, one substantial expansion is currently underway,
and arrangements are being completed for two additional
plants. However, construction has been delayed by political
and financial problems. Moreover, in 1973, distribution
of fertilizer was nationalized in the important Punjab
Province and optimum use of available supplies has since
been impeded. Demand has alsc fallen due to inadeguate
water supplies and other factors.

Imports

From 1965 to 1974, Pakistan's fertilizer consumption
increased from 70,000 to about 400,000 nutrient tons a
year. Domestic production expanded but d4id not keep up
with the rapidlv increasing demand. As a result, Pakistan
imported more than 1 million nutrient tons of fertilizer
valued a4t an estimated $214 million, financed in part by
AID loans totaling $116 million or 54 percent of the total.
Since 1971, AID's share of Pakistan's imports has been
about 26 percent.

This reliance on imported fertilizer occurred despite
the fact that Pakistan has large deposits of natural gas
which could make the country self-sufficient in nitrate
fertilizer, the major type used there. Known gas reserves
are capable of serving several additional plants.

tntil the last few years, fertilizer prices were
relatively low and production worldwide was well below
capacity. Investment in fertilizer plants was not con-
sidered especially lucrative until the worldwide petroleum
crisis led to a shortage of fertilizer and dramatic price
increases.

AID officials acknowledged their dissatisfaction with
the rate at which new-construction decisions have been made.
In 1970, for example, the government was considering three
new plants, but donors and investors thought the market
warranted only two. Events have proved the government
right, but the perceptions of that period caused two of
the plant proposals to be withdrawn.

AID told us that fertilizer loans were necessary to help
stimulate demand for fertilizer and to increase agricultural
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production. It said that the political difficulties of
the early 1370s and the time lags between planning a plnnt
-and getting it opesrational were probanly the main reasons’
for failure to expand domestic capacity.

Nevertheless, the concessional AID loans at 2- or
J-percent interest, J0-year qrace periods, and repayments
over 40 years made it easier for the Government of Pakistan
to import fertilizer rather than aggressively pursuing and
encouraging investment in domestic production.

Domestic production I

AID has also contributed the local currency equivalent
of $9.6 million to help finance construction of two fertilizer
manufacturing plants. The two plants, along with the expangion
of another now underway, could increase domestic Eapac1ty
by two or three times the current 300,000 nutrient ton
output anu significantly reduce Pakistan's reliance on
imported fertilizer.

One of these plants was to be financed in part by an
AlD loan of $35 million, with initial proposed ownership
by the Fauji Foundation of prakistan and U.S. Steel. However,
U.S5. Steel recently decided to withdraw from the project.

The history of the Fauji plant illustrates some of the
proolems that have hampered expansion of Pakistan's fertilizer
capacity.

The Fauji Foundation began planning construction of a
fertilizer »>lant in 1972. It contacted the International
Finance Corporation, which offered support and recommended
that the plant be owned in part by &n established foreign
firm which could lend management and technical expertise.

Late in 1873 the Internatioaal Finance Corporation learned
that U.S. Steel was willing to consider the venture. AID
had been approached earlier in 1973 for financial support,
The projected construction cost at this time was about
$140 million.

Faujf and U.S. Steel called for lump-sum construction
bids in March 1974. However, by June 1974 only one of eight
firms solicited had returned a bid and it was about double
the original estimates. No decision was made until September,
when U.S. Steel agreed to reject the bid and try instead
for a cost-~plus-fixed-fee contract.

Still other problems rcmained. First, the Pakistan
Government had to assure the partners that the Fauji plant
would have priority access to the natural gas fields needed
to supply raw materials for production. This was finally
done early in November. Second, U.S. Steel‘'s demands for
certain assurances and concessions from the government
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"had to be met. These were submitted in March 1974, and
the government did not respond favorably until Decemver.

Subseqguently, U.S. Steel withdrew from the project
and the Government of pakistan reguested an AID loan of
$40 million for a Fauji-Agrico fertiiizer project estimated
to cost $246.7 million. The project will be 30 percent
owned by the Fauji Foundation of Pakistan and 30 percent
by the Agrico Chemical Company of Tulsa, Oklahoma. The
remaining 40 percent will be held by the Pakistan public,
the International Finance Corporation, and foreign investors.
The plant will have an annual rated capacity of about 244,000
tons of nitrogen and is to begin commercial production in
May 1979.

AID officials acknowliedged that preparation of the
‘Pauji project had vaken longer than expected. They said,
however, that the problems should be solved and pointed out
that several smaller plants were being considered and could
be in production by 1980.

Distribution .

In October 1973, the government of Punjab Province--

" which has the most fa.mland and production--nationalized
fertilizer distribution, abandoning whnat AID considered an
effective, prospering private system with more than 1,800
.retail outlets and drestically reducing the availability of
fertilizer in the province. BAID estimated that this action,
which apparently was taken partly to control smuggling

and black-marketing of fertilizer, resulted in farmers
using as wmuch as 55,000 nutrient tons less fertilizer

than they would have under the former distribution system.
This cranslates to about 500,000 tons (about $100 million)
of wheat which could have been produced in 1973-74.

AID helped to influence the Punjat Province Government
to retreat from its original strong stand, and 1 year after
the action about 600 private outlets were selling fertilizer
in Punjab, along with an additional 600 nationalized outlets.

~AID pointed out, however, that this number is still well
below the optimum; currently, there is one outlet for every
5,000 farms in the province and AID recommends that there
be one for every 200 to 300 farms.

GOVERNMENT POLICIES

Even if Pakistan‘'s water and fertilizer problems were
solved, economic progress would still be impeded by current
"government policies. Price and marketing controls and other

government policivs, together with the availability of
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Public law 480 commodities, have combined to hinder aaricul-
tural expansion. Pakistan's inelastic tax system provides
too little public revenue for development projects. More-
over, nationalization of basic industries ha% contrxhutnd

to declining domestic investment.

The economic policies adopted by the government tend
to be politically popular and often have short-run benefits,
In the long-run, however, some changes in these policies
are necessary for Pakistan to reach its ftull development
potential. In commenting on our report, AID stated that
current po]icy discussions focus 0on steps which need to
be taken in time to influence the farmers' decisions prior
to the next planting season.

Agricultuzal output

Pakistan has the climate, soil, and water resources to
increase agricultural productivity., Illowever, some government
policies act as disincentives for farmers, and Pakistan
must continue to import food. It will import at least an
estimated $558 million worth of food and fertilizer in
fiscal year 1975. These imports drain Pakistan's scarce
foreign exchange and requive extensive borrowing from foreign
sources to meet development objectives, adding to its already
serious debt situation.

Pricing and marketing controls

A goal of the Governmment of Pakistan is to provide
inexpensive, abundant, nutritious food for the poor. However,
maintaining low food prices for consumers conflicts with
giving farmers the incentives to increase production. The
government's involvement in pricing, processing, and marketing
of agricultural products has grown over the years, and its
handling of wheat demonstrates how price distortions and
marketing controls discourage increased domestic production.

The- government began purchasing wheat and distributing
it through subsidized ration shops in response to a 1962
drought. Another drought during 1965-67 deepened government
involvement, and much food was imported. The subsidy-ration
shop system became increasingly institutionalized and
politicized as urban populations increased. Rural areas
still comprise 70 percent of the total population, but the
urban consumer has become politically powerful. Low food
prices for the urban consumer has been a top priority for the
government; however, in April 1975, 1t increased the price
f wheat available to consumers through ration shops by
about 49 percent. The government has maintained low consumer

25



ST Dﬂuu??fﬂi'”? AVAH_ABLE

prices for wheat hy holding its procurement price to farmers
well below world market prices. .

Such actions have discouraged increased domestic production.
" The government subsidizes agricultural inputs, such as water,
fertilizer, and pesticides, for the farmer to compensate for low
farm prices, but these subsidies increase total subsidy costs
and only partially offset low wheat procurement prices. Because
farmers don't have sufficient incentive to produce enough wheat
to meet Pakistan's needs, scarce foreign exchange must be used to
import wheat rather than items needed for economic development.
. | R .

The World Bank has stated that eliminating or reducing price
distortions could greatly improve agricultural productivity in
Pakistan. The Bank's 1975 report on Pakistan acknowledged that
wheat production had increased but stated that Pakistan could be
self-sufficient if the goverrment would set the price closer to
world market levels. In an effort to achieve this, the govern-
ment increased the purchase price of wheat harvested between
March and June 1975 from $69 a metric ton to $100 a metric ton.

Price and marketing controls have also discouraged increased
production of edible cils, livestock, cotton, and sugar cane.
As a result, Pakistan has had to import large quantities of
edible oils, aleng with wheat, as basic foods for the poor
people. In fiscal year 1975 these imports will probably cost
about $446 million, more than the total foreign aid disbursements
for Pakistan for 1974. We noted that recently the price of edible
0il and sugar has increased significantly. - .

Public Law 480 imports

The Agriculture Trade Development and Assistance Act of 1954,
as amended~--commonly referred to as Public Law 480--authorizes
grants or sales of agricultural commodities on highly concessional
terms. :

The stated purposes of Public Law 480 are to combat hunger
and malnutrition and to encouvrage econcwic development, with
particular emphasis on assistance to thuse countries determined
to improve their own agricultural production. Section 109 directs
the President to consider each recipient country's self-help
efforts, specifically in establishing and maintaining government
policies to insure adequate incentives for producers.

Although AID appears to be aware of many Government of
bPakistan peolicies that do not provide adequate incentives to
producers, this information is not presented to Congress. Thus, ’
Congress mav not have the necessary information to c¢onsider
whether the Public Law 480 Title I program for Pakistan dis-
courages expan51on of domestic production.
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) *he quantities of food available through the Public
Law 480 program have declined in the last 2 or 3 years.
Howeveyr, the value of this assistance still amounts to
a significant share of Pakistan's food imports and the
Public Law 480 tinancing contains a 67-percent grant element.

Embassy and AID Mission officials agreed that, in the
past, relatively inexpensive Public Law 480 imports have helped
the government to maintain domestic food prices below those
of neighboring countries and well below world markest prices.
Relatively low domestic prices for these commodities have
discouraged productivity increases and prolonged the need
for Public Law 480 assistance. Public Law 480 imports, in
effect, subsidize the ration shop system for wheat and edible
oils and the low government procurement prices that the system

requires.

Othervpolicies

AID and other Consortium donors have identified numerous
other government policies and practices which are, or have
been, disincentives to increased agricultural production.

. ==The agricultural credit system discriminates
‘against small farmers by limiting approvals and
imposing higher interest costs.

--Individual tubewell subsidies are limited to
farmers having 50 acres or more, although farmers
who combine acreage to share a tubewell are
eligible.

--Bans on interprovincial movement of rice and
vegetable o0il distert market prices and encourage
smuggling.

~--The present distribution of land ownership and
tenancy is not conducive to the pattern of intensi-
fied agriculture which must develop.

~-~Technology suitable for small farms, rain-fed
areas, and village~level processing has been
largely ignored.

--~The agricultural extension service is poorly
trained, apathetic, and lacks credibility and
government support.

It appears that AID has established a positive and often
.productive dialog with the government on many of these policies
and practices. Since early 1974, the government has (1) been
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trying to increase the availability of credit from institu-
tional sources to small farmers, (2) introduced a system
of credit passbooks and established lending guotas for banks,
(3) increased interprovincial movement of agricultural produce,
and {(4) shown interest in improving farm product processing
at the village level and resolving fertilizer Jdistribution
problems in Punjab Province. The government is also showing
increased confidence in the cost effectiveness of agricultural
research by borrowing to finance research.

The AID Mission summarized its views on Pakistan's agri-
cultural policy problems and progress as follows.

“# * * jt is worthwhile considering Pakistan
pelicies in terms of their strengths as
well as their weaknesses. Over the past
decade and a half Pakistan's agricultural
sector has performed remarkably well.

The statistics describe a doubling or
better in production of wheat, rice, and
cotton. While at no time during this
period would an objective observer have
‘called Pakistan's agricultural policies
optimal for maximizing production, the

. overall environment for agricultural
production must have been reascnably
good to have secured these achievements."

Tax policies

Pakistan's tax policies and resulting problems are very
complex. The goverrnment does not generate encugh public
revenue through taxes. The inadequacy of the current tax
structure has been pecinted out by Consortium members, and
AID has reported that tax revenues recently have been as low
as 11 percent of gross national product, which is low even for:
less developed countries. Adeguate tax revenues are important
to help finance needed development projects.

About 80 percent of government tax revenues are from
indirect taxes, such as import-export duties and sales and
excise taxes. Direct taxes, such as those on incomes and real
estate, account for only a small portion of total revenues.
Agricultural incomes, which have grown rapidly in recent
years, are not taxed directly. Other preblems include:

-~-Income tax exemptions. Only about 7 percent
of Pakistan's households have incomes large
enough to be taxed, and only 200,000 persons
{less than 1 percent of the population)
are paying perscnal income taxes.
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--Tax evasion. Some industrial firms nation-
alized in 1972 are now paying 10 times or
more the taxes paid previously because of
former evasion.

~--Low provincidl taxes. Major sources of
provincial revenue are shares of central
government tax collections and loans and
grants from the central government. Provinces,
however, could be taxing agricultural income,
urban property, and irrigation water.
. | .
The Pakistan tax structure not only provides inadeguate
revenues, but also tends to aggravate inflation. Indirect
taxes are typically charged to the seller and passed on to
thé buyer in the form of higher prices. Because duties on
foreign trade are the greatest source of indirect|tax
revenues, these duties have added to the already increasing
cost of imported goods. Instead of fighting inflation by
curbing consumer demand, the indirect taxes generélly
contribute to a cost- push effect on domestic prices. This
is a complex issue, however, and the cost-push effect of
indirect taxes depends on the relative elasticities of

supply and demand.

Another effect of reliance on foreign trade duties as
the major revenue producer is that a decline in the world
price of Pakistan's exports could significantly reduce
revenues. Such was the case when cotton prices fell in
fiscal year 1974.

The government has generally tried to alleviate the
effects of higher prices on the poor by controlling the
prices of essential food goods. Nevertheless, generally
rising prices mean that there are fewer and fewer nonfood
items the poor can buy. Failure to tax agricultural incomes,
moreover, widens the income disparity between large and
small farmers.

AID and the World Bank believe a tax on agricultural
incomes would be an effective way to reduce Pakistan's reliance
on indirect taxes. "According to AID officials, the major
obstacles to enacting such a tax are political considerations.
The current governing political party's support is based
on the large rural agricultural population, which, of ccurse,
strongly opposés new taxes. Any solution to the problem would:
have to involve the complicated price control and subsidy
system for agricultural products. As AID cofficials have pointed
out, the sheer mass of the analytical problem enceurages
1nert1a. .
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" AID officials told us that taxation is an area in which
théy rely primarily on the World Bank and International
Monetary Fund to take the lead. They also pointed out the
difficulty of equitably administering a tax system in & leses-
developed. country, such as Pakistan.

" Needed tax reforms have been recognized and proposed
for some time, and the government has shown some willingness
to consider changes; however, a comprehensive reform of the
tax system has not been undertaken. We recognize that the
whole guestion of income and agricultural tax policy is an
extremely complex and difficult matter with which to deal.
Nevertheless, tax reform is important to the economic develo=-
ment of Pakistan, and we believe that AID should take the
lead in encouraging the Consortium and the government to
undertake a comprehensive study to identify specific actions
which could be taken to develop and implement a more effective
tax system.

Nationalization

The current government, since taking office in December
1971, has assumed the ownership and management of 58 domestic
enterprises in 11 basic industries, as well ac the banking,

" life insurance, shipping, and cotton and rice exporting
businesses. Foreign firms, except for three insurance
companies, were not affected. The nationalizations, coming
when the investment ¢limate in Pakistan was already uncertain,
alienated the country's private businessmen and helped to
precipitate. a 4-year decline in new large scale industrial
investment. Although difficult to account for statistically,
some increased smaller scale investment has been noted by

the World Bank.

Investment in new industrial capacity is important to
economic development because it creates jobs, raises the
‘level of income, and results in greater output of goods for
sale. Increasing investment indicates a vigorous, expanding
economy and helps to attract private foreign investment
and financing to further stimulate development. Industrial
investment in Pakistan steadily declined since 1270, however,
it has been projected to increase significantly in 1975.
Pakistan businesses invested about the same amount 1n new
capacities in 1972 as they did in 1964~-just ov:r 1 billion
rupees. Because of inflation durir: those years, real invest-
ment actually declined. The governwment, moreover, has assumed
control of about 20 percent of the industrial sector through
nationalization, but public and private investment have only
recently been projected to expand.
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Nationelizations are not the only reason for the declining
investment. Pakistan lost half its domestic market after the
1571 war, and there was excess industrial capacity as a
result of investment in the late 1%60s.

Nationalization actions came as no surpricse to businessmen.
The current government clearly stated its intentions in the
election campaign of 1970. The government believed that
nationalization was necessary t. ensure more eaquitable distri-
bution of wealth and to meet more fully the needs of the people.

Two factors, however, have led to suspicion and skepticism
of the government. First, in the initial wave of nationaliza-
tions, compensation paid to the owners was considerably less
than market value. This was finally changed in March 1974
and, as a result, more than half the owners have received
market value. Second, in late 1973 the prime minister said
there would be no more nationalizations, but on January 1,
1974, more takeovers were announced. Thus, businessmen are
skeptical of an October 1974 guarantee by the prime minister
that no further nationalizations will occur during his term
of office,

Indications are that 1t will be some time before invest-
ment picks up. Businessmen--although heartened somewhat by
recent cabinet changes and by a generally ' rmer relationship
with the government--wili continue to look for signs of genuine
government interest in relying on private enterprise as a
major facter in industrial development.

I1f fourther government actions continue to stifle private
investment, Pakistan's industrial development will have to
rely heavily on public~sector investments, which in turn will
largely depend on foreign aid. Thus, Pakistan's nationaliza-
tion policy could cause a need for more foreign aid at a time
when AID is redirecting its assistance away from industrial
development., :

AID must recognize the right of the Pakistanis to choose
their own political and e:conomic systems, but we believe AID
should encourage the government to promote a more stable
economic environment, conducive to full use of domestic esources.

FUTURE ECONOMIC GROWTH

Two recent developments could have a sic ificant impact
on Pakistan's future economic growth. Both are related to the
worldwide petroleum crisis and both have hopeful »: well as
disturbing aspects. First, the dramatic rise in oil prices
has aagravated Pakistan's already serious balance-of-payments
problems while at the same time touching off unprecedented
widescale explcration for oil throughout Pakistan. Secondly,
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Jarge Jloans from oil-producing countries are helping to offset
some of the imprrt price increaces but are also adding to
‘Pakistan's already substantial external debt.

0il prices and domestic exploration

‘Pekistan produces only about 12 percent of its oil needs,
In fiscal year 1973, it impotted 3.03 million tons of crude
petroleum and products at a cost of $59.4 million. The World
Bank estimated that in 1975 Pakistan would import approxi-
mately 3.9 million tons, 28 percent more than in 1973. However,
the cost of these imports was an estimated $286 million,
or almost five timeg the cost in 1973. These price increases,
together with increased costs for Pakistan's other impoerts
and softening export prices, create a balance~of-trade deficit
estimated at as much as $700 million for fiscal year 1975.

“When the price of cirude oil rose from $3 a barrel to
more than $11 in late 1973 and early 1974, oil companies
became interested 1n finding new sources of petroleum.

. Pakistan was one of the countries chosun for intensive
exploration. As of November 1974, seven foreign companies,
as well as the government, were exploring large areas of the
country. The government will be a partner in the ventures,
sharing any pirofits if oil 1s discovered.

An official of one o0il company described Pakistan as a
"natural" for oil deposits. Therce are proven hydrocarbon
deposits and large natural gas fields have been discovered as
well as a small oil field. All the right geological formations
are present. The country is relatively unexplored. These
factors are encouraging for finding significant o0il deposits.

- Bven if o0il is found, it will take 3 years or more
for Pakistan tc realize the financial wenefits. In the
"meantime, Pakistan will face a difficult balance-of-payments
situation requiring large amounts of foreign assistance.

Petrodolldr aid and
Pakistan' 5 debt

Pakistan is tied by religion, geography, and politics to
the oil-producing states of the Middle East, so it has obtained
all the oil it needs. Although the oil-producing states have
-not granted price concessions, several! of them made loans in
1974 to help offset price increases. Iran alone will disburse
$580 million to Pakistan over the next 3 vyears.

- These loans have been at low rates of interest, with a
. few years gtace period and relatively short repayment periods.
- The Iranian loan, for example, has a 2-1/2 percent interest
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rate and is repayable over 8 years, with a 3-year arace period.
Pakistan has already received the first installment of

$250 million and will prebably use the money tc finance im=-
ports of such critical food items 2s wheat and vegetable o0il.

While this inflow of new aid will help to finance rising
import costs and to further stimulate economic development,
the relatively cshort repayment period wiil place an increasing
burden on Pakistan's already high external debt service. 1In
contrast to AID loans, which typically are repaid over 40
years, these recent loans generally must be repaid in only
10 years. Estimates are that annual payments on Pakistan's
external debt, even after the rescheduling, will almost triple
from 1975 to 1980, rising from about $200 million to almost
$600 million. The potential i1l effect oi this rise was

discussed in chapter 2.
CONCLUSIONS

Although many eccnomic preblems still exist, Pakistan
has recently taken some actions to overcome them. It has
the resources needed to increase agricultural productivity
and become self-sufficient in food production, but its agri-
cultural preductivity is among the lowest in the world. Imports
of food and fertilizer in fiscal year 1975 were at least an
estimated $558 million, and its serious debt situation is
being compounded by extensive foreign borrowing.

In,commenting on our report AID officials stated that
cemplex difficulties in reconciling policy goals exist for
Pakistan. Nevertheless, policies adopted by the government
have significantly deterred increased agricultural production
and, although RID has made some efforts to obtain policy
reforms, the government generally has been reluctant to
adopt important changes. Government-imposed controls and
policies and the federal-provincial division of respon51b111ty
discourage increased agricultural output and hamper agri-
cultural development.

Although AID sees a shift in its emphasis in response
to the 1973 congressional mandate that U.S. aid be directed to
the poorest majority, we believe certain AID programs foster
continuation of Pakistan Government policies which hinder
agriculture production. The government imports extensive
amounts of wheat, vegetable o0il, and fertilizer on U.S. con-
cessional loan terms, which tends to discourage domestic
production. In chapter 2, we suggested that preferential.
trade arrangements to ensure markets for Pakistan's goods
be pursued as an alternative to the short-term relxef usually
pravided by direct assistance.
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Aariculture productivity is also significantly affected
by problems of water management and fertilizer. Waterloggxng
and salinity reduce agricultural output by an estimated
20 percent annually, and fertilizer use is far below
necessary levels due to inadeguate domestic fertilizer pro-
duction and to distribution problems which limit availability.

Although we did not make a detailed analysis of Pakistan's
military expenditures, they are significant and use resources
that would ctherwise be available for economic development.

We believe Pakistan's military expenditures should be further
evaluated when considering Pakistan's economic progress and
U.S. contributions to it.

RECOMMENDATIONS :

We recommend that, before providing concessional assistance
the Secretary of State and the Administrator of AID be satisfied
that related self-help measures are being carried out by the
Pakistan Goverrment and that providing such assistance would
not contribute to continuation of policies which discourage
increased food production. We further recommend that Pakistan's
mijitary expenditures be considered in light of this assessment
of U.S. assistance.
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CHAPTER _ 4
POPULATION-PLANNING AND_MALARIA
CONTROL PROGRAMS

A ‘serious population explosion and near-epidemic
malaria conditions are impairing Pakistan's economic
development. Although AID has given or loaned Pakistan
more than $72 million (excluding the former East Pakistan)
for population-planning and malaria programs, stated ob-
jectives have not been accomplished primarily because
the Government of Pakistan has not provided sufficient
financial and political support. BAID is now entering into
large new programs in these areas with no assurances of
continuing government support.

The population explosion has long been recognized as
one of Pakistan's most serious problems. The population,
estimated at 70 million and growing at a 3-percent annual
rate, could reach 205 million in only 36 years. We
believe that AID has entered into the current population-
planning program without adequately evaluating problems
of supply and distribution, personnel training, and
management information feedback.

Malaria has plagued Pakistan for years. Despite ex-
tensive programs for controlling this dread disease, AID
estimated that 10 million Pakistanis would have malaria in
fiscal year 1975. Existing health facilities provide care
for only 10 to 20 percent of the population, making Pakistan's
health care among the world's worst. Previous malaria con-
trol programs were successful only while AID financing
continued. . Twice AID stopped financing the programs and
malaria quickly reestablished itself with high incidence
rates. AID is now entering a new program with little
assurance that the government will provide the necessary

. support.

-
e L i s

AID requested $20 million, about 25 percent of its
total budget request for Pakistan, for populatxon—plannlng
and health programs in fiscal year 197% This represented
a significant increase uver previous years. Although the
Government of Pakistan has increased its expenditures in
these areas, foreign assistance continues to provide the
major financial support for these programs.

POPULATION PLANNING

AID has supported a population-planning program in
Pakistan since the early 1960s and has contributed about
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$45 million toward controlling the growth rate. AID
officials have stated that it was not expected that the
initial program w:1ld guickly result in a measurable
reduction in Pakistan's rate of population g-owth; however,
a significant beginnir: was made. The success of past
efforts has been redu @ by religious and cultural mores
of the country ané {:» - -ernmenc reluctance to actively
promote family plannine.

In September 73, Pgkistan's Prime Minister stated
that no objective ‘ore vital than population planning,
Government suppo.l >. uopulation~planning concepts has im=-
proved since then, i.:: the fiscal year 1975 allocation was
still only about $4 miliicn., With additional support from
the government, efforts by both AID and ministry officials
could be more succecsful in controlling or reducing the
population growth rate to a more acceptable level.

Conservative leaders of the Muslim religion, which is
predominant throughout the country, have expressed opposition
to the concept of family planning. Also, families, especially
on small farms, want several sors who can help them farm
and who can provide financial support in their old age. 0ld
age security is in the minds of most heads of families,
because the government has no social security system.

-In 1973, Pakistan announced its expanded 5-~year popu-
lation-planning program. Under this plan, priority has beéen
given to developing community-based plans for supplying and
distributing oral contraceptives and condoms. Teams of
village-level workers will teach families how to use
contraceptives.

AID is supporting this new program with about $16.4 million,
including about $5.8 million in U.S.-owned rupees committed
in fiscal years 1973 and 1974. About $7.4 million of this
amount was included in a project agreement signed by AID
and the Government of Pakistan on June 30, 1973. AID had
inadequate plans for the funds when the agreement was signed,
and Mission officials acknowledged that the agreement was
signed on the last day of the fiscal year so that these
funds would not be lost to the Pakistan program. AID
officials in Washington indicated that this date was used
as a lever in forcing the Government of Pakistan to take
affirmative action. Mission officials said that they merely
lacked final specifications for commodities to be procured
under the agreement, yet it was not until December 1973
that three of the four project implementation orders for
contraceptive purchases were issued. The 1974 agreement
was signed on May 31, 1974, and was again intended for
expenditures in subseguent years.
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Wwe have previously repcrted AID's practice of obligating
large . amounts during the last month of the fiscal year for
undefined population-planning program reguirements so that .
funds for the program would not be lost. (Assistance to
Family Planning in Southeast Asia, B-173240, May 23, 1973.)

U.S. assistance to Pakistan's program has focused on
five areas considered vital to success.

~-Contraceptive supply and distribution.
--Manpower and training.
--Project data feedback.
~-~Publicity and communications.
--Automotive fleet operation and maintenance.
ID has pointed c¢ut and has reguired Pakistan to agree to
make, improvements in these areas in annual project agreements,
However, many of these improvements have not been hade. We
believe these problems must be remedied for the program to be
effective and successful.  Objectives for contraceptive supply
and distributioh, manpower and training, and project data
feedback have not been met. ‘

Contraceptive supply
and distribution

Under the new program, contraceptives are to be avail-
able at a price eoguivalent to 2-1/2 cents for a dozen condoms
or l-month cycle of oral contraceptives. They are readily
available at numerous sources, AID and government officials
intend to inundate Pakistan with contraceptives so that even
remote areas will be adequately supplied. AID estimates
that it will procure about $7.6 million worth of contracep-
tives by Decémber 31, 1975.

Mission officials stated that it is a high-risk project
to flood pPakistan with contraceptives and that it may be
a test case for other countries. No comprehensive analysis,
such as marketing and economic studies, was made to determine
the effect of inundating Pakistan before AID committed funds.
Mission officials said that the population problem was too
acute to wait for a study of this magnitude but that a
marketing eceonomist and a logistician were scheduled to
come to Pakistan, before and after the inundation program
begins, to study all program ramifications.
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) Continuation of the inundation program beyond December
1975 -will reguire additional large grants from the United
States. AID officials indiceted that as of June 30, 1975,
inputs amounting to $6.9 million are expected from other
donors.

Neither Pakistan nor AID officials know how many
Pakistanis use contraceptives, but Pakistan has developed
~a mathematical formula from which it derives the number of
users. Mission officials do not agree with the formula
and indicated that a reliable basis for accumulating data
and making projections on the number of "acceptors" is
provided for in the information feedback system now being
implemented.

‘About B0 percent of the Pakistani couples who use
contraceptives prefer condcms. However, there has been
a worldwide shortage of condoms, and AID plans to purchase
large cguantities of oral contraceptives. Although certain
oral contraceptives have been field-tested, there is no
assurance that they will not fall into public disfavor.

Foam and sterilization equipment which had been in
stock at the main warehouse in Karachi were distributed
to users without cost to exhaust supplies. About 43 percent
of materials valued at $49,000, for the manufacture of
intrauterine devices purchased for Pakistan since 196§
remained in storage. AID purchased this material without
knowing whether the devices would be accepted.

Manpower and-training

Criteria for selecting workers for the population-
planning program have not been applied in some cases and
some undyualified personnel have been employed. Mission
officials did not know the number of unqualified personnel
but stated that the government has implemented its personnel
buildup reasonably well since the program expanded.

Training of workers remains a problem and supervision
has not been effective., However, AID is helping the govern-
ment to develop supervisory training. The AID Mission
commented that the government is working to improve the
quality and freguency of basic and refresher worker training.
HBowever, the government has not developed a satisfactory
method of evaluating training programs at any level.

Project data feedback

An information feedback system has not been fully
developed. Withou® a feedback system, program objectives
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cannot be effectively measured and decisions must be based

on guantitative measures the. Mission and government officials
believe to be inadequat=. Currently available guantitative
measures includeé the namber of condoms sold, staff employed,
and training sessions neld. Evaluative information, such

as number of users and potential users, would provide demand
data to help measure progress in achieving program objectives
and to determine more appropriate contraceptive procurement
levels. We believe that lack of feedback informetion could
have a far-reaching affect if Pakistan is to be used as a
test country for inundation and that it may even impede
progress of the current program in Pakistan.

Problems have put the implementation of a feedback
system a year behind schedule. Most of the prcblems were
attributed by the Mission to the U.S. Bureau of Census,
which is acting as consultant and program designer and
which, according tc the Mission, has overcomplicated the
system and slowed implementation. The Bureau has accepted
some responsibility for delays but claims the Government
of Pakistan and AID have contributed to the delays. The
Mission acknowledged its contribution to the delays, but
said the Bureau has recently begun to implement a new and
simplified system which the government has carefully reviewed.
The Mission believes that program implementation should not
wait for fully adeguate information systems to be designed.
This system, however, should and probably could have been
designed long before now with proper coordination.

MALARIA CONTROL

Since 1952 the United States has contributed more than
$27 million to Pakistan for two malaria control projects,
Despite this assistance, malaria was near epidemic levels
in 1974, and the Government of Pakistan reguested an addi-
tional $60 million (including the eguivalent of $25 million
in U.S.-owned rupees) for a new 5-year control program,

The two previous programs collapsed when U.S. funding stopped,
and it appears that this same fate could befall the new
program unless AID gets firm commitments €rom the Government
of Pakistan to support the proaram on a continuing basis.

Previous programs

The United States, the World Health Organization, and
the U.N. Children's Fund have been the major contributors to
Pakistan's malaria programs. The first program, from 1952
to 1957, was relatively small, with the United States con-
tributing about $1 million. It was terminated because the
Government of rakistan would not make the commitment necessary
to completely eradicate the disease.
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The second program, begun in 1961, was a major effort
to eradicate malaria from Pakistan by 1975. The Government
of Pakistan and the World Health Organization jointly de=igned
a program that reduced the number of cases from about 7 million
annually to about 9,500. However, by the time AID's major
support for the program was phised out in fiscal year 1968,
the Government of Pakistan, despite competent and clear
advice to the contrary, decided to reduce its financial
commitment to the program, which was then in the "maintenance
phase.” By 1969, resurgence of malaria began in some areas
(18,142 cases were detected}. Malaria has again reached
epidemic proportions and AID estimated there would be more
than 10 million cases in 1975,

Proposed program

In 1974 the Government of Pakistan proposed a new
assault on malaria, requesting a $35 million AID!loan to
finance insecticide purchases from 1976 through 1978 and
a grant of U.S.-owned rupees equivalent to about |$25.3 million
for local costs through 1980. Under this proposal, Pakistan
would pay 40 percent of the foreign exchange costs. By
December 1974, AID was evaluating the government's plan of
operations, with the advice of the World Health Organization.
On June 30, 1975, the Administrator of AID authorized a
$20 million loan to support a multiyear program of malaria
control in Pakistan. This is the first part of $35 million
to be provided over 3 years.

Mission officials acknowledged that the greatest problem
would be maintaining a full commitment from the Government of
Pakistan for 5 vears, but they believe the government is
currently genuinely interested. Whether the interest will
continue or the difficulties of the past will be repeated
is impossible to determine, AID indicated that its funding
will continue for only 5 years; after that, the government
will once again be on its own.

We believe the government's commitment already may be
faltering. In November 1974 Pakistan was to obligate more
than $27 million in foreign exchange so that it could order
insecticides in December. The Mission told us that without
this commitment AID probably would not join the program.
In mid-1975, the government was preparing to issue invitations:
for bid for neariy 7,000 tons of chemical pesticides.

We recognize that any program which saves lives and
improves the living conditions of thousands of Pakistanis
is extremely popular and worthwhile if implemented effectively.
However, we do not believe AID's role is to continucusly
support a program which the Government of Pakistan has
repeatedly allowed to lapse., 1In the past, malaria programs
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have been successful only while U.5. funding continued, and
we see little evidence that the new effort will be any
different.

CONCLUSIONS

~ The Unlted States has given or loaned more than $72 million
in past years to help Pakistan control porwlation and malaria,
but the programs have not been successful primarily because
the Government of Pakistan did not fully support them. AID
is now entering into large new programs in these areas and we
noted the following problems which may hamper these programs.

--Many population program workers are not
gualified.

-~The information feedback system to
quantitatively evaluate population
program results and provide management
information is a year behind schedule.

-=In November 1974 the Government of Pakistan
"jeopardized the new malaria program by
again failing to commit funds to purchase
insecticides needed for spring spraying.

Regarding the malaria program, it might be just as well
that programs of this nature be provided on a multilateral
rather than bilateral basis. The World Health Organization
would probably be in a better position to acgquire increased
resources for the program and to coordinate their use.
Furthermore, Pakistan might be more receptive if the program
had an expanded identity.

With respect to the population program, we believe that AID
has entered into the current population-planning program without
adequately evaluating problems of supply and distribution,
personnel training, and management information feedback. For
the past several years AID has concentrated primarily on
supplying contraceptive devices, on the assumption that, if
. adequate contraceptive supplies were available , at affordable
prices, peaple would use them. AID is continuing this type of
progfam in Pakistan with its. plan to inundate the country
with contraceptives. Merely supplying the means to control
the birth rate, however, is not necessarily sufficient
to solve the problem of escalating population growth rates.
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PECOMMENDATIONS

We recommend that the Secretary of State and the Admin-
istrator of AID closely monitor the Government of Pakistan's
progress on malaria control programs and obtain assurance
of Pakistan's continued support before providing more than
the $20 million recently authorized. Moreover, consideration
should be given to having programs of this nature providad
on a multilateral rather than bilateral basis.

We recommend that the Secretary of State and the
Administrator of AID seek additiconal support for the
population-planning program from the Government of Pakistan
in conjunction with the provision of any additional U.S.
funds. We further recommend that this program be reassessed
giving full recognition to basic management problems that
hamper the program and constitute an obstruction to a decline
in the population growth rate.
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CHAPTER 5

DISASTER RELIEF

The August 1973 flood was the most devastating in recent
Pakistan nistory, causing damage estimated at $600 million,
The value of destroyed crops alone was estimated at $475 million.
According to AID, Pakistan required large amounts of assistance
because the disaster had adversely affected not only the
domestic scene but also the country's export earnings and
import priorities. . i

The United States responded to the disaster‘by committing
$76.5 million in loans and grants from the following sources.

Type of Assistance Amount
Foreign Disaster Assistance Act funds:. {millions)
Emergency relief operations grant S 4.5
Flood relief and rehabilitation grant 27.5
Agricultural production loan 18.0
50.0
Public Law 480 funds:
Title I sales agreement (sorghum) _ 4.6
Title I sales agreement (wheat) ! 11.0
Title II grant agreement (wheat) _8.5
) 4'1
Foreign Assistance Act contingency fund.-
Helicopter grant 2.4
5

The $4.5 million emergency relief operations grant was
denerally effectively used. U.S, aircraft and boat crews
evacuated mere than 2,600 people stranded in flooded areas,
distributed more than 358,000 pounds of food and other cargo,
and sprayed pesticide to protect rice crops. However, soie
disaster relief funds were ineffectively used.

AGRICULTURAL PRODUCTION LOAN

AID provxded an 518 million emergency agricultural
productlon loan in November 1973 for the stated purpose aof
reviving and expanding Pakistan's food production ability.
This loan dia not suppert an emergerncy situation and should
have been funded with regular development assistance funds,
because $14.5 million of it was for financing fertilizer
imports for the 1973 winter wheat crop.

43



" ‘Before the flood, AID had requested $63.5 million for
Pakistan development assistance for fiscal year 1974.
These funds were to be used primarily to finance agricul-
tural improvements and imports of fertilizer and other
commodities. The amount requested in the development assist-
ance Congressicnal Presentation Book included a fertilizer
-}oan nearly identical to the ioan subseguently funded with
the disaster assistance funds.

‘At the time of the flood. AID was operating under
Continuing Resolution Authority because the Congress had not
passed the authorization or appropriation bills for the
regular development assistance program. %hen the appro-
priation request was subseqguently approved, AID allocated
only $11.8 million of development assistance funis to
Pakistan. It used the balance of the funds requested for
Pakistan to supplement a conyressionally imposed reduction
in the overall appropriation to increase assistance to other
countries.

wWhen the $18 million emergency agricultural productien _
lcan was signed on November 15, 1973, AID should tfave
realized that it would be diftficult for Pakistan to obtain
fertilizer with these funds in tire Lo use it for the winter
wheat crop, because:

-~Before the 1973 flood, Pakistan, with AID's
assistance, had attempted to obtain large
guantities of fertilizer but had limited
success and obtained only a portion of its
needs.

-=-By June 1973 the worldwide shortage of food
grains had created an unprecendented demand
for fertilizer which was expected to last
well into calendar year 1974.

-~-Requests from developing countries for
fertilizer amounted to more than twice
the amount AID had estimated was available
for shipment between August 1973 and
January 1974. Furthermore, AID had funds
-available from a previous development
assistance loan to finance fertilizer
imports needed immediately after the
flood. - On November 8, 1973, the AID
Mission indicated it would finance 25,000
tons of fertilizer for Pakistan under the
previuvicly existing development loan.
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FLOOD RELIEF AND REHABILITATION G GRANT

T> assist in pakistan's flood recovery, AID provided a
$27.5 million grant to reconstruct small rural facilities,
including schools, hospitals, clinics, roads, and community
water sources. This graat was to be implemented using the
fixed-cost-reimbursement method of disbursing assistance,
a method first used in the Philippines with considerable
succese. To describe this method briefly, AID and the
assisted government agree that, after the government has
satisfactorily completed a project according to previously
agreed-upon specifications and after AID has inspected
the project to see that the specifications have been met,
AID will pay a fixed, previously agreed-upon amount to
that government. The feature distinguishing this method
from the. traditional cost-reimbursement method is that
actual costs are not reimbursed but a fixed, predetermined
amount is paid. While the fixed-cost-reimbursement method
of dispensing assistance has considerable merit when
adequatelv implemented under propet conditions, there
are several problems in implementing this ¢rant.

The $27.5 million is a dollar grant, whereas most of
the reconstruction costs are local costs payable in rupees.
According to the grant agreement, Pakistan was to periocdi-
cally request reimbursement from AID for project costs,
including” local currency costs, and AID was to issue a
dollar check to the Government of Pakistan. AID officials
told us they decided that the grant agreement would not
specify how the foreign exchange provided through this
mechanism would be used or where it would be spent.

One difficulty in using dollars to finance local costs
in Pakistan is that the United States already owns a large
amount of excess local currency. Section 113 of the Foreign
Assistance and Related Programs Appropriation Act, 1974,
states tnat it is the sense of Congress that excess foreign
currencies on deposit with the U.,S. Treasury which were
acauired without the payment of dollars should be used tu
underwrite local costs of U.S. foreign assistance programs
to the extent to which they are available. Section 113
specifically prohibits the use of dollars appropriated under
title I of the act to finance local currency costs in excess
currency countries,

Because the disaster relief assistance appropriation
was contained in title IV of the act, AID's General Counsel
determired that section 113 did not apply to this grant.
We do.not necessarily disagree with this technical leqgal
opinion, but we believe the statement concerning the sense
of Congress hds broader application than title I. ThE Mission
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'Ctated that it specifically wanted additional foreign
exchange dollars for Pakistan and that using U.S.-owned
excess rupees would not have accomplisned this ourpose.
It claimed that pakistan needed the foreign exchange for
other flood- related purposes.

A second 01ff1cu]ty in using dollars %5 finance local
currency costs in Pakistan is that it rest ts in a balance-
of-payments drain on the United States. Tne guection arises
as to whether the use of dollars should be tied to procure-
ment in the United States. we recognize that reguiring
Pakistan to purchase commodities used in the rehabilitation
projects in the United States has meny disadvantages from
cost and administrative standpoints. Nevertheless, we believe
the balance-of-payments drain could be mitigated by a system
of tied credits wherein Pakistan could use the credits
only in the United States for satisfying any of its import
reguirements,

As previously stated, the distinguishing feature of
the fixed-cost-reimbursement method is that definitized
plans, specifications, and a fixed dollar amount to be
reimbursed for each individual reconstruction project are to
be agreed on bhefore work is started. However, we found that,
despite the fact that the flood occirred in August 1973,
the $27.5 millien grant agreement was not signed until
July 23, 1974. The first implementation letter outlining
the general procedures to be followed was not issued to
the Pakistan Government until October 16, 1974, and as of
December 1} the Mission had not issued implementation letters
auvthorizing that government to begin submitting reguests for
reimbursement. AID told us that implementation letters had
been delayed because the government had not provided necessary
documentation, such as descriptive lists of facilities,
detailed cost estimates, identity of preexisting facilities,
-and map locations. An AID Auditor General report attributed
program delays to the lack of thorough precommitment and
- planning coordination by Government of Pakistaa and AID
officials,

As could be expected in an emergency situation, the
Pakistan Government was already procesding with rehabilita-
tion efforts for which it expected to be reimbursed, despite
the lack of specific plans, cost estimates, or implementation
letters. In one province about 10 percent of the roads were
were already completely repaired, and work was underway
on another 75 percent. In another province, all but one
road was under construction and some rural health centers
were under construction.
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In our opinion, the lengthy delays in signing and
implementing this grant agreement largely nullify the ad-
vantages generally credited to the fixed-cost-reimbursement
method, It appears likely that, when the reimbursable costs
"for these projects are finally agreed upon, many of the
projects will have already been completed and the requests
for reimbursement will be based on actuai costs rather than
oh a predetermined amount which would provide incentive to
keep costs to a minimum. AID agreed that, while this is
generally the case, the cost presented for reimbursement must
stana the test of reasonableness.

PUBLIC LAW 480 ASSISTANCE

As part of the flood relief effort, the United States
provided 324.1 million in assistance under the Public Law 480
program, about $19.5 million of it for 100,000 tons of wheat
to provide immediate relief before the next harvest. The
remaining $4.6 million was a loan (long-term credit sale)
for 40,000 tons of sorghum under Title I of Public Law 480.
Pakistan requested inore wheat, but sorghum was accepted
because of the tight wheat supply situation in the United
States. .

in September 1973 when the wheat agreement was signed,
the government requested white sorghum or bulgar wheat for
blending with the wheat. The Hission recommended an allo-
cation of 40,000 tons of coarse grains, preferably white
sorghum. In October, the Mission was authorized to proceed
with negotiations but was informed that white sorghum was
not available under Public Law 480. According to a Mission
official, the government knew before signing the sorghum
agreement in November that yellow sorghum was the only type
available. &an official of the U.S. Department of Agriculture
has also confirmed that the Government of Pakistan knew that
only mixed (yellow and brown) sorghum was available. The
purchase authorization requested by the government in late
Ndvember was issued on December 2, 1973, and the government
arranged purchases and shipping. One ship had mechanical
problems and did not depart from the U.S. port until February.

Government of Pakistan officials had planned on the
sorghum arriving in time for use during January to March
1974, the time of greatest grain need in Pakistan. However,
it did not arrive until late March and early april, at which
time the winter wheat crop was coming on the market.

Consumers were reluctant to purchase the scrghum-wheat
blend because pure wheat was available and the reddish color
of the blend was unattractive. Because of the lack of con-
sumer demand and the reguirement that the sorghum be used
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for human consumption, most of it remained in warehouses
from arrival to at least November 1974.

As part of the sorghum amendment, the Government of
Pakistan agreed not to export corn, cornmeal, barley, grain
sorghums, "rye, ocats, and any mixed feeds containing pre-
dominately such grains from November 2, 1973, to June 30,
1974. However, barley was exported in violation of the
agreement, and information obtained from the 0.5. Agricultural
Attache indicated that the barley went to Cuba or Russia.

Embassy and AID officials were aware of this violation
in December 1973. After considering various alternatives
for settling the issue, Pakistan agreed to convert the long-
term credit sale for . sorghum to a cash sale on November 21,
1974, apparently influenced by a pending Public Law 480
credit sale for $18 million, which was then 51gnbd on
November 23, 1974.

The Mission did not agree that the sorghum purchase was
unsuccessful. Officials told us that the transaction may
turn out to be advantageous to the Government of Pakistan,
because sorghum is in extremely short supply this year,
While Mission officials are speculating that the government
may be able to sell sorghum domestically for more than the
purchase price, Pakistan nevertheless lost a precious resource
in this transaction--nearly $4.6 million in foreign exchange.

DONATION OF HELICOPTERS

The United States provided six UH-1 Army helicopters,
with crews, to assist with disaster relief opevations
following the August 1973 flood. The Pakistan Government
was impres~ 3 with their operation, and in September 1973
asked the U.S. Bmbassy whether the United States could
donate the helicopters to Pakistan. This ingquiry actually
originated within Pakistan's military, but the mlnxstty
of foreign affairs served as a channel for conveying the
request.

During Prime Minister Bhutto's visit to the United
States in September 1973, President Nixon offered to donate
the six helicopters to Pakistan. The Secretary of State
determined that the helicopters could be financed from AID
Contingency Funds because they were a form of disaster
relief assistance, would be granted to a civilian agency,
and would be prohibited from military use. These funds
were used to reimburse the Department of Defense,

On February 25, 1974, the Government of Pakistan and the
United States signed an agreement containing provisions on
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funds. )

eligible uses of the helicopters and Government of Pakistan
procedures for allocating them arong civilian users. The

agreement calls for a civilian agency to authorize all

flights and for flight logs to be maintained showing the
purpose of each flight and the using agency. The agreement
stipulates the helicopters may be used for civilian purposes
only. .
* “The helicopters were officially turned over to

Pakistan on July 1, 1974, after completion of a trainiag
program conducted by a U.S. military team a., part of the
donation, which alsc included ground equipment and spare
parts, The entire donation package was valued at about

$2.4 mitlion.

Pakistan had been urging transfer of the helicopters
since late 1973 and should have been ready to use them
effectively, but this was not the case. A September 3,
1974, AID audit report indicated the helicopters had
primarily been used for training and testing between
July 1 and August 20, 1974, and had been flown only a
total of 159 hours, about 30 minutes daily flying time
per helicopter. Subseguently, in December 1974 the
disaster relief airctaft and such other helicopters as
Pakistan could deploy flew some 400 sorties in connection

with an earthguake in the mountains of northern Pakistan.

Apparently their use was limited because the govern-
ment had not provided potential users with procedures
showing availability and usage criteria. Also, agencies
using the helicopters for normal official activities
were reguired to pay an hourly usage rate, which had not

. been budgeted for the present fiscal vear.

In commenting on our draft report, State and AID
officials indicated that the Pakistan Government agencies
were subsequently informed of the criteria, procedures,
and cost and that Mission officials expect increased

.usage of the helicopters. These officials pointed out

that disaster relief missions have the highest priority
and that the helicopters are serving an important purpose
in standing ready for use on disaster relief missions.

At the time the helicopters were transferred to
Pakistan a full-time civilian need did not exist to use 1
them effectively. Therefore, in our opinion, the helicopter i
grant represents a guestionable use of scarce contingency 3
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CONCLUS IONS

The United States initial response to Pakistan's request
for disaster relief assistance was generally guick and
effective. However, certain funds provided under the disaster
relief program were ineffectively used.

~-The $18 million agricultural production loan did
not support an emergency situation and should have
been funded with regqular development assistance
funds as initially justified tc Congress. AID
reprogramed to other countries funds that were
initiglly justified for Pakistan to other countries,
and this use of disaster relief funds negates the
effect of the congressionally imposed limitation
on the regular foreign assistance program.

--The fixed-cost-reimbursement method of disbursing
assistance being used for the $27.5 million relief
and rehabilitation grant has considerable merit when
adequately implemented under the proper conditions.
In Pakistan, however, the lengthy delays in signing
and implementing the grant agreement largely nulli-
fied the advantages of this method. Certain projects

. were. already completed before any definitized plans,
specifications, or fixed amounts to be reimbursed

- were agreed upon. Thus, it appears likely that
requests for reimbursement will be based on actual
costs rather than on a predetermined amount, which
would have provided an incentive to keep costs to
a-minimum. This grant resulted in financing local
currency costs with dollars in.a country where the
U.S. already owns excess local currency. Further-
more, the grant agreement did not specify how or
where the dollars made available would be spent,
resulting in a further balance-of-payments drain.

--The United States provided $4.6 million worth of
sorghum to Pakistan which consumers would not buy
or eat. This sorghum remained in storage at a time
when barley, a similar commodity, was exported,
thus violating the lcan agreement. To negate this
violation, the Pakistan Government finally agreed
to convert the loan to a cash purchase, using
scarce foreign exchange resources to pay for a
commodity consumers did not want.

~-Neither Pakistan nor AID had any specific plans

for using six helicopters funded from AID's
- contingency funds.
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RECOMMENDATIONS

We recommend that the Secretary of State and the
Administrator of AID:

--Not use disaster relief funds fer development
assistance programs already justified to

" Congress in the annual budge: presentation.
Reprograming these funds to other countries
negates the effect of a congressionally imposed
limitation on foreign assistance, |

--Limit, to the extent possible, the use of
Contingency Funds to emergency situations,

-~Use appropriated funds only to provide material
and equipment for which there is a demonstrated
requirement.

In situations where the fixed-cost-reimbursement
method of disbursing assistance is appropriate, we |
recommend that the Administrator of AID establish
guidelines and procedures to reguire that:

|
--Definitized plans, specifications, and fixed
amounts that are to be reimbursed be agreed
upon between AID and the benefiting country
before actual work is undertaken.

~-The agreement include a provicsion that the
foreign exchange provided be used to pur-
chase commodities in the United States in
order to mitigate the adverse balance-of-~
payments impact of the agreement.

We recommend further that, when providing Public
Law 480 commodities to a country, the Administrator of
AID direct the Mission Director to first ensure that the
commodities are compatible with the dietary habits of
the people of the recipient country so that there will
be a reasonable expectation that the commodities will
be used for the intended nurpose.
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CHAPTER 6

SCOPE_OF REVIEW

Our réview was directed toward evaluating Pakistan's
{1). economic growth, (2} reasons for needing debt relief
.and action it has taken to obviate the need for future
debt relief, (3) popurlation and malaria control programs,
which are primarily sponsored by the United States, and
(4) disaster relief assistance provided by the United
States after the 1773 floods,

We reviewed U.S. policy papers, program documents,
reports, correspondence, and other relevant data available
at the Washington and Pakistan offices of the Departments
of State and Defense and at AID. Statistics and other
data were obtained from the United Nations and other
international agencies as well as from the Departments
of Commerce and Agriculture. We held discussions with
officials of State, Defense, AID, international organiza-
tions, and Pakistan Government officials.

52






Copy microfilmed
was of poor quality.

BEST DOCUMENT AVAILABLE

APPENDIX I
TOTAL E
I
Before
lending country sgemcy 1955 1955- 69 1960- 65
Consortivm:
Balgium $mee $omnn- $- -5
Canada 11.719 6k.268 108.2
Prance dhe 0 eeew- k5.5
Germany ~ - PR 292.0
Itﬁl}f ones. meses , 5-9
Jepan ——- 25.403 148.3
The Hetherlands e mese- 1k.8
Forway -——" Dmoeee aee -—
Sweden 369 meeea 1.4
United Kingdom 29,151 31.633 221.8
United States 169.803 | T91.609 2,002.%
United Fatioms 3.9%0 5.177 LR
UF Develog=ent Program - 8.175 9.7
Pord Powmdaticn e L 17.230 19.3:
IBED (World Beak) 58.227 92.655 208, 8
Intersat’l Develpst Ageney - | eeees 192, ¢
Internst’l Pinsnce Corp. --- 1.380 9.3
Anipa Developmsat Benk —-—— cemmn e
$272.869  $1,037.530 285 X
Boa-Congortivm: {1
Aastralie 26.3k2 2.750 3h.1¢
Austrio mm— ememe eeee-
Balgaria e T eeees
Chdna cmm  eeeee - 60.0¢
Cgachoslovakia e - meemw mmee
Demmsxk L T.%
India s amens 168.8
Rareit : D B
Pery Zealand e 2 T 3.¥
Poiand — | weme- —————
Bomande —— mmmee eeees
Beitzeriand oo memes emeew, 1
Russia e emee- 36.9
Yegoslavia m——— eecew 23.1
Sapplier credits from
various grerces e k2,285 —————
X T H.on  § ek
Total ] §299-151 $ln°82-60§ . §3;62k-8 ‘

% Imcludes comtribwtions to Indus/Tarbels Pend in 1960. Totel a
Source: Government of Pakistan -



B

- BLol LotLi

AFPENDIX I
TANCE TO PAKISTAN -
" . YEAR 1974
0 - 1971 1972 1973 197k Total
1icas T
83 $--1.500 $-- $--2.231  $-h.037 $¢ a7.768
887 18.79% 1.872 22.000 79.125 503.930
704 30.000 - 19.548 23.892 192.716
%53 38.387 3.301 2k.825 61.192 621.2k8
369 7%.791 1.97h .063 2.691 183.795
) ——— R 31.096 23.62h 37h. 480
758 & L20 3.806 &.931 6.506 55.234
%1 -— - 1.672 -t 6.633
- 366 1.1k -- -—- ——— 3k,.552
148 9.525 5.83 15.634 67.213 Sk7.980
k2 125.053  60.209 223.925 91.011 4,621,967
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786 -— - - 60.000 659.556
377 23.000 -- 95.000 53.000 510.k70
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20 - - —— ——- k0.120
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——— .- ——— 15.868 15.868
136 -—- -- .- - 33.150
65 200.351 ——- 30.197 1B6.612 k9r.056
5% 3.057 - -—- -~ 65.842
- ——— T e —~— - i k2,285
12 f05.B62 . §-- §30.197 7353 _315299.619
5 $558.645  §77.025 $509.622  £439. bk $9.824 835

wea $918,209 miliion.

53

iy

&

[

{F AYAILABLE

Percent

N
N o

w

55580 owo

P
0000888

[y

-
coo8c80c0Bcol

)

(=N o]

<






3]

.
B N Al

U.S. ECONOMIC ASSISTANCE TO PAKISTAN 1953-73

1953
to
CATEGORY 1970 1971 1972 1973 1974 1975 (note a) Total
Loans: ‘
AID $1,718.1  § -~ $ 60.0 b$83.6 §$50.6 $ 60.0 $1,977.3
Export-Import Bank 111.1 12,6 - 28.2 .2 (c) ' 152.1
Title I, Public Law 480 1,262,2 76.5 92.6 74.6 32.4 79.5 1,617.8
‘Other 15.0 - 5.3 7.9 33.5 (c) 61.7
3,106.4 89.1 157.9 199.3 116,7 139.5 3,808.9
Grants: :
AlID 700,6 7.1 2.4 7.8 7.8 29.4 . 755.1
Title II, Public Law 480 166.3 24,3 10.1 6.9 10.1 4,7 222.4
Other - 74,7 - - - .9 .1 75.7
941.6 31.4 12.5 14.7 18.8 34.2 1!053"2
Total ' §42048.0 §120.5 §17D.& 214.0 5135.5 §173.7 §&,862.1

CAO notes Data prior to fiscal year 1972 includes Bangladesh, pending- subsequent distribution.

aAID estimate

bInciudes $28.6 million in capitalized interest on prior year loans.

" €Information not currently available .
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. AP?EHDIX.III: - | APPENDIX ITT

DEPARTMENT OF STATE

Waahington, D.C. 20520

August 1, 1975

‘Mr. J. Kenneth Fasick
Director
International Division
: U.S. General Accounting Office
Washington, D.C. 20548

Dear Mr. Pasick:

I am replying to your letter of May 16, 1975,
addressed to the Secretary, which forwarded copies
of your Draft Report "United States Assistance To
‘Pakistan Should Be Reassessed,”

The enclosed comments, prepared by the Deputy
Assistant Secretary of the Bureau of Near East
and Asian Affairs, represent a joint response of
both the Department of State and the Agency for
International Development.

" We appreclate having had the opportunity to review
and comment upon the Draft Report. Xf I may be
of further assistance, I trust. you will let me know.
Sincerely, '

@gﬁé%ﬂﬂﬁv

Danigl L, Williamson
Deputy Agsistant Secretaxry
for Budjyet and Finance

Enclosure:

- Comments, -

GAO note: Page number referemces may not correspond
to page numbera of this report.
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APPENDIX III : N ' | APPENDIX TII

Comments of the Department of State and
Agency for International Developument on :
GAO's Draft Report, "United States Assistance to Pakistan Should Be Reassessed”

We have appreciated the opportunity of discussing the draft report with GAO's
representatives and are providing the following comments conceraing GAO's
findings, conclusions and recommendations:

Debt Relief

Recommendation No. 1:  GAQ recommends that the Secretary of State and the
Adninistrator of AID reasgsess the level of aid pro-
vided to Pakistan in view of the added assistance
provided through debt relief and in view of Pakistan's
reluctance to resolve basic factors contributing to
the debt problem. In this connection, GAD suggests -
that AID's annual budget request inform the Congress
eboyt prospective debt problems and that it qualify
the assistance value of debt relief granted. The
Secretary of State should also instruct other
agencies to mutually agree with the debtor country
how the funds made avaflable through this mechanism
will be uszed.

Ry

Comment: We believe that the GAO should reevaluate two key points:

*A. The relationship between the concepts of aid and debt relief are
more complex than presented. We believe debt relief to ke a unique financial
instrument,” involving complicated relationships between the U.S. and the debtor
countries and between the U.S3. and other creditor countries, designed to en-
hance our overall creditor position. We do not therefore believe debt relief
should be equated with afid. Moreover, we believe there are considerable
advantages accruing to the U.S. from our current strategy -- also followed
by other major creditors ~- of maintaining a clear distinction between aid
and debt rellef policies. The "logical” conclusion which organizations of
LDCs are now drawing fvom the equation of debt relief and ald is that debt
should be forgiven. As the largest creditor, we have the most to lose if
this approach were to succeed,

B. The report downplays the importance of the events of 1971 as
they affected creditor country reaction to Pakistan's debt problem. As is
true with most acute debt problems, the deteripration in Pakistan's debt
position was gradual and the result of a series of economic and noneconomic
events., It was creditor country desire to resolve the debt issues resulting
from the 1971 war, however, which led creditors to the conclusion that debt
relief constituted the most appropriaste solution.
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A more detailed discussion of these two points follows:

. 1. The report equates debt relief with 21¢, and stresses that the
-"balance of payments relief derived from rescheduling constitutes economic
assistance not specifically appropriated by Congress. The rationale for
agreeing to debr relief and the circumstances under which such relfef is
provided, however, differ distinctly from those governing the provision of

aid. The vhole concept of debt relief {s based on safeguarding our long-term
financial interests as a creditor. In our contacts with debtor governments

and with other creditors, and in such international fora as the IMF, the World
Bank, the OECD and the UNCTAD, the United States Government continually stresses
‘the position that debt relfef is nefther a method of avoiding budgetary appro-
priations nor a policy instrument for providing development assistance.

: "We believe that our position as the world's largest creditor is
well served by maximizing the distinction between policies covering aid and
debt relief. Zresent policy is based on evaluating the merits of debt relief
on a case-by-case basis, while at the same time pursuing the goal of minimizing
the incidence of rescheduling. The fact that the number of multilateral debt
rescheduling exercises have averaged less than three annuiglly since 1970 in-
dicates considerabie success in both maintaining the important presumption
. that debtors should repay their cbligations on time and in confining debt
relief te exceptional cases,

Other msjor creditors also stress the distinction between debt
relief and aid, although many debtor countries advocate a greater linkage.
The traditional developing country view that debt problems have to be viewed
in the bread context of the development process has in fact been reinforced
by current economic conditions, and pressure by the LDCs (e.g. in UNCTAD)
for debt relief as an alternate form of resource flow is Increasing. In
advocating that creditor countries consider debt rellef as a legitimzte
form of afd, debtor countries hope to expand the incidernce of debt re-
scheduling beyond the restrictive guidelines which curreatly counfine its use
to exceprional circumstances. The U.S. has teken the lead, and been supported
. by all major creditor countries, in resisting pressure to view debt reifef in
the same context as ald., It would be inconsistent for the U,S5. to adocpt
internal procedures which treat debt relief as a supplement or substitute
for aid. Such procedures would wuaken the traditional creditor/debtor
relationship, disadvantage our bargsining power vis-a-vis developiog country
debrors, and could feater an increasing incidence of applications for debt relief.

The Department of State and A.I.D. fully recognize the need to

irsure a meaningiul dislogue with Congiesa on the matter of debt relief. We

believe, hovever, that the report's recommendation to fdentify and quantify
debt relief in the annual budget request is unnecessary., In addition to fulfilling
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the reporting requirement of the 1973 Foreign Assistance Act (a fact note .

in the report), the Executive Branch is fully complying with Section & of the
Foreign Disaster Assistance Act of 1974 requiring Congressional notification
fricr to entering into any megotiation with any foreign goverrment regarding
the caancellation, renegotiation, rescheduling, or settlement of any debt owed
to the United States under the Yorelgn Assistance Act of 1961. All {nformation
known at the time is, and will be, incorporated im annual budget requests, but
we note that forecasting debt problems in the budget process fs difficult in
view of global economic uncertainties.

He believe the GAD should also reconsider ite recommendation thet U.S, lending
agencies negotiate with the debtor country the use of "fuads made available
through the debt rescheduling mechanism.” This once again overlocks the fact
that the prime function of debt relief 138 not aid but rather to enhance the
probabllity of repayment of all debts to the U.S. It also erroneously assumes
that the debtor has “edditional” resources at its f{rmediate disposal, whereas,
in default or near-~default situations which warrant debt relief proceedings,
the rescheduling of a part of the debt constitutes acquiescence, temporarily,
in non-payment of resources the debtor does not have. Finally, no funds are
actually made available through debt reschedulirg;rather the country 1: not
required to pay a bill when due.

Z. Vhen acute debt problems arise, debt relief is just one type of
remedial actfon available and the rerits for relief must be analyzed on a
case~br-case basis to determine ff it constitutes the most appropriate solution.
The Aidsto-Pakistan Consortium did not, for example, provide any debt relief in
response to Fakistan's 1968 request for long-term relief. Creditor couantry
desire to resolve the unique debt difficulties arising from the events of 1971
was the paramount factor in the decisfon reached by the creditors to finalize
the unresolved debt issues within the framework of a multilaterdl debt re-
scheduling. ’

The emergence of an independent state from former East Pakistan
created the problem of the responsibility for the debte contracted by Pekisten
vhich had bdenefited Lts east wing. Our view of applicable internationsl law
is that Pakistan retained responsibility for all external debts contracted
prior to the war, After the war Pakistan nonetheless insisted that debts
resulting from programs of primary benefit to Bangladesh, which it estimated
at sbout $1.2 billion, should be paid by Bangladesh. VFor its part, Bangladesh
affirmed its intention to assume the international responsibilicies incumbent
upon a sovereign state, including a portion of the external debt of the formerly
united Fakistan, but only within the context of an overall finamcial settlement.

The croditor countries of the Ald-to-Pakistan Consortium agreed

to vork towards developing & procedure to overcome the impasse with the
primary aim of avoiding a default on any portion of the total debt. The
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creditor countries also sought to frame any agreement in the context oy
Pakistan's unique situation so ss to avold setting an undesirable precedent
for other countries. 7Tn order to facilitate a final settlement which would
achieve creditor objectives. the Consortium agreed to short-ternm rescheduling
in 1972 and 1973, .

Strategy to devise & resolution to the debt problem also
recognized other factors:

-~ the léng stending request by Pakistan for long-term debt
relief from the Comnsortium,

~— the poiitical constraints preventing Pakistan from accepting

~=~ the hump in debt service payments from FY 1975 to FY 1978
created by the interim reschedulings. ’

b

The final agresment, reached on June 28, 1974, provided for debt
relief to Pakistan in the amount of $650 million, to be provided over the
four years beginaing July 1, 1974, Pakistan agreed to continue payments upon
all debt due to creditors and confirmed that the Government of Pakistan will
.not request further debt relief based on problems arising from!the events of
1971, The United States share of relief to be provided is about 30 percent
of the total, We believe this is reasonable since we are the creditor on
two~-thi~ds of the debt orfginally disputed by Pakistan. In order o emphasize
the unique nature of the debt relief agreement, the United States will re-
schedule on a long-term basis’'only those categories of AID loans which were
originally disputed by Pakistan as a result of the events of 1971.

Directly related to the agreement with Pakistan 1s en sgreement
by the Government of Bangladesh to assume liability for projects visibly
located in its territory Bangladesh is willing to assume repavment obligstions
on approximately $450 mfllion in principal amount on svch visible project loans.
This accomplishes our objective of avolding & default on any portion of the
pze-war Pakistan debt. . .

In examining Pakigtan's long-term debt prospects, it needs to
ba recognired that present-day Pekistsn is 2 wuch stronger econonmic eatity
than the country which existed prior to the 1571 division. We fully agree,
however, with the Gi0 repoirt's concern over future debt servicing prospects,
4t last HMay's meeting of the Pakistan Consortium, the United States and other
creditors expressed serious concern at the cerrent rzte the GOP is accumulating
external debt. We etresgly urged the GOP to increase dow. stic savinge in order
to become less dependent on external borrowings for financing investwent.
Furthermore, we told the GOP that, if they incurred a future debt problem by
reason of borrowing on ghort and hard terms from OPEC or other sources, their
recourse for relief would have to be those sources and not the U.S. or othet
ereditors who provided concessional assistance.
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) Reoommeﬁdation No. 2: CAO recoumends that in providing assistance to Pakistan,

the Secretary of State and the Administrator of AID
give particular consideration to the extent to which
this assistance permits the continuation of policies
which discoursge increased food production.

Comenent:?

We do not agree with the implied conclusion of this draft recommendation that
U.S5. assistence to Fakistan"permits the continuation of policies which dis-
courage increased food procuction". We do, however, agree fully with GAO
that before providing concessional assistance the USG must satisfy ftself
that related self-help measures are being carried out by the recipfent govern-
sent and that providing such assistance would not contribute to continuation
of policies which discourage Increased food production. Both State and AID
will continue to make this requirement a primery fector in considering and
providing economic and concessional food aspistance to Pakistan. We believe
the report should state that one of the central purposes of U.S, sssistance
to Pakietan is to encourage and assist Pakistan in significantly increasing
its food production. Moreover, we believe the report should reflect the fact
that during the ten year period (crop year 1964-65 through 1973-74) rice
production increased from 1.3 million metric tons to 2.1 million MT, and wheat
from 4.5 million MT to 7.5 million MI. The index for all food crops for that
period increased from 120 to 175 ean increase considerably fsster thun the
increase of population. As our Mission in Pakistan put it to the G40 team:
Pakistan obviously was doing something right to get these food results. We
fully agree with GAO on the urgent necessity for Pakistan. to accelerate

food production as quickly as possible and close the considerable gap between’
food needs and food production‘ U.S. assistance programs which have con-~
tributed to Pakistan's progress in increasing agricultural production in
recent years and those programs which either have or are designed to have a
significant impaict in the period immediately sheed include: . .

The Indus Basin Development Project, which has, sfnce its inception fifteen
years ago, built an inter-tviver link canal gystem for the distribution of
irrigation water, and dams for both the storage of irrigation water and

pouer gemeration’ {which vill further increase water availability through
povering of tubewells). The major work, Tarbela Dam, which is now nearing |
coapletion, will make available additional irrigation wator this fall in aa °

‘smount conservatively estimated to be enough for another 500 thousand tons
. wheat production.

-

Fertilizer and pesticide imports, which have demonstrated their value in
increased production in response to a rapidly growing-demand ensuing from .
the adoption of the high ylelding varietifes of the “green'revolution."

Partial financing in the construction of two fertilizer plants

. Both pihnts, financed in part by AID loans of U.S.~owned rupees, have

Anerican private enterpiise participation in their owmerehip and have been
operating in-excess.of their rated production capacity the past two years.
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. Salinity Control and Reclamation (SCARP) projects, to reverse the salinization
end waterlogging of older irrigated iands and, thus, to restore land to
production.

Strengthening and cxpansion of the agricultural research system, to develop

and adapt both improved seed varieties and on-farm technology on a continuing
basis to support continuying growth in food production. More recent and planned
ssaistance to Pakistan in support of its campaign to close the gap betweer. food
needs and production include:

Construction of a third major fertilizer plant with private American joint
ownership, for which & loan of $40 million was recently authorized. The output
of this plant, together with that of another plant being constructed and two
existing plants being expanded without U.S. assistance, will support the
Pakistenl effort to achieve self-sufficiency in nitrogenous fertilizer by

1979 despite a projected continued sharp increase in demand.

Fiel! evaluation and demonstration of technology in water distribution to farms
and tie more efficient use of water on farms, both irrigated and non-irrigated.
Technologies being evaluated and demonstrated include precision land leveling
and tillege practices in conjunctionwith the use of improved seed varieties

and fertilizer. The first major replication of these technologles and their
benefits will be supported with a lecan planned for FY 1976 in Water l:inigement.

Financiné the fmportation of agricultural inputs (primarily seed, fertilizer
and pesticides) planned for FY 1976. Pakistan has just purchased end shipped
from Merico 17,000 tons of improved wheat seed, for which it is expected to
seek reimbursement under the proposed loan. This seed will be replicated in
the 1975 fall-placted crop season and shculd produce enough for 100 percent
of the seed requirements for the irrigated wheat acreage in 1976.

Policy Reforms

We recognize that certain of Pakistan's policies may inhibit wmaximum progress

in increasing food production. We disagree, however, with the statement implying
that Pakistan is not making progress in carrying out necessary changes. Much
needs to be done in this area, but Pakistan has, in fact, taken many policy steps
to increase domestic food production. Examples include increases in government
procurement prices for wheat and other commodities for distribution through
ration shops (45 percent in the case of wheat), corresponding increases in ration
shop prices, construction and expansion of fertilizer plants, importation of
fertilizer %o meet needs until domestic production is increased, subsidizing
fertilizer distribution to supportan adequate wheat-fertilizer benefit-cost

ratio at the farm gate, investment in the Iidus Basin water and power complex,
pubsidizing tubewell comstruction, now expanding at the rate of about 10 per-
cent annually, importation and multiplicatifon of improved seeds, and expanded
farm credft, Although these are all steps in the right direction, they are not
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sufficient for the most rapid and sharp increases which are both possible and

-ne=ded in food praduction. This fact is recognized by Pakistani planuers

who must seek reform in a2 politfcal environment. The most recent step in the
direction we and the GAO endorse =~- 8n Increase in the price of rationed
food -~ resulted in public outecries and violence in vhich some deaths occurred.

Under the leadership of the World Bank, and with full support of the repre~
sentatives of the U.S. and the other Consortium members, the Aid-to-Pakistan
Consortium, which net in Paris in May 1975, emphasized to the Pakistan Government
representatives the urgent need for policy reforms to achieve a more rapid in-
crea.z in food production.

In providing PL-~4B0 assistance careful consideration is given to the level of

such assistance so as to aveid disincentives for needed policy reforms. PL-480
assistance constitutes only a minor fraction of Pekistan's total food import

needs @bout 20 percent of $446 million in FY 1975), the bulk of which 1is bought
with Pakistan's own scarce free foreign exchange. Balance of paymentsconsiderations
are such that Pakistan is under great pressure to becone self-sufficient in the
commod{ties which are now imported.

The USAID Mission in Pakistan is engaged in an ongoing dialogue ofiseveral
years duration with the .government on needed policy reforms. This dialogue,
which has been carried on in the context of overall U.S. assistancq and with
particular reference to PL-4B0 and fertilizer assistance, has been stepped up
following the Consortium discussions referred to sbove. Exawples of recent
action by the Covernment of Pakistan in carrying out policy reforms to en=
courage food production are: increases previously referred to in government
procurement prices for food grains aund in ration ship prices; establishment of

the government procurement price as the floor price rather than the ceiling

.price; a serious and continuing examination of output-input price relationsbips;

decisioris to increase fertiiizer and seed supplies; modification of the 1973
Punjab Provincial Government takeover of fertilizer distribution] and decision
to permit distribution by the private sector of imported phosphate fertilizers.

The current round of discussions is focussing on policy steps which need to be
taken and announced in time to influence farmer decisions prior to planting
in the fall, including:

-~ Holding fertilizer prices at present levels which have prevailed
since April 1974,

—~ Continuation of the government wheat procuvement pr¥ice at or above
1ts present level as a floor price for the next (1975-1976) crop.

-~ Avoifdance of ceoercive government procurement practices.

~~ Allocation of Tarbela Dam water, available for the first time, to
provinces and to specific canals and watercourses.
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~— Increase in the number of fertilizer distribution outlets, both
public and private. Private cutlets may be fncreased through the
complete or partial dropping of licensing requirements. Con~-
sideration is also being given to increasing the retail margin
- to a more adequste level, and to the simplification and expansion
- of creédic.

Recommendation No. 3: GAO believes that the impact of Pakistan's defense spending
. - on the amount available to develop economic resources
should be fully analyzed before approving the sale of
~ milftary equipment to Pakistan. Further, Pakistan's
defease spending should be fully considered when de~
termining the amount of aid to be provided.

Comment:

Our modification to the policy governing sale of arms to Indis and Pakistan,
announced on February 24, 1975, was carefully formulated to make clear our
interest in minimizing the political and economic impact of Y.S. arms sales.
This intention 1s reflected in GAD's summary on page 24 of the new policy,

in which, inter zlia, it is stated that the U.5. has no 1nterest in “resuming
its pre-1965 role as a major arms supplier to the region." Requests for the
purchase of U.S. weapons will be closely scrutinized from a number of angles,
including the potential impact on the Pakistani economy and Pakistan's pro-
spacts fos development. State's Bureau of Near Eastein and South Asian Affairs
and its Buvreau of Politico-Military Affairs, which jointly monitor arms re-
quests under thc new policy, are acutely aware of the need to avoid excessive
nilitary spendiag in the Subcontinent. Accordingly, we are committed to
adainister the new policy in such a way as not to stimulate an arms race in
the ares. (Mo formal requests for new weapons systems have yet been received
f::a the Govermment of Pakistan, although it has requested so-called "price
and avallability" data on certain equipment,)

Obviously Takistan's weapons procurements from this country are only a part of
overall nilitary spending. While the treand in recent years (as a percentage

of GNP or the natlonal budget) has been encouraging, State and AID agree with
Recommaendation No, 3 that Pakistan's defense spending should fully be considered
in determining aid levels.

Comment on Chapter 1, GAO Report .

Assuming that GAD incorporates a serfes of changes, vpdated information, and
clarifications suggested in recent meetings with GAO officials, we believe
that the introduction and sections on political/economic conditions and the
Aid-to-Pakistan Consortium constitute a broadly accurate statement. Among
the addftions we considered particularly fmportant is a strengthening of the
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section on Pakista.a's external relations (page 3} to mare accurately reflcct
the roles of the OPEC members and the USSR. We believe the modified sectiom
covering the Cansortium (pp. 6-7) now represents a useful overview of the
complementary roles played by the eleven Western donors,

Comment en Chapter 3:

In the first paragraph, we agree that the level of commitmesnt by the Covernment
of Pakistan ic highly significant to the effectiveness of U.S5. aid in achleving
sustaining economic development. The GAO's observations in this regard may,
however, cast doubt on the sincerity of past governments’ zfforts in seeking
broad economic ends. This allegation is, perhaps, scmewhat gratuitsus since
the question of “comritment" 1s more a measure of thelr acceptance of our
pevception regarding what would best improve conditions in Pakistan. Needless
to say, Pakistani officilals srrive at their own conclusions as 0 what is best
for their country, as well as the politicdl and soclal feasfbility of given
targets and approaches. Moreover, the obeervation that "U.S. agencies ad-~
ninistering assistance to Pakistan have not always had tnis commitment" (by the.
Government of Pakistan) is made in hindsight; "commitments” and their mutual
perception necessarily change over time and in response to changed conditions.

Regarding defense spending, the GAO report correctly identifies such expenditures
as sbout 6 percent of GNP and 24 percent of total government spending. However,
(1) there has been a decline in real terms (l.e., ifucreases less than the

amount of -dnflation) in recent years, including a 7 percent decvease in the
just-announced FY 1976 budget, and (2) according to a recent ACDA survey, there
are some 40 nations which spend at least as large a share of their GNPs on
defense as Pakistan does., The comment by GAO (page 22) that "U.S. econowic

8id indirectly made possible a higher level of defense expenditures than the
country could otherwise¢ afford” is somewhat misleading. U.S. lending and

grants are channelled to closely-monitored projects which engage scarce
Pakistan rescurces in development; furthermore, withdrawal of this asgistance
would not mean that funds spent on mflitary programs would be diverted to the
AID-backed projects. ~Likewise, ThE tadTtoasamviwt defense spending 1s larger
than reported is also misleading. Such data can be used for comparisons
{worldwide or historically) and any statistical problems will be sorted out on

a roughly consistent basis, That is, any containing errors fan the data tead to
be elininated when one uses the statistics for year-to-year and country-to-
country comparisons (e.g., the FY-75 to FY-76 military spending incresse in
Pakistan of 11.6 percent —— a likely 7 percent drop in real terms -~ is accurate
since the spending levels are in error by simidlar amounta), As noted in our
response to the recommendation on arms purchasea in the ©.S., we will carefully
monitor Pakistani requests for such weepons to minimize their impact on develop~
ment.

Comment on Chapter 3 (pp. 40-4%3)

¥We agree with the GAO's analysis of the need to improve Pakistanl tax resvenues,
though we must note that the plcture is far more complex than portrayed by GAO,
All developing countries rely on indirect taxes more than on Income and other
direct taxes; it f{s inherent in the development process that Ilnstitutions
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devalop which permit sophisticated taxes and collection mechanisms to evolve
rather slowly. In this regard, FPakistani officla.~ argue persuasively that

an agricultural income tax would (1) be difficult to collect given a tradi-
tionalist rural etructure, and (2) would erode support for the century-old )
land-revenus tax which, though subject to some abuse, is capable of producing
considerable revenues. As the report comes to recognize, the side effects of
indirect taxes are complex and not easily predictable. In short, Pakistan's
tex structure is a subject which requires careful and in-depth study sud for
which few easy generalizations or \recommendations can be mzde.

On the matfonalizations undervaken by the Government of Prime Minilster Bhutto,
tha GAD analysis tends to oversimplify the effects on investment. Excess
capacity in the wake of the separatfon of Bangladesh also had an important

role in deterring new investwment. Though statistics are inadequate, the
increased investment in small-scale firms appears to have at least partislly
offset declines in new private inveatment in larger-scale industries. We also
suggested modifications in the GAO report to note the considerable public~sector
investment in heavy Iindustry, as well as the ambitious expansion plans belng

put Into effect in the current budget. Finally, the Government of Pakistan's
posture of welcoming foreigan private Investment in many fields was not mentioned
in the report. .

The report also studies Pakistan's serious trade gap, partially created by recent
worldwide economic distortions, and mentions favorably the Government's efforts
to seek new domestic energy resources, including Pakistan's large natural gas
reserves. GAO's conclusions noted in Chapter 3 again raise objections to the
Pakistan Government's price policies and other factors which contribute to lowered
agricultural productivity -- . These conclusions in the draft report did not
fully reflect the complex difficulties in reconciling policy goals in Pakistan,
and tended to give the impression that the Governmunt of Pakistan was not taking
hard decisions among various desirable policy alternatives., We are hopeful that
State/AID's meetings with GAQ officials will result ir a ' sre thorough treat-
ment of this .aspect, -

Recommendation No. 4: GAO recomnends that the Administrator of AID obtain a
. firm commitment-of support from Pakistan before pro~
viding any additional assistance for the malaria
progran, *

Comment :

AID has assured itself of the Government of Pakistan's firm commitment of support
for the malaria contrsl program prior to authorizing a loan of $20 million for
that purpose, the first part of $35 million to be provided over threa years.

The loan provisions will include "conditions precedent" which require that

prior to disbursement of the loan or issuance of letters of coumi-rent each year,
the Covernment shall (1) provide its federal D..ectorate of Malar a and (through
provincial governments) the provincisl health departments all necessary funds
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in addition to tEe loan for the timel

portion of the progrem, and y and effective carrying out of that year's

(2) furnish evidence of
re ) arrangenents for the -
nt of necessary commcedities, and the distribution and ut{lization thefegzogzre

;:q::::grfgr the program.! Pakistan, from the beginning of the program, @111
ed to budget the forelgn exchange costs for each year's program operations

and fr¢ contfinuing a
16 complonng. g control program on its own after our share of the financing

The Government of Pakistan is preparing to issue invitations for bid for the

TY 1976 requirement of nearly 7,000 tons of chemical pesticide. Pakistan is
responsible for providing the foreign exchange to purchase the pesticide sob-
ject to reimbursement by AID under the sharing formula provided for In the loan
agreement which obligates Pakistan to pay for 40% of such costs. It iIs estimated
that Pakistan's share of the foreign exchange cost for the five-year progranm
will be about $27 million.

In addition to its commitment of 40 percent of foreizn exchenge costs on an
annual basis, Pakistan has undertaken the instirutioral resporsibility for
carrying out the program, the performance of which will be Jointly evaluated
annually as a basis for meeting the following year's conditions precedent.

Local currency costs over five years are expected to approximate $33.5 ={llion
equivalent. OFf tnis amount, $25.3 million equivalent in rupees will be wet

by grants of excess U.S.-owned rypees vhich will be provided in accordance
vith PL-480 Section 104 (f). According to an earlier GAO report, with which
we agree, this grant of accumulated U.S.~otmed rupees is _in fact,an allocation

of Pakistan's own tesources, and not & form of U.5. aid,

Recommendation No. 5. a): With respect to disaster relief programs, GAO
recommends that the Secretary of State and
Administrator of AlLD:

-- not use disaster relief funds for development
assistance progranms already -justified to the
Congress in the ammual budget presentation
for the purpose of reprogramming these funds
to other countries, thus supplementing a
congressionally imposed limitation on foreign
assistance.

* Corment &

We concur fm and will implement this recommendation. We wish to point out,
however, the particular circumstances concerning ioplementation of the $18
million Agricultural Production loan signed November 135, 1973, the principal
purpose of which was to finance fertilizer imports to expand Pakfrtan’s .frod
production following the flood disaster of August 1973. GAD concli:ied that
this loan did not support the emergency relief and rehabilitation eiforts and,
therefore, should have been fundcd with reguler development assistance funds.

67



:ol G J‘“!ii‘ﬁlﬂi.Aij}LE
‘ | ..

APPENDIX III ) . APPENDIX III

When the President's Disaster Relief Coordinator visited Pakistan ip early
September 1973 to revicw the extent of the floed damage and to consider ways
in which the United States might help Pakistan in the rehabilitatlon stage,

we had only a limited ability to provide food from the United States. This
‘reinforced the conclusion that every effort should be made by Pakistan itself
to produce more fooa, and in examining the opportuniiies for food production
and the ways in which we might help, it was decided to give priority to
fertilizer supply. Pakistan was concerned at the time about a potentizl
fertilizer supply problem and we judged that a quickly processed loan primarily
for fertilizer would cause Pakistan to act more vigorously to commit its own
resources for fertilizer purchases and to get in-country stocks of fertilizer
out to the farmers in anticipation of AID financing subsequently becoming
aval.able to reimburse the Pakistan Government for such purchases to replenish
ferttiizer stocks. For these reasons we related the $18 million loan to the
disaster.

The rapidity of the increase in fertilizer prices, tiz o%lent of the difficulty
in making fertilizer purchases and the very unfortunate action by the Punjab
Government relative to taking over of fertilizer distribution were all factors
we did not antlcipate. We judgad it advisable to hold up signing the loan while
the Governnmeat of Pakistan tried to limit the damage done by the Punjab action -
though under the reiwmbursable procedures we were following, this, of course,

did not hold up Government of Pakistan procurement of fertilizer. We coriclude
that the existence of the loan speeded up GOP procurement action and led to
important rectification of the Yunjadb action. While the implementation did

not go as we had hoped, the furds will have been well used for the purpose

of increasing production of food. Given the facts as we knew them at the time
decisions were made, we believe AID acted prudently in the implementation of
this loan. Moreover, the Congress acted on the disaster relief assistance to
Pakistar, following a visit to Pakistan by a Congressional study team, after
full consideration of the facts, including knowledge of the $18 million ferti-
lizer loan, and including consideration of the very questions the GAO now raises
about that loan.

Recommendation No. 5. b): With respect to disaster relief programs CAO recom-
rends that the Secretary of State and Administrater
of AID:

~~ establish guidelines and procedures for the fixed-
cost reimbursement method of aid to require that
plans, specifications, and fixed amounts to be
reinbursed be agreed upon between AID and the
benefiting country before actual woerk on such
projects 1s undertaken, and that the agreement
include a provision that the fore.iga exchange
provided be used to purchase commodities in the
United States.
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Comments:

Following the flood in August-September 1973 the Govermment of Pakistan
imnediately assessed the damage and asaigned priority to apecific project arees
in order tc most effectively mobilize 1ts resources. Pskistan's need for
assistance was urgent, and the USAID Missfon immediately reviewed CoP's re-
habilitation plans to determine how U.5. assistance night be wmost effective,

We concluded that the greatest benefit would acrue to the population most
seriously affected by the flood from B.S. perticipetion in the repair of rural
feader roads, the repair or replacement of schoola and medicsl facilities de- \
siroyed or seriously damagod, and in the replacement or construction ofpotable
water vells in flood damage areas,

E o
A f ixed cost reimbursement grant to pasrtially finance these specific rehabi-
litation efforts (which involved primerily local costs for indigenous materials,
labor and equipment operation) was explored with Pskistan and discussed fully
with the Congress, Funds for the grant, although asppropriated in December 1973,
were not authorized until July 1974, the wmonth when the $27 5 willion grant
agreemeut with Pakistan was signed.

The grant, in keeping with principles conditionally sgreed upon with!Pakietan
S0me: moaths earlier, provided for the reinbursement of a fixed dellar emount

to be determined for each preject and mot to exceed 70 percent of the estimated
direct costs of labor, equipment, materials required for construction, con-
struction materlals, and contractor scrvices.

Because of the urgent necessity for Pakigstan to move shead with rehebilitation

and because of delay incurred- in executing the grant agreement after mutual

understanding had been reached on thz fixed cost reimbursemen+ procedure,

Pakistan, with AID's concurrence, procéeded with the construction of cortain

of the retabilitation projects after USAID/Pakistan had reviewed a sampling of

desizns, specifications and estimated costs. Upon completion of sub-project

segments or units reimbursement is being made on the basis of AID's verification

that expenditures were in accordance vith agreed design and construction criteria.

It should be noted, however, that this activity has proceeded much less repidly

than we had anticipated. The first request for reinmbursement was received \
in May 1975, ) ] . ) . T
" We concur in the recommendation concerning guidelines and procedures for the

‘method of fixed cost reimbursement to be followed in normal situations. Such

procedures were spelled ocut in AID Circulsv A-513 dated July 17, 1974 eatitled

“Use of Fixed Amount Reimbursement Method for lLocal Cost Financing." -The

procedures used in financing t'.. flood rehabilitation projects in Pekistan eare

consistent with these guidelin.

In its further discussfon of the Pakistan Disaster Relief Program GAO recom-
mended that futuve ggreements involving use of the “fixed cost or fixed emount
reimbursement” metheod fnclude a requirement thet foreign exchange provided

to the benefitting country be used to purchagse in the United s:ates any com-

. modities needed to satiafy its fmport requirements.

b mf ety -
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In financing local costs in disaster velief programs, we do give con~ l
-sideration tg tying the dollars for procurement in the United States 1f a
‘significant balance of payments impact is foreseen. This was not visualized
as likely in connection with the flood grant to Pskistan since the United
States was the largest single exporter to Pakistan, and since demand for
" imports from the U.5. in the form of cash purchases of food was rising.
Furthermore, Pokistan suffered major foreign exchange losses in poteatial
earnings and we belfeved it desirable to give Pakistan some flexibility in
weeting its import bill. We would, In the future, glve serious comsideration
to GAO's recommendation to tie free dollars a country receives under the fixed
cost reimbursement aystem used in disaster rellef programs to expenditure in
the U.S.

Flood Relief aid Rehabilitation Grant
-{Chapter 5, pages 67, 68 and Vi of the Digest)

We suggest that GAD modify and clarify its discussion on the pages referred to
above concerning the $27.5 willion grant for flood relief and rehabilitation
50 as to take into account the following poiants:

a) ' In justifying the request for $27.5 million for flood relief and
" rehabilitation, our Congressional presentation and testimony made 1t clear to
both Houses that dollars were to be used for local costs to assist in financing
reconstruction and rehabilitation of rural feeder roads, primary and secondary
schools, medfcal facllities, and community water facilities.

b) The $27.5 million anount for relfef and rehabilitation assistance was
appropriated under Title IV of the Forelgn Assistance Appropriation Act of 1974,
passed by the Congress in December 1973, These funds were, however, not availa /le
until passage of the Authorization Act in July 1974.

“¢) In the last paragraph, page 67, CGAO's statement concerning its view of
the broad applicebility of Section 113 of the Foreign Assistance and Related
Prograns Appropriation Act of 1574 (which specifically prohibits the use of
dollars appropriated under Title I of the Act to finance local currency costs

“in countries where we have U,S.-owned excess currencies), would appear to pro-
hibit the use of the dollar appropriation by the Congress to finance local costs
"-for relief and rehabilitation in the Pakistan disaster case. The GAD
report notes that AID's General Counsel determined that Section 113 does not
apply to Title IV of the Act and states further that ‘'we do not necessarily
disagree with AID General Counsel's technical legal opinionj however, we believe
_ that the statement concerning the sense of the Congress [Section 113/ has broader
application than fto] Title I of the Act." We suggest that this statement be
clarified, as it appears to be inconsistent with other statements in the report.
The statement could be interpreted as implying that we should have provided
U.S.-cwned excess rupees in lieu of dollars, which would simply mean that we
would have provided $27.5 million less aid to Pakistan than the Congress
suthorized.. The substitution of U.S.~owned rupees would not have provided

ce -
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Pakistan withk "rew" rescurces and, in fact, wvould have consti
against Pakistaza's own resources. - GAQ clearly recognized thi
extensive study and report of 1971 entitied "Opportunities fo
United States-Owned Excess Foreign Currency in India" in whic

APPENDIX III

tuted a elaim

s principle in its
r Better Use of

h GAO stated:

"The United Scates dees not provide additional rescurces when

it lends or grants rupees to India, as polnted out

on pages

69 and 70 of this report. Thug, there is no eccuonmic benefit

in terms of new resources when the United States provides

the Indians with U.S.-owned foreign currency in India., A grant
of U.S.~owned forelgn currency is akin to an agreement whereby
tha United States and Indian Governwents simply decide to attri-

bute to the U.S5. Govermment the financing of a proj
actually is financed from current Indfan resources.

ect that

The Congressional_Research Service, Library of Congress, in its January 1974
report entitled “"The Availability and Use of Local Currencies in the U.S.

Forelgn Ald Programs™ prepared for the House Foreign Affairs

Committee,

commented as follows on the transfer of U.S.-owned local currency:

“rwo facts noted above should be reemphasized: First, there
is only one real resource transfer into the recipient's
economy: the American commodity. After that treansfer, the
real econonic ben.ffts cease, though in many instances there
might be further benafits resulting from the provision of
finanecial resources., Second, the local currency given to

. the United States in exchange for the commodities

is a

potential claim oo the real résources of the recipient.

When the United States spends the' local currency in the
country that created it, the claims placed upon that economy
will require rew real resources if they are to be met. The
real resources foregoneby the aid recipient will not be

available for domestic consumption, investwment, or

Donaticn of Helicopters

The report states on page 76 that "Neither Pakistan nor AID
plans for .ow six helicopters funded from AID'e contingency
used. In our opinion, this'was an unnecessary use of approp

The GAO report describes the circumstances under which the s
helicopters, previcusly used in providing assistance fn the
operations “ollowing Pakistan's 1973 flood, were transferred
In implementing the Grant Agreement of February 24, 1974 cov
helicopters, our AID Missfon in Pakistan obtaimed explicit a
Government of Pakistan regarding eligible civilian uses and
procedures to assurs cost recovery for these uses -and, conse
maintenance of the aircraft. Disaster relief waa the highes
end the helicopters were placed under the control of the GCov
rellef unit. .
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. The decision to give prlority to keeping the helicopters in 2 state of readineas
for use in disaster relief emergencies, we believe, has proven sound, As a re-
sylt of the December 28, 1974, Swat earthquake {n the wountains of northern
Pakisten, road access to the sffected area was broken by landalides and other
damage. The disaster rellef aircraft and such other helicopters as Pakistan
conuld deploy flew some 400 sorties, airlifting medical teams, clothing, field
hospitals snd tents to the disaster ares, and bringing out geriously Injured
for hospitslization. Ve believe that the availebility of /these helicopters
to Pakistan for possible future emergency operations such as the earthquske
and the flood disaster relief programs will prove to be of humanitarian value.

In referring to the very limited use of the helicopters by other.civilian

agenclag of the Pskistan Govermment, the GAO teawz noted ot the time of its

fleld visit late fn 1974 that the various egencies hed not been provided with

usage criteria or informed of procedures for obtalnirg the aircraft and for
‘making . reimbursement therefor; and, therefore, they had not budgeted such costs, °
The agencies were subsequently informed of the criteria, procedures and costs,

and our Hiesion in Pakistan expects such general usage of the helicopters

to fincrease.,

PL 480,Title I Assistence - (pages 69-72)

We suggeat that the following statement concerning grain sorghum imported by

" the Pakistas Governmant be added to the last paragraph, page 70:

An officfal of the U.S. Department of Agricplture has also confirmed that the

- Government.of Pakistan knew that only mixed (yellow and browa) sorghum was
available. The Purchase Authorizstion requested by GOP im lste November. was
{asved on Decesber 2, 1973. The GOP erranged purchases and. shipping. One ship
booked by GOP had mechanidal problems and did not. depart frowm the U.S. port
uctfl February. ) '

Chapter 4, Populsfifon Planning and Malaris Contxol Programs

In accordence with our discussions with GAO's representstives we are attaching
separate detafled comments on Chapter 4 of the draft report. (GAO Note)

© If GAD feels it would be useful in preparation of its final report, ¥e ehall,
. of course, be glad to provide additional documsotation which may be desired
_and discuss further with CAO'e representatives eny of the matters covered by
this statement and by Our separate comments on Pakistan’s family plauning end
malaria control prograns.

lodetrd Aotv

Adoldh Dubs
Deputy Assipfent Secretary
Bureau of Xear East and South Asian Affairs

Attachment afe

CAO Note: Chapter 4 of the report has been nicdified to reflect thnse detailed
cnmments as considered eqplicable.
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UNITED STATES DEPARTMENT OF AGRICULTURE
FOREIGN AGRICULTURAL SERVICE
WASHINGTON, D.C. 20250

AUG . s 178

Mr. J. K. Fasick, Director
International Division

United States General Accounting Office
Washington,.D. C. 20548 '

Dear Mr., Fasick:

Reference is made to your letter of May 16, 1975 with which you enclosed
a draft of your proposed report to Congress on your review of U.S.
assistance to Pakistan and requested our written comments.

The main thrust of the report is directed toward development problems
ané policies which are the responsibility of the Agency for International
Development.

This Depar%ment is concerned with disincentives to agricultural produc~
tion in Pakistan and has strongly supported AID efforts to obtain changes
in Government of Pakistan policies in order to encourage farmers to
increase production, esnecially of wheat. These policies were discussed
at the Consultative Group Meeting on Pakistan ir Paris in May of this
year and the GOP has taken some favorable policy decisions as a result.
Presumably, this was after the GAQ report was drafted.

As soon as the exportation of barley by Pakistan in violation of the
terms of the Title I grain sorghum sale was detected by ovwr Agricultural
Attache, this Department took the lead in working with State/AID in
finding a solution tc the problem and took necessary corrective action.
The purchase of the graln sorghum for cash was.the best course of action
Pakistan could take in order to be in compliance wzth provisions of

P.L. 480,

Sincerely,

......

Administratc®
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APPENDIX 'V

PRINCIPAL OFFICIALS RESPONSIBLE FOR ADMINISTERING

- RPPENDIX V

ACTIVITIES DISCUSSED IN THIS REPORT

.Tenure of Office

From
DEPARTMENT OF STATE
SECRETARY OF STATE:
Henry A. Kigsinger Sept.
~ William P. Rogers Jan..
ASSISTANT SECRETARY FOR NEAR EAST AND
-SOUTH- ASTAN AFFAIRS: ]
Alfred L. Atherton, Jr. Mar.
Roger P. Davis {acting) Feb.
Joseph J. Sisco Feb.
AMBASSADOR TO PAKISTAN:
Henry A. Byroade Oct.
Sidney Sober (Charge' 4° Affa:res) Apr.
. Joseph S. Farland Sept.

1973

1969

i

197&
1974
1969

1973
1972
1969

AGENCY FOR_INTERMATIONAL DEVELOPMENT |

.

ADMINISTRATOR:
Daniel Parker Oct.
John A, Hannah Apr.

ASSISTANT ADMINISTRATOR FOR ASIA (note a)é

Arthur 2. Gardiner Oct,
Alfred D. White (acting) Mar.
Denald G. McDhonaild Sept.
ASSISTANT BDMINISTRATOR FOR HNEAR EAST
AND SOUTH ASIA (note a):
' Robert H, Nooter Oct.
DIRECTOR, U.5. AID HISSION TO PARISTAN:
Aug.

Joseph C. Wheeler

1973

- 1969

1975
1974
1970

1974

1969

To

Present
Sept. 1973

Present
Har, 1974
Feb. 1974

Present
Oct. 1973
Apr, 1972

Present .

Sept. 1973

Present
Cct. 1974
Mar. 1974

Oct. 1975

" Present

a The Bureau for Asia was reorganized to form the Bureau for
Near East and South Asia in October 1974, and effective
Oztober 12, 1975, a Bureau for Asia was again established
-to include country responsibility for Pakistan.
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