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File 4 Pa bt faanc

Country: PAKISTAN Delegation: Mr. SARTAJ AZIZ, Minister of Finance
April 29 @ 2:30 p.m. Mr. R.A. AKHUND, Secy., Econ. Affairs
BACKGROUND

You met Mr. Aziz during the last Annual Meetings when he was Finance Minister
under the caretaker government.

New government, which took office in November 1990, moved quickly to adjust oil
prices and reactivate adjustment effort with particular emphasis on accelerating
industrial investment, deregulation and privatization and putting the financial
sector reform back on track.

Also tackled revenue-sharing and water allocation among provinces -- too long-
standing and divisive issues.

Serious delays, however, in tackling the fiscal situation which prevented
reestablishing a satisfactory macro program that could be supported by the Bank
and Fund.

Bank pressure resulted in price increases in March for power, transport and
natural gas as required under Energy Sector and Transport Investment Loans.

Just completed IMF mission with Bank participation; believe agreement on PFP and
third-year SAF is possible this summer, provided the government takes requisite
steps (fiscal and monetary), and has a sound FY92 budget.

Bank lending has averaged $700m annually over past several years. In FY91, Bank
has committed $300m (3 operations) and plans to commit $380m more (6 operations)
on the assumption that macroeconomic and structural adjustment program will be
back on track. ’

$200m Emergency Adjustment Loan (Gulf Assistance Program) has slipped to FY92 due
to delays in government actions. However, we are making supplemental loans for
$150m this fiscal year.
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POINTS TO MAKE TO DELEGATION

1.

Congratulate the Minister on the steps taken to speed up deregulation and
privatization, settle long-standing inter-provincial issues and renew Pakistan’s
adjustment effort.

Stress the importance of establishing solid macroeconomic framework and reaching
early agreement with the IMF. This requires fiscal and other demand-management
measures. Underscore that Bank could not provide quick-disbursing support
(including tranche releases), without sound macro framework and IMF agreement.

Long Term Development and Poverty Reduction should not be neglected. Bank
believes Pakistan must accord much higher priority to social development. Have
decided that future size of lending program and level of IDA allocation will
depend upon progress achieved on this front, including better implementation
performance on existing projects.

. Express appreciation of Government's emphasis on greater self-reliance, but also

note urgent need for increased development spending. Recent progress in solving
water rights issues and new revenue-sharing agreements with the provinces will
facilitate such investments.
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PAKISTAN - Your Meeting with the Minister of Finance

Background

5 You will be meeting with Mr. Sartaj Aziz, Minister of
Finance, Economic Affairs, Planning and Development, of Pakistan, on
Monday April 29, 1991. You previously met Minister Aziz during his
visit to Washington for the 1990 Annual Meetings. At that time, he
was Finance Minister under the caretaker Government, but has since
been reappointed to the same post following the October 24 elections.
The Minister has been attending the Asian Development Bank annual
meetings in Vancouver, and is here in Washington to attend the
Development Committee meeting. From Washington he will be
proceeding to the Pakistan Consortium meeting which takes place in
Paris on May 2 and 3. Minister Aziz is expected to be accompanied by
Mr. R. A. Akhund, Secretary, Economic Affairs Department.

2. At the time the new Government took over in early November
1990, Pakistan faced increasingly serious fiscal and balance of
payments difficulties stemming from slower than expected progress in
carrying out its adjustment program, including slippage in meeting
fiscal targets. These difficulties were exacerbated by the Gulf
Crisis and delays in passing through the increase in international
oil prices. Given the absence of a sound macro-economic program and
insufficient progress in meeting key performance targets, no
purchases were made under the IMF standby arrangement during 1990.
The IMF therefore allowed the standby to lapse and delayed agreement
on the third year of the SAF. At the same time, the lack of progress
on macro-economic matters and delays in taking price and other policy
actions required under the Bank’s adjustment operations in the energy
and financial sectors, resulted in our postponing release of second
tranches for each of these operations.

Recent Developments

S Upon taking office, the new Government moved quickly to
adjust oil prices (increased by an average 41 percent in November),
while also taking steps to reactivate the adjustment effort, with a
particular emphasis on accelerating industrial investment,




deregulation and privatization (including, so far, virtual
elimination of investment and import licensing, and szle of one
nationalized bank) and putting the financial sector reform program
back on track. In fact, the overall thrust of the Government’'s
reform program suggests a substantial break with the traditional
policy stance, reflecting the new Prime Minister’s approach and
background as a private industrialist. As part of this approach,
several committees were established with private and public sector
participation to address economic issues. The Government also
reconvened two committees with Federal and Provincial representation
to tackle longstanding and politically divisive issues concerning
revenue sharing and water allocation. As a result, agreements have
been reached on apportioning the Indus water between the provinces
and establishing a revised framework for revenue sharing between the
Federal Government and the provinces. Finally, the Government has
been emphasizing the need for self-reliance, i.e. less dependence on
external suppeort.

4, In spite of these promising developments, for which the
Government should be complemented, there were serious delays in
tackling the fiscal situation. The November oil price increase was
not immediately followed by required price increases for natural gas
and power tariffs as mandated by the new oil prices (and by the
Energy Sector Loan conditionality). Similarly, the railway tariff
increase was also delayed. These delays further compromised an
already weak fiscal situation, with an expected deficit above the
PFP/SAF targets, low development spending, and with defense
expenditures high at about 7 percent of GDP. Given the delays in
further price increases and lack of other action on resource
mobilization issues, no progress was made for several months in
reestablishing a satisfactory macro program that could be supported
by the IMF and the Bank.

3. An initial breakthrough came in late March when, partly as
a result of strong Bank pressure, the Government raised power,
transport and natural gas prices to levels adequate to meet
requirements under the Energy Sector Loan and Transport Investment
Loan. Since then, an IMF mission, with Bank participation, returned
to Pakistan for further discussions with the Government on macro
economic prospects, including the proposed FY92 budget, and to
initiate work on a new PFP framework and the third year SAF. This
mission has just completed its work. 1Its overall conclusions, as
conveyed to us in summary form from the field, are positive, in that
IMF and Bank staff believe that an agreement will be possible in the
coming months, provided the Government: i) takes the recommended
steps to strengthen the fiscal and monetary outcome for FY91, and ii)
puts in place a sound FY92 budget. Another IMF/Bank mission would
return to Pakistan in late June to review the outcome of the measures
to be put in place during the remainder of FY91l, assess the FY 92
budget, and finalize the PFP and third year SAF arrangement.



Bank Assistance

6 : Over the past several years the Bank has provided
substantial support to Pakistan (averaging US$700 million per year).
During the current FY we have approved three operations to date
(totaling about US$ 300 million) and plan to take six more to the
Board, totaling close to US$380 additional. We have continued to
provide this substantial level of support on the assumption that the
macro-economic and structural adjustment program would be put back on
track. Assuming that an IMF agreement is reached, we would be able
to provide substantial additional balance of payments support in
early FY92. This would include disbursement of the second tranches
of the two sector loans (US$120 million) and the proposed US$200
million Emergency Adjustment Loan (EMAL) as part of the Gulf Crisis
assistance program (which we have had to slip into FY92 due to delays
in Government action). A proposed US$200 million Trade/Industry
Sector Adjustment Loan is also planned for late FY92. We would hope
to be able to take the EMAL to the Board by end August or early
September, assuming early agreement is reached with the IMF and the
Bank on the PFP and macro-economic framework for FY92. The loan
amount of US$200 million would include SDR 60 million in IDA funding
coming from the Gulf Assistance program and would also likely have
Japanese co-financing, possibly at a similar level. In summary, a
high level of fast disbursing resources are linked to reaching a
satisfactory agreement with the IMF and the Bank on a macro-program.

Kev Points

T In your conversation, you should congratulate the Minister
for the important steps which the Government has taken to speed up
deregulation and privatization, settle long standing inter-provincial
issues, and renew Pakistan’s adjustment effort. These are most
encouraging. However, there is much more to be done -and you should
stress the crucial importance of taking the fiscal and other demand
management measures required to establish a solid macro-economic
framework and reach an early agreement with the IMF. You should
underscore the fact that without a sound macro framework and IMF
support, the substantial quick disbursing assistance programmed for’
FY92, including the tranche releases, would not be possible. We
expect that the Consortium, at the meeting next week, May 2 and 3,
will also convey the same message, namely the importance of taking
adequate fiscal measures and reaching agreement with the IMF.

8. Politically, the Government seems stronger now than three
months ago (because the divisive impact of the Gulf war is over).
Therefore more can now be done. The Government is proud of its
initiatives and has been complaining of IMF/Bank insistence on ‘o0ld’
quantitative targets and not enough attention to the new structural
initiatives. However, getting the macro-balances right is a pre-
condition and getting IMF endorsement will be crucial. The
Government’s emphasis on greater self-reliance is to be encouraged.



- H -

However, this goal will not be feasible without reestablishing and
maintaining a sound macro-economic framework. Finally, the progress
in solving water rights issues- (which had blocked new hydro-power
projects) and new revenue sharing arrangements with the provinces
open the way for urgently needed increases in development spending
that will require high levels of support from the Bank as well as the
rest of the donor community.

cc: Mr. Hasan, EMNVP
EM]1 Management Team
EM1CO Pakistan Team
Messrs: El Maaroufi, Wall (EM1PA)

GTPark
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SUBJECT: PAKISTAN: Meeting of Mr. Conable with Pakistan Finance Minister

e On Monday, April 29, 1991, the Finance Minister of
Pakistan, Mr. Sartaj Aziz, called on Mr. Conable. The Minister was
accompanied by the Pakistan Ambassador to the United States, Mr. R.
Akhund, the Secretary EAD, Mr. Arshad Farooq of the Pakistan Embassy,
and Messrs. Al Sultan and Faruqi of the Executive Director’s Office.
Also present were Messrs. Sandstrom and Wiehen.

Z. Mr.Conable welcomed the Minister. He said that the last
time they had met the Minister was representing the Caretaker
Government, and he welcomed him now as a member of the new
Government.

3. Mr. Conable then explained that the Bank had decided some
months ago that lending to Pakistan should be reduced to much lower
levels unless the Govermnment put a viable reform and stabilization
program in place. He said that the lending levels envisaged for the
current fiscal year (about $680 million) were being processed on the
assumption that Pakistan would come to terms with the IMF and the
Bank shortly, and that the third year SAF/PFP program would be agreed
in the very near future. He stressed in particular the need for
Pakistan to enforce strict budget discipline and to do much more than
in the past both on the revenue and expenditure side. He added that
the Bank and the Fund were agreed in their assessment of the current
situation, and the measures that needed to be taken, and he expressed
his strong hope that the Government of Pakistan would take the
necessary measures forthwith. He said that the Emergency Adjustment
Loan, even though the Emergency had almost disappeared, was now being
processed for conclusion sometime later this summer; that it had been
delayed considerably by delays in price adjustments by the
Government; and that the Bank was prepared to process other
adjustment operations after EMAL provided the necessary stabilization
decisions were taken by the Government and the stabilization actually
takes place.

4. The Minister thanked Mr. Conable for receiving him and his
delegation. He said the Fund had written a very good and positive
report on Pakistan’s performance during FY91 (in fact, that report
was more favorable than the Bank's Economic Memorandum); the budget
deficit in FY91 was now likely to be about 5.8% (as compared to the
target of 5.5%); that the Fund mission would return to Pakistan in
late June to review the outcome of FY91 and to review the budget for



FY92; and that a report to the Fund's Board would be completed in
July. Indeed, he said the outline of the program for FY92 had been
agreed with the Fund/Bank mission. He added: "We are back in business
with the IMF".

L As to the measures to be taken by Pakistan, the Minister
explained that the Government had stopped recruitment of new staff
throughout the Government as of now, but other than that, no other
measures, especially revenue measures, could be taken now, just six
weeks before the new budget for FY92; that all the necessary revenue
measures would be in the new budget, which would be proposed in early
May and finalized by the Parliament before the end of June. As to
the specific measures to be taken in the FY92 budget, the Minister
mentioned specifically structural changes in the tax system which
were most important but unfortunately would have a somewhat delayed
effect on the tax take. He explained that the drain on the budget had
been started in the ’'70s, with the nationalization programs, and that
it was very difficult to disentangle those measures now, but that the
Government was determined to carry through their program of
disinvestment and privatization. He said Pakistan would soon be a
"semi-open economy"”. He concluded his explanation by saying that

the present growth rate, good as it was, was clearly not enocugh to
finance their needs, and that a higher growth had to be achieved.

6. In response to Mr. Conable’s question "what next?", the
Minister explained briefly the Government’'s strategy, especially in
the social sectors, where the social indicators of Pakistan had
fallen far behind those of comparable countries. Mr. Conable
expressed his surprise that the Bank's lending program this year
contained "only one project in the social sectors - namely the Family
Health Project". Mr. Wiehen explained that in fact the Bank was
supporting this year alone three innovative projects in the social
sectors - Family Health, Rural Water Supply and Microenterprise. Mr.
Conable added that the level of IDA funds the Bank could make
available to Pakistan depended largely on the quality of the social
sector activities of the Government. The Minister assured

Mr. Conable that there would be plenty of opportunities for the Bank
to spend large sums of IDA on such projects in the future. He used
this opportunity to report to Mr. Conable on the recent award of the
National Finance Commission.

¥ Mr. Wiehen explained what the Bank was planning to do in
the social sectors as well as in the environment field.

8. The Minister then also told Mr. Conable about the recent
historic agreement on the sharing of the Indus waters and added that
this new situation would allow and indeed call for massive new
investments in the water sector, and he asked for the Bank’s help

in identifying and resolving all the issues related to this,
institutional, technical, federal-provincial, etc. He said very much
support was needed from the Bank, both financial and technical
assistance.
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9. In conclusion, the Minister noted the fact that Mr.
Conable was about to retire from the Presidency of the Bank, and he
expressed his and his country'’s gratitude for all the support the
Bank, under Mr. Conable's stewardship, had given to Pakistan. Mr.
Conable thanked the Minister for his sentiments and assured him that
his successor, Mr. Preston, would certainly take a keen interest in
the relationship with Pakistan.

cc: Messrs. Qureshi
Wapenhans (o/T)
Chopra (Acting RVP)
Sandstrom
P. Hasan
El Maaroufi
EM1 Management Team

MW/ec
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Meeting of Mr. Barber B. Conable with the new Ambassador of Pakistan

1 On Wednesday, November 28, 1990, Mr. Najmuddin M. Shaikh, the
new Ambassador of Pakistan, called on Mr. Conable. The Ambassador was
accompanied by Messrs. Hosny, Executive Director, Farooqui, Advisor to
the Executive Director, and Farooq, recently appointed Economic Minister
at the Pakistan Embassy, previously Advisor to the Executive Director.
Messrs. A. Khanna and Wiehen were also present.

2. Mr. Conable welcomed the Ambassador; he said he was looking
forward to working with the new Government; and that he was confident
that Pakistan, under the wise guidance of President Ghulam Ishaq Khan,
would quickly address its economic problems. The Ambassador explained
that the new Government had a solid majority and would be able to take
decisive action, as was needed.

3. He then commented on, and expressed his country's gratitude
for, the good relations between Pakistan and the Bank. Mr. Conable
said that quite clearly a number of very tough economic decisions were
needed. He referred to the forthcoming visit of Mr. Qureshi to Pakistan
and expressed his hope that a major program of actions would be
discussed and quickly agreed and implemented. The Ambassador cited the
decisions already taken (fuel price pass through, the General Sales Tax,
the capping of tariffs at 95%X) and commented that the public had taken
those decisions remarkably well.

4, Mr. Conable then said that it was extremely important that
Pakistan quickly agree on a new program with the IMF. He explained that
the Bank of course was independent and would make its own decisions, but
that Pakistan clearly needed access to the resources of both
institutions. The Ambassador replied that a joint IMF/Bank mission was
just starting in the field, and expressed his hope that the mission’s
work would lead to quick assistance by the Bank. He explained that the
Gulf crisis had made it impossible to meet the objectives of the
previous IMF program, in particular the budget deficit reduction, that
0il prices were now much higher, that remittances were down, and that
reabsorbing all the returnees had added substantial costs. Mr. Conable
replied that the Bank was flexible in its response to problems caused
by the Gulf crisis but that we needed a good program of economic
measures before we could provide significant assistance. He
acknowledged the particularly difficult position of Pakistan and
promised that the Bank would be "accommodative" but said again that a
good economic program was absolutely needed. The Ambassador requested
specifically that the Bank consider making the Emergency Adjustment



operation (EMAL) available without conditionality, in response to the
crisis, and allow speedy disbursement, but Mr. Conable replied that all
depended on the quality of the government's own measures. He referred
in this context, in addition to the EMAL, to our efforts to agree on
higher cost sharing ratios, acceleration of project implementation and
disbursements, and to an acceleration of the projects presently being
prepared for Board presentation. Mr. Conable added that the Gulf crisis
shocks were no reason to abandon the long-term development plans, even
though some countries - and Pakistan probably among them - were close
to the margin even before the oil crisis.

5. In closing, Mr. Conable said that in the past the Ambassador
of Pakistan had been an effective and active channel between the Bank
and the Government of Pakistan, and he expressed his hope that that
would remain the case in future.

cc: Mr. Barber B. Conable <
Mr. Moeen A. Qureshi
Mr., W.A. Wapenhans
Mr. Abdallah El1 Maaroufi, RMP
EM1 Management Team

MHWiehen:ec



BARBER
President

THE WORLD BANK
Washington, D.C. 20433
US.A.

B. CONABLE

December 3, 1990

His Excellency

Sartaj Aziz

Minister of Finance, Planning
and Economic Affairs

Government of Pakistan

Islamabad

Dear Mr. Minister:

I would like to take this opportunity to extend my congratulations on your
appointment as Minister of Finance, and to acknowledge your letter of November
15, 1990.

We were pleased to learn of the new Govermment’s strong commitment to
reestablish a viable macro-economic framework and to continue with the structural
reforms initiated over the past few years, including moving ahead with the
reforms being supported by the Bank's sector adjustment lending. Accelerating
the adjustment process is clearly a high priority and we look forward to working
closely with the Government in these matters.

With respect to Bank assistance in reacting to the impact of the Gulf
crisis, we are planning a mission for the second week of December to expedite
preparation of the proposed Emergency Adjustment Operation. I trust that the
Government will be able to move quickly to take the macro-economic policy and
adjustment measures needed to enable the Bank to accelerate processing of this
operation. We are also continuing our review of projects that could possibly
benefit from increased cost sharing.

As you know, Mr. Moeen Qureshi will be visiting Pakistan next week and I
trust that he will discuss with you and other senior officials both the
Government'’s plans for addressing macro-economic issues and the Bank's potential
help to Pakistan in this process.

Sincerely,
(Signed) 5aier 8. Conable
Barber B. Conable
Cleared with and cc: Mr. Qureshi
Mr. Wapenhans

GTP Mr. Wiehen
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MINISTER FOR FINANCE, PLANNIN
AND ECONOMIC AFFAIRS
GOVERNMENT OF PAKISTAN

MINISTCR D.Ou. JT10-FM/90 Iflamubad, the15th Nov .14yt

Dear Mr, Conable,

Thank you very much for your letter of
12th October in whieh you indicated the Bank's likely
response to the adverse impact on Pakistan of the Gulf
crisis.

2, Since I met you last in September, at the time
of the Annugl Meetings, general elections have been held

in Pakistan., A new overnment is now ig n%gce. This
BUVBLIINLNL 18 N8t BALY fUlly committed O the programme of

restructuring the economy in Pakistan in accordance with

therefore, hope to work with you in defining new medium term
structural reform benchmarks to achieve these objectives
during the 1ife of this government. Indeed, we realisge that
re-enforced policy initiatives will be essential to cope

commitment to accelerate the pace of growth within a viable
macro-economic framework, in particular a viable external
payments position supported by rapid growth of export-oriented
industry,

- The new guvernment, as the Bank fully appreciates,
faces a number of difficult challenges, 1t expects to move

swiftly to meet those. The new general sales tax has already
Veel puL Ly pluvd, mxenunges pae Tlexibility is being

maintained in ordef to keep our exports competitive,
Consequently, exports during the first four months of the
current fiscal year have registered a growth of 24%. We have
raised petroleum prices by 42% and consequential price
adjustments are now being processed, Having made these
adjustments we intend to move on and address the problem of
the budget defieit effectively., On trade policy we will
continue to follow a policy of liberalisation and fulfill our
commitments, We have already initiated the process of
extensive deregulation to create a liberal environment

to facilitate rapid industrialisation and flow of foreign
investments. On both those counts the new government

expects to make important decisions in the coming weeks.

We intend also to explore avenues of resource

mobilisation and to contain public sector expenditure

£8'd S9TR WdSE:p B66T ‘BT NON Qw3 :0l "dSI MNUE QNOM :wCas
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through disinvestment and privatisation.

4, In responding to the three proposals
contained in your letterp of 12th October, I would like
tn Andinata haw tha pavedinmul vapeLLS W QuYe, Firge,

work has been initiated on putting together a pProject which
will focus on income generation, shelter and employment
opportunities for returning workers from the Gulf. we

will be prepared to discuss different aspects of this
project with your mission in early December, Second, we

are analysing the preliminary ideag contained in

Mr. Wiehen's detailed letter of 17th October regarding a
fast disbursing loan. Our anxiety 1s that guch & project,
if it is to serve the purpose for whiech it isg being put
together, should fully disburse within the current fiscal
year. Accordingly, I would request you to send your
appraisal mission for this project to Islamabad as early as
possible., We are ready to discuss al] its aspects.

Finally, we are at present revising the Bank's portfolio

of ongoing Projects with a view to considering the
possibility of increasing disbursement as well as the
Bank's cost sharing ratios. We €xpect to be in touch with
your Resident Mission here in this regard.

with important policy decisions involving the Bank's policy
adjustment lending, In particular we expect to take some
important decisions regarding the financial sector loan,
which we consider fundamental to reforms in the banking and
fiscal sector envisaged by the present government.

6. Pakistan has had a long and fruitful relationship
with the Bank, The new government hopes that this will continue
to flourish in the years to come,

With regards,

"
Yours s;ncerely,

) ) .
2 '__,/ 'u-/rrT {JL ¢

~
V/QARTAJ AZIZ )

Mr., Barber B, Conable,
President,

The World Bank,

Headquarters: Washington D,C,
UsA,
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